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THE AMERICAN CLEAN ENERGY SECURITY 
ACT OF 2009— DAY 1 


TUESDAY, APRIL 21, 2009 

House of Representatives, 

Subcommittee on Energy and Environment, 

Committee on Energy and Commerce, 

Washington, DC. 

The committee met, pursuant to call, at 3:06 p.m., in Room 2123, 
Rayburn House Office Building, Hon. Edward J. Markey [chairman 
of the subcommittee] presiding. 

Present: Representatives Waxman, Dingell, Markey, Gordon, 
Stupak, Green, Doyle, Harman, Gonzalez, Inslee, Baldwin, Ross, 
Matheson, Butterfield, Melancon, Barrow, Hill, Matsui, Christen- 
sen, Sarbanes, Space, Sutton, Braley, Welch, Barton, Hall, Stearns, 
Whitfield, Pitts, Walden, Murphy of Pennsylvania, Burgess, Black- 
burn and Scalise. 

Staff Present: Matt Weiner, Special Assistant; Alexandra Teitz, 
Senior Counsel; Greg Dotson, Chief Energy Counsel; Lorie 
Schmidt, Senior Counsel; Cara Anchman, Communications Asso- 
ciate; Lindsay Vidal, Press Assistant; Phil Barnett, Staff Director; 
Kristen Amerling, General Counsel; Melissa Bez, Professional 
Staff; Mitch Smiley, Special Assistant; Matt Eisenberg, Staff As- 
sistant; William Carty, Minority Professional Staff; and Garrett 
Golding, Minority Legislative Analyst. 

OPENING STATEMENT OF HON. EDWARD J. MARKEY, A REP- 
RESENTATIVE IN CONGRESS FROM THE COMMONWEALTH 

OF MASSACHUSETTS 

Mr. Markey [presiding]. The committee will come to order. 
Today we will begin our legislative hearings on the American Clean 
Energy and Security Act discussion draft, which Chairman Wax- 
man and I released 3 weeks ago. This bill provides a comprehen- 
sive approach to solving our economic energy and climate crisis. 
The time for delay and denial and inaction has come to an end. It 
is time to put Americans back to work in the jobs needed to bring 
about the age of the clean energy economy. 

We have an ambitious but achievable schedule before us. The 
markup process will begin next week, and we expect to report the 
bill from the full committee before the Memorial Day break. 

In my 33 years on the Energy and Commerce Committee, I can- 
not remember a week of hearings quite like this one. We are fortu- 
nate to have three Cabinet-level officials: former Vice President A1 
Gore; national security statesman. Republican Senator John War- 
ner; dozens of executives from Fortune 500 companies; and many 

( 1 ) 
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environmental leaders. We have already heard from more than 60 
other witnesses at the subcommittee’s previous hearings this year 
in addition to nearly 160 witnesses who appeared at the 24 hear- 
ings held by the subcommittee in the last Congress. 

The Waxman-Markey discussion draft uses many of the ideas put 
forth in the hearings held last year and this year and represents 
a solid start towards a consensus product. This legislation presents 
us with an historic opportunity. Of all the committees in Congress, 
I believe this committee is best suited to handle the challenge of 
passing strong energy legislation that will help grow our economy, 
create millions of green jobs and address the global warming crisis. 

We will now begin to hear from Members who wish to give their 
opening statements. And I will turn and begin by recognizing the 
gentleman from Oregon, Mr. Walden. 

OPENING STATEMENT OF HON. GREG WALDEN, A REPRESENT- 
ATIVE IN CONGRESS FROM THE STATE OF OREGON 

Mr. Walden. Thank you very much, Mr. Chairman. And I espe- 
cially appreciate your comments about the need for jobs. Oregon is 
now second only to Michigan in its unemployment rate, and I dare 
say the district I represent that is home to 10 or 11 of our Nation’s 
national forests unfortunately comes in with some of the highest 
unemployment rates in the country and in the State. 

Unfortunately, the draft bill which I have begun to work my way 
through doesn’t help us if you are in a forested timber community. 
And, in fact, there is no scientific basis for the definition that is 
used in here to describe biomass and prohibit the use of any bio- 
mass off Federal forestlands and most likely off private forestlands 
to account toward renewable energy, when, in fact, there is enor- 
mous opportunity for renewable energy to be produced off our Fed- 
eral forestlands and our private forestlands. For some reason the 
definition on page 8 of this bill specifically prohibits any biomass 
off Federal land from being included as renewable. 

There is no scientific basis for that definition whatsoever, and I 
hope it can be changed. I plan to offer an amendment to change 
and delete it, frankly. 

My district is also home to enormous growth in wind energy, and 
I have been a big advocate of wind energy. One of the great 
synergisms that occurs in the Northwest is between using the hy- 
droelectric system to be the battery by storing water to balance out 
the curve when it comes to wind power, because as anybody in the 
wind energy side knows, wind is not firm power. And, in fact, in 
the Northwest you will find times, this January specifically, where 
there was 10 days when there was no wind, which meant no energy 
release. Other times within an hour you could have a 1,000-mega- 
watt difference between the output of the wind energy up or down. 

That means that energy has to be firmed up. Hydro systems are 
terrific for firming up energy. Yet in this legislation hydro that pre- 
dates 2001 is not considered as renewable, and yet hydro after that 
is, unless hydro is on a facility that on page 11 of the definition 
shows that if the water surface elevation at any given location or 
time changes because of that hydro, then suddenly it is not consid- 
ered renewable. 
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Can somebody explain to me how that works? Unless you simply 
have in-stream hydro, which really isn’t a reality in most cases, al- 
though we have some in irrigation canals, which is fine, but to do 
big hydro or new hydro, you are most likely going to affect the ele- 
vation at some point and at some time if you are going to use hydro 
that stores the battery, the energy, that then is used to fill in when 
wind energy does not occur. 

So, Mr. Chairman, there are enormous challenges with the draft 
of this legislation when it comes to the definitions. Some of these 
definitions defy both logic and science. And yet there is enormous 
opportunity to develop renewable energy. 

I participated in a Science Committee field hearing yesterday 
morning in Vancouver, Washington, that was put on by our col- 
league Mr. Baird. And at that hearing one of the scientists from 
the University of Washington indicated that there is plenty of re- 
newable wood fiber in the Northwest to, in fact, she said, provide 
replacement fuel for all gasoline consumption in the State of Or- 
egon using something called methanol. Methanol, by the way, is 
what we use today in race cars. It is a proven technology, it is a 
proven fuel, and yet it is discriminated against when we talk about 
alternative fuels. Meanwhile our forests go up in smoke at unprece- 
dented rates. 

With temperature change and global warming, we need to be bet- 
ter stewards of our Nation’s forests, and yet you have got enormous 
fires. According to the California Forestry Association, wildfires 
burning more than 8 million acres spew as much carbon dioxide 
into the air as all the cars and factories in the U.S. combined in 
the same months. From 2004 to 2008, an average of 8.9 million 
acres burned in wildfires each year. 

Our forests are going up in smoke, drought, bug infestation, mor- 
tality, 400 million boardfeet a year mortality alone in the North- 
west. There is enormous opportunity to turn that woody biomass 
into a fuel source to use it for heat source with very little emission 
to improve the habitat and environment of the forest, and to thin 
them out to protect some of the old growth and all that people 
would like to do, and yet the very definitions in this bill fail that 
stewardship. 

So, Mr. Chairman, I look forward to the markup. I look forward 
to future hearings on the substance of this measure so that we can 
fix it and make it workable. Thank you, Mr. Chairman. 

Mr. Markey. I thank the gentleman. 

The Chair recognizes the gentleman from Tennessee, Mr. Gor- 
don. 

OPENING STATEMENT OF HON. BART GORDON, A REPRESENT- 
ATIVE IN CONGRESS FROM THE STATE OF TENNESSEE 

Mr. Gordon. Thank you, Mr. Markey. 

You have a lot of people to make statements today, so I will be 
very quick. 

Climate change is real. We need to do something about it. It is 
the right thing for our country, it is the right thing for the world. 
Business needs reasonable, I think, rules of the road so they can 
make a business plan and have certainty, and I think, as you have 
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pointed out, we need to legislate this rather than have it done by 
regulation. 

I want to thank the committee and its staff for working with the 
staff of the Science Committee on some areas of joint jurisdiction 
and also some unique jurisdiction. We look forward to seeing the 
mark so we will know how to better move in that direction. 

There is one area that I do want to point out that I think we 
need to do some more fine-tuning, and that is the renewable elec- 
tricity standard. I think that we do need to have a broad use of the 
NES. I think that it is important for us as we start to move toward 
more energy independence. But it should not be punitive to dif- 
ferent parts of the country. 

And I would ask the committee staff please to put a chart up if 
you have it. There we go. 

So if you can see that chart, and it is not mine, it is the National 
Renewable Energy Laboratory, and what you will see there is the 
green area is where current technology can be used for biomass. 
The blue is for wind, and the red is for solar. And as you see, there 
is some broad swaths of the country — you know, we are all sitting 
here for our own constituents, so you can see parochially if you look 
down on the east side of the Texas all the way up through the 
Southeast, up toward Bart Stupak’s up there, there really are very 
few types of alternative energies that we can use and that are ap- 
propriate for those communities. 

So hopefully, again, we do not want something that is going to 
be punitive, and I have some suggestions in that area. First of all, 
we should allow real credit for energy-efficiency improvements. Ex- 
panding the definition of what is renewable power, I think, is im- 
portant, including giving the Secretary of Energy some authority 
for future technologies. If we are going to get from here to there, 
we can’t do it on today’s technology. And so there is going to be dif- 
ferent types of, I think, renewable power in the future that we need 
to recognize in that regard. 

I think it is important that we don’t apply the mandates to small 
and midsize municipalities and cooperative utilities. I think it is 
also important that we consider the use of nuclear power and coal 
through CCS, and also reducing the alternative compliance pay- 
ments. 

So while we have begun a conversation or continue that with 
you, I suggest any other Members here that would like to be a part 
of that, we would welcome you to join in that. And again, thank 
you for this hearing and all the hearings you have this week. 

Mr. Markey. We thank the gentleman very much. 

The Chair recognizes the gentleman from Texas, Mr. Hall. 

OPENING STATEMENT OF HON. RALPH M. HALL, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS 

Mr. Hall. Thank you, Mr. Chairman. And today we are embark- 
ing on what I would call a mad dash to examine almost 650 pages 
of text, which includes various mandates and an incomplete cap 
and trade proposal containing no specifics on how CO 2 emissions 
allowances would be allocated in the unprecedented expansion of 
environmental litigation placed and based on perceived risk. 
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Despite the amount of paper it is printed on, the discussion draft 
lacks detailed information on the disposition of allowances. Will the 
allowances be distributed or auctioned? Would there be 100 percent 
auction? If auctioned, what are the cost-control mechanisms, and 
where would the proceeds be directed? 

This lack of clarity, Mr. Chairman, leaves the Congressional 
Budget Office absolutely unable to properly score the bill to start 
with, and American businesses and consumers in the dark to sug- 
gest how much this bill is going to cost. The entire promise and the 
premise on which the climate change debate hinges is on the idea 
that we can accurately measure, monitor and verify greenhouse gas 
emissions coming from all sectors of the country. 

Second, a cap implies that we know where we currently stand. 
We are betting the U.S. economy on the assumption that verifiable 
data collection and monitoring is as simple as you indicate it to be. 
Without U.S. regulation of greenhouse gases, what impact would 
we have if other major carbon-emitting countries do not follow suit? 
And would this reality put America in the position of shouldering 
the burden of cleaning up the world and having our citizens bear 
the high cost? What would regulations mean for electricity rates? 
Are these costs we are willing to accept given the uncertainty about 
whether regulations would even help at all? 

Recently Energy Secretary Chu mentioned that under the admin- 
istration’s bill, the price of energy would increase. These costs will 
be passed on to the consumers, and the United States would be at 
a disadvantage to other nations. Just last month China’s top cli- 
mate negotiator proffered that any fair international agreement to 
curb gases blamed for global warming would not require China to 
reduce emissions caused by or manufactured to meet demands else- 
where in the world. If China, the world’s largest emitter, is not 
willing to play, are we comfortable putting America’s economic se- 
curity in further jeopardy by moving forward with this legislation? 

The key question facing all of us here in Congress is, quote, what 
is the appropriate policy for the United States to move our Nation 
toward affordable, reliable and clean energy sources? It is not an 
easy question to answer. We must discuss what the U.S. could ac- 
complish with the right investments in energy research and devel- 
opment. For example, many, including myself, hope that carbon 
capture and sequestration technologies will make it possible for 
coal-fired power plants to limit their emissions while providing af- 
fordable electricity. Technologies researched and developed by the 
oil and gas industry in partnership with universities and national 
labs and utilized for enhanced oil recovery make for — the potential 
for carbon capture and sequestration make that possible. 

This innovation should be nurtured and not stymied. However, 
on top of a cap-and-trade system, this bill places a command-and- 
control regime on coal-fired power plants. Mandating that after 
2009 no new coal-fired plants without CCS technology in place may 
be built sets an unreasonable deadline. Even Energy Secretary Chu 
recently acknowledged that such CCS technologies will take many 
years to develop and even longer to be put into practice. What is 
to be gained by such a short time line? 

The elimination of the use of one of the most abundant domestic 
energy resources, while at the same time increasing the demand 
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for electricity, what energy source will be used to replace fossil 
fuels to meet the increased electricity demanded and triggered by 
the various mandates in this bill? If not clean coal, what about nu- 
clear power? Unfortunately, nuclear is never featured among the 
almost 650 pages of your text. 

Mr. Chairman, I yield back my time. I am very concerned about 
this bill, the effect it is going to have on this country, the effect it 
is going to have on taxpayers in the future, the effect it is going 
to have on those of us who rely on energy and right now relying 
on countries that we don’t trust and don’t trust us for the energy 
we have. Surely there is a better way to go. 

I thank you, and I yield back the balance of my time if I have 
any. 

Mr. Markey. We thank the gentleman. 

[The prepared statement of Mr. Hall follows:] 
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OPENING STATEMENT 
HONORABLE RALPH HALL 
COMMITTEE ON ENERGY & COMMERCE 
SUBCOMMITTEE ON ENERGY & ENVIRONMENT 


Hearing on: 

The American Clean Energy Security Act of 2009 
Tuesday, April 21, 2009 


Thank you Mr. Chairman. Today we embark on 
a mad dash to examine almost 650 pages of text 
which includes various mandates, an incomplete cap 
and trade proposal containing no specifics on how 
C02 emissions allowances would be allocated and 
the unprecedented expansion of environmental 
litigation based on “perceived” risk. 


1 
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Despite the amount of paper it is printed on the 
discussion draft lacks detailed information on the 
disposition of allowances. Will the allowances be 
distributed or auctioned? Would there be a 100 
percent auction? If auctioned what are the cost 
control mechanisms and where would the proceeds 
be directed? This lack of clarity leaves the 
Congressional Budget Office unable to properly 
score the bill. And American business and consumers 
in the dark as to just how much this will all cost. 


2 
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The entire premise of the climate change debate 
hinges on the idea that we can accurately measure, 
monitor and verify greenhouse gas emissions coming 
from all sectors of the economy. Setting a cap implies 
that we know where we currently stand. We are 
betting the entire U.S. economy on the assumption 
that verifiable data collection and monitoring is as 
simple as wanting it to be. 

With U.S. regulation of greenhouse gases, what 
impact would we have if other major carbon emitting 
countries do not follow suit? 


3 
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Would this reality put America in the position of 
shouldering the burden of cleaning up the world and 
having our citizens bear the high costs? What would 
regulations mean for electricity rates? Are these costs 
we are willing to accept given the uncertainty about 
whether regulations could help? 

Recently, Energy Secretary Chu mentioned that 
under the Administration’s plan the price of energy 
will increase, these costs will be passed on to the 
consumers, and the United States will be at a 
disadvantage to other nations. 


4 
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Just last month China’s top climate negotiator 
proffered that any fair international agreement to curb 
gases blamed for global warming would not require 
China to reduce emissions caused by goods 
manufactured to meet demand elsewhere in the 
world. If China, the world’s largest emitter, is not 
willing to play are we comfortable putting America’s 
economic security in further jeopardy by moving 
forward with this legislation. 

The key question facing all of us here in 
Congress is what is the appropriate policy for the 
United States to move our nation towards affordable, 
reliable and clean energy sources? 


5 
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It is not an easy question to answer. We must 
discuss what the U.S. could accomplish with the right 
investments in energy research and development. 

For example, many, including myself, hope that 
carbon capture and sequestration (CCS) technologies 
will make it possible for coal fired power plants to 
limit their emissions while providing affordable 
electricity. Technologies researched and developed 
by the oil and gas industry in partnership with 
universities and national labs and utilized for 
Enhanced Oil Recovery (EOR) make the potential for 
CCS possible. This innovation should be nurtured not 
stymied. 


6 
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However, on top of a cap and trade system this 
bill places a command and control regime on coal 
fired power plants. Mandating that after 2009 no new 
coal fired plants without CCS technology in place 
may be built sets an unreasonable deadline. Even 
Energy Secretary Chu recently acknowledged that 
such CCS technologies will take many years to 
develop and even longer to be put into practice. 

What is to be gained by such a short timeline? The 
elimination of the use of one of the most abundant 
domestic energy resources while at the same time 
increasing the demand for electricity? 


7 
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What energy source will be used to replace fossil 
fuels to meet the increased electricity demand 
triggered by the various mandates in this bill? If not 
clean coal what about nuclear power? Unfortunately, 
nuclear is never featured among the almost 650 pages 
of text. 

It is the promotion of wise investments in energy 
technology research and development, investments 
that tap into American’s innovative spirit that will 
lead us to a future where our energy supply is 
affordable, reliable and clean and we remain 
competitive. 


8 
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I yield back the balance of my time. 


9 
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Mr. Markey. The Chair recognizes the gentleman from Texas, 
Mr. Green. 

OPENING STATEMENT OF HON. GENE GREEN, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS 

Mr. Green. Thank you, Mr. Chairman. And the following week 
will now be historic for the Energy and Commerce Committee. 
After years of debate on the root causes, impacts and potential so- 
lutions to address global climate change, our committee will soon 
consider comprehensive legislation that seeks to reduce greenhouse 
gas emissions both home and abroad. 

Both the full committee Chair and you. Chairman Markey, have 
worked quickly on a discussion draft which sets the markup for ac- 
tion on climate in the House of Representatives. It is an under- 
statement to say that all Americans in the entire world are closely 
watching how this debate unfolds. That is why I am pleased you 
have set an aggressive hearing schedule this week with distin- 
guished panelists to learn more about the American Clean Energy 
and Security Act, or ACES, released shortly before the April recess. 

Since the draft’s release, the Environmental Protection Agency 
has issued a finding that greenhouse gas emissions pose a threat 
to public health and welfare. If Congress does not act, greenhouse 
gas emissions could be regulated administratively without input 
from Members that represent diverse constituencies nationwide. 

While I commend Chairman Waxman and your work. Chairman 
Markey, on the draft, and I hope to support the final product, I 
have serious concerns with the impact ACES may have on my con- 
stituents and job base in the overall economy. First, we must pro- 
tect our U.S. Energy-intensive domestic industries, including refin- 
eries, so we do not simply export those jobs abroad to nations with- 
out carbon controls and lax environmental regulations. 

I represent the Houston Ship Channel, a petrochemical complex 
that stretches along the Texas Gulf Coast and is home to thou- 
sands of chemical industry and petroleum refining jobs. These en- 
ergy-intensive industries we left vulnerable to foreign competitors 
not facing carbon regulations if we do not carefully craft transi- 
tional policies to prevent job leakage. We cannot allow the petro- 
chemical and refining industries to migrate out of America. They 
are vital to our economy and to our national security. 

I want to thank Congressman Inslee and Congressman Doyle for 
putting forward a proposal to provide free allowances of certain en- 
ergy-intensive industries regulated under a climate program. I urge 
the committee to provide ample allowances sufficient for all ex- 
posed industries, including domestic refineries, which will place our 
refineries on an equal footing with their competitors in the Euro- 
pean Union, which are considered energy-intensive, trade-exposed 
industries. Border adjustment policies must level the playing field 
in the global market for all trade-exposed products, and our export 
and import polices under the cap-and-trade program must not place 
our domestic industries at a competitive disadvantage. 

None of these proposals, however, can substitute for the need for 
a strong international agreement with binding carbon reductions 
amongst the world’s largest emitters, including developing coun- 
tries. 
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Second, our transportation fuel policy must be based on sound 
science, and avoid duplicative regulation, and enhance our broader 
national energy security. The draft discussion includes a low car- 
bon fuel standard, which does not reflect the consensus-based prin- 
ciples issued by the U.S. Climate Action Partnership, and raises 
more questions than answers. Under the cap-and-trade program, 
refiners must already purchase emission allowances for all fuels 
produced, with the total volume in the nationwide emission allow- 
ances declining over time. Layering an additional regulatory 
scheme on fuels may be the least efficient way to reduce carbon 
emissions and must be weighed against the impact the proposal 
would have on consumer gasoline prices. 

Third, complementary policies addressing renewable electricity 
and energy efficiency standards must reflect State and regional ca- 
pabilities, avoid overlap, and not unduly burden low-income Ameri- 
cans with higher home energy bills. A mechanism must be in place 
to adjust targets if energy prices escalate, or if transmission capac- 
ity is inadequate. 

Fourth, a final proportion of allowances must be allocated for 
consumer assistance programs. Assisting with higher electricity 
prices is one piece of the puzzle. An effective rebate program must 
also address higher gasoline prices as well as the price of all goods 
that rely on energy inputs. If our climate policy leads to energy 
supply disruptions and price spikes without effective remediations, 
consumers and voters will begin to question that policy, and they 
will respond. 

Finally, the overall design of the cap-and-trade program must be 
improved. Any final bill should include realistic emission reduction 
targets, more effective cost-containment mechanisms, and enhance 
carbon market oversight provisions. I hope to work with Chairman 
Waxman, Chairman Mar key and all the members of our committee 
on other concerns to craft a climate policy that protects both our 
environment and our economy. 

Mr. Chairman, I yield back my time. Thank you. 

[The prepared statement of Mr. Green follows:] 
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Congressman Gene Green 
Energy and Commerce Committee 
Full Committee Legislative Hearing on 
“The American Clean Energy and Security Act of 2009” 

April 21, 2009 


Mr. Chairman, the following weeks will no doubt be historic for 
the Energy and Commerce Committee. 

After years of debate on the root causes, impacts and potential 
solutions to address global climate change, our committee will 
soon consider comprehensive legislation that seeks to reduce 
greenhouse gas emissions both at home and abroad. 

Both you and Subcommittee Chairman Ed Markey have worked 
quickly on a discussion draft which sets the marker for action on 
climate in the House of Representatives. 

It is an xmderstatement to say that all Americans, and the entire 
world, are closely watching how this debate unfolds. 

That is why I am pleased you have set an aggressive hearing 
schedule this week with distinguished panelists to learn more 
about “The American Clean Energy and Security Act”- or 
ACES “ released shortly before April recess. 

Since the draft’s release, the Environmental Protection Agency 
has issued a finding that greenhouse gas emissions pose a threat 
to public health and welfare. 

If Congress does not act, greenhouse gas emissions could be 
regulated administratively without input from Members that 
represent diverse constituencies nationwide. 
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While I commend Chairman Waxman and Markey’s work on 
the draft -- and I hope to support the final product — I have 
serious concerns with the impact ACES may have on my 
constituents, job base, and the overall economy. 

First, we must protect all U.S. energy-intensive domestic 
industries, including refineries, so we do not simply export these 
jobs abroad to nations without carbon controls and lax 
environmental regulations. 

I represent the Houston Ship Channel, a petrochemical complex 
that stretches along the Texas Gulf Coast and is home to 
thousands of chemical industry and petroleum refining jobs. 

These energy-intensive industries will be left vulnerable to 
foreign competitors not facing carbon regulations if we do not 
carefiilly craft transitional policies to prevent job leakage. 

We cannot allow the petrochemical and refining industries to 
migrate out of America. They are vital to our economy and to 
oxjr national security. 

I want to commend Congressman Inslee and Congressman 
Doyle for putting forward a proposal to provide free allowances 
to certain energy-intensive industries regulated under a climate 
program. 

I urge the Committee to provide ample allowances sufficient for 
all exposed industries, including domestic refineries, which will 
place our refineries on an equal footing with their competitors in 
the E.U. which are considered energy-intensive and trade 
exposed industries. 
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Border adjustment policies must “level the playing field” in the 
global market for all trade-exposed products, and our export and 
import polices under the cap and trade program must not place 
our domestic industries at a competitive disadvantage. 

None of these proposals, however, can substitute the need for a 
strong international agreement with binding carbon reductions 
amongst the world’s largest emitters, including developing 
countries. 

Second, our transportation fuels policy must be based on sound 
science, avoid duplicative regulation, and enhance our broader 
national energy security. 

The discussion draft includes a Low Carbon Fuel Standard 
which does not reflect the consensus-based principles issued by 
the U.S. Climate Action Partnership and raises more questions 
than it answers. 

Under the cap and trade program, refiners must already purchase 
emission allowances for all fuels produced, with the total 
volume of nationwide emission allowances declining over time. 

Layering an additional regulatory scheme on fuels may be the 
least efficient way to reduce carbon emissions and must be 
weighed against the impact the proposal will have on consumer 
gasoline prices. 

Third, “complementary policies” addressing renewable 
electricity and energy efficiency standards must reflect state and 
regional capacities, avoid overlap, and not unduly burden low- 
income Americans with higher home energy bills. 
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Mechanisms must be in place to adjust targets if energy prices 
escalate or if transmission capacity is inadequate. 

Fourth, a substantial proportion of allowances must be allocated 
for consumer assistance programs. Assisting with higher 
electricity prices is only one piece of the puzzle. Effective 
rebate programs must also address higher gasoline prices as well 
as the price of all goods that rely on energy inputs. 

If our climate policy leads to energy supply disruptions and 
price spikes - without effective remediation - consumers and 
voters will begin to question that policy. 

Finally, the overall design of the cap and trade program must be 
improved. Any final bill should include realistic emission 
reduction targets, more effective cost-containment mechanisms, 
and enhanced carbon market oversight provisions. 

I hope to work with Chairman Waxman, Markey, and all 
Members of this Committee on these and other concerns to craft 
a climate policy that protects both our environment and our 
economy. 

Thank you Mr. Chairman, I yield back my time. 
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Mr. Markey. The gentleman’s time has expired. The Chair recog- 
nizes the gentleman from Texas, Mr. Burgess. 

OPENING STATEMENT OF HON. MICHAEL C. BURGESS, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS 

Mr. Burgess. I thank the Chairman, and I thank the Chairman 
for the opportunity to have this day of opening statements as we 
begin a week of doing these hearings with several dozen witnesses. 
And I am assuming that we will hear over and over again wit- 
nesses tell this committee that the draft bill under consideration is 
the answer to all of our energy and security problems, as well as 
a vehicle that our economy needs to carry us through this economic 
downturn. 

I would argue that in its current form, this bill may do more 
harm to our economy than any bill that is likely to come before 
Congress the rest of this year, perhaps during my natural lifetime. 
That is because this cap-and-trade proposal will increase the daily 
overhead cost for businesses, increase the cost of running our fami- 
lies to work and school and in jobs of businesses unless they are 
explicitly protected in the language. 

Let me say that again: unless they are explicitly protected in the 
language. In other words, we will have a system of earmarks for 
what businesses we favor. Once again. Congress, in full trans- 
actional mode, will be able to pick winners and losers. 

Credit allocations are conspicuously absent from the language in 
this bill. 

I would also argue that some of the witnesses the committee has 
put together should be scrutinized for their support of this bill. I 
believe that some merely see a business opportunity to create stra- 
tegic alliances in order to gain a greater share of future energy 
market. Certainly we have dealt with problems in the futures mar- 
ket and energy last summer when oil went up so high, and inter- 
estingly enough, Thomas Friedman, writing in an article a week, 
week and a half ago, said if we are going to be honest about it, let’s 
just tax carbon; let’s not play this elaborate game of hide the ball 
from the American public. The American public deserves to know 
what we are doing, and we are only going to create a system where 
the buying and selling of carbon futures are going to mimic that 
of energy futures last summer. 

Now, I would like to highlight the fact that some of the largest 
corporation industries affected by this draft bill are absent despite 
the seemingly unending list of witnesses that we have had before 
us this spring and are going to have this week. I have also noticed 
for the second time in two attempts the witnesses representing the 
U.S. Climate Action Partnership have avoiding hearing opening 
statements from members of the committee. Now, I know they are 
boring, and I know that people don’t like to pay attention to them, 
but this is an historic time, and they should be here. 

I am looking forward to hearing from Secretary Chu, Secretary 
LaHood, Administrator Jackson at tomorrow’s hearings. As mem- 
bers of this committee, we really haven’t had an opportunity to 
hear from them. In fact, we have created our whole budget without 
any input from the Secretary of Energy or the Secretary of Trans- 
portation. In the previous administration we would bring the En- 
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ergy Secretary in, we would bring the Secretary of Transportation 
in and get their views and estimates before we created the budget. 
We didn’t get to do that this year, so maybe tomorrow will be a 
good opportunity to ask about the views and estimates for their 
budget and how this bill will be incorporated into each agency’s re- 
sponsibility and roles in government over the coming years. That 
opportunity for Members to question agencies about their budget is 
an important role of Congress, and I will appreciate the oppor- 
tunity to exercise that tomorrow. 

I would also point out that it is up to the Congress to — we hold 
the pursestrings, and if indeed the Environmental Protection Agen- 
cy is producing regulations that are damaging to the economy, we 
do have the ability to withhold funding for their activities during 
the appropriations process, and perhaps some clever person can 
draft an amendment that will do just that. 

Now, fortunately, this draft legislation today is only a draft. We 
still have time to make changes to this bill, and I hope some of our 
witnesses will offer suggestions, constructive suggestions, for how 
we can do this without further damaging the economy. For exam- 
ple, if the goal is to reduce emissions, 1 ton saved through energy 
efficiency should receive the same treatment as 1 ton saved 
through technology transfer, fuel switching or renewable produc- 
tion. I think energy efficiency is the real common ground in this 
energy discussion because it reduces consumption and saves 
money. 

And finally, the aggregate cost of this bill is a very serious con- 
cern. The current draft makes it nearly impossible to estimate the 
eventual cost because we are still not sure how the allowances will 
be distributed. But comparing this draft to similar bills that have 
already been scored brings this bill to well over $1 trillion. One tril- 
lion dollars is still what it used to be even in the recent time of 
$1 billion and $1 trillion bailouts. 

I have said it before in this committee: Strong and growing 
economies are more likely to develop the technology breakthroughs 
we needed to spur the next wave in energy innovation. That is 
something we can address without imposing a cap on carbon or es- 
tablishing a trading platform where sophisticated investors can 
work up exotic carbon options to trade or mandate the use of non- 
reliant or unavailable technology. 

So I certainly look forward to questioning the witnesses, Mr. 
Chairman, and I yield back the balance of my time. 

Mr. Markey. Let me thank the gentleman. 

The Chair now recognizes the Chairman emeritus of the com- 
mittee, the gentleman from Michigan, Mr. Dingell. 

OPENING STATEMENT OF HON. JOHN D. DINGELL, A REPRE- 
SENTATIVE IN CONGRESS FROM THE STATE OF MICHIGAN 

Mr. Dingell. Mr. Chairman, thank you for holding this hearing 
today. Climate change is one of the most serious issues facing the 
Nation. The effect the legislation discussed this week will have 
both on the environment and the economy cannot be overstated. 
The fact that the committee is dedicating such time in going 
through the regular order is of the utmost importance. And both 
you and Chairman Waxman are to be commended for your han- 
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dling of these matters within the regular order. You are also to be 
commended for the outreach you have done to the members of the 
committee to enable the committee and its members to understand 
the issues each of us faces in our unique and geographical and eco- 
nomically diverse districts. 

In reading through the legislation, and in talking to stakeholders 
over the recess, I am impressed with the draft bill before us. Of 
course, the question of auction versus allocation still lies before us, 
and that is a very serious question, some might say deal breaker, 
for many Members. 

I would note that this bill bears strong similarities to the rec- 
ommendation of USCAP and also to language of legislation intro- 
duced by Mr. Boucher and I during the last session of the Con- 
gress. 

I do remain concerned about the aggressive nature of the renew- 
able electrical standard as written in the draft. While a strong re- 
newable standard is critically important as we move forward, and 
would certainly go a long way in preventing the dash to gas, I 
worry that 25 percent in 15 years might be more than States can 
handle. One possible solution to this would be to back nuclear out 
of the baseline that has been done for waste energy and existing 
hydro. It is my sincere hope that we could work together to find 
a standard that is both workable and achievable and fair. 

I would also like to work with you and Chairman Waxman on 
the provisions dealing with autos. Included in this legislation I 
would like to see a doubling of the authorization of the Department 
of Energy’s section 136 Advanced Technologies Vehicle Manufac- 
turing Incentive Program. I would note that this country has been 
in and out of programs like this, like Murphy’s glass eye, and every 
new administration that comes along has changes which will give 
us better, they say, technology assistance to the auto-manufac- 
turing industry. But this has left us with a very unstable and unre- 
liable situation. The program that I refer to has proved wildly suc- 
cessful, and applications to date far outweigh current funding lev- 
els. And we are seeing how this kind of program will work and has 
worked in other countries like Japan, China and Korea, which are 
now exporting batteries to this country and other advanced tech- 
nology in the automobile industry. 

I would also propose dedicating 1 percent of the allowance values 
a direct funding source for section 136, and generally for retooling 
to help the domestic auto industry meet the higher fuel economy 
standard. In addition, I would like to see the inclusion of the so- 
called “cash for clunkers” bill. 

Mr. Chairman, I look forward to working with you and other 
members of this committee as we work towards compromise lan- 
guage between the Sutton bill and the Inslee bill. Any compromise 
must favor automobiles built in the United States and not exacer- 
bate the disadvantages our domestic auto industry already faces. It 
would indeed be curious if we were to spend money to stimulate 
the economy of the United States by supporting autos built in 
Japan, Korea or China. 

I also want to applaud Representative Doyle for his work on en- 
suring that the United States manufacturing is not placed at a 
competitive disadvantage as a result of this legislation. His leader- 
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ship has heen valuable, and, again, I commend him for it. I support 
your efforts also, Mr. Chairman, in this area and look forward to 
doing so. 

Finally, Mr. Chairman, as we move forward, I am committed to 
securing a dedicated fund for natural resource adaptation. As we 
heard in the testimony before the subcommittee at a hearing on 
adaption, the forest assessment report of the Intergovernmental 
Panel on Climate Change noted, and I quote, observational evi- 
dence from all continents and most oceans shows that many nat- 
ural systems are being affected by regional climate changes, par- 
ticularly temperature increases, closed quote. In that same report 
we are warned that in the lifetime of a child born today, 20 percent 
to 30 percent of the world’s plant and animal species will be on the 
brink of extinction if we don’t take action now. 

One of my great heroes, and a great conservationist, and the 
26th President of the United States, Theodore Roosevelt, taught us 
that conservation is a great moral issue, and that it is our duty as 
it ensures the safety and the continuance of the Nation and man- 
kind. 

Mr. Chairman, I look forward to hearing from the many wit- 
nesses over the next several days and working with you as we con- 
tinue to work to address climate change in a manner which pro- 
tects the environment and which must protect jobs and the econ- 
omy. I yield back the balance of my time. 

Mr. Markey. We thank the gentleman from Michigan very much. 

And we now turn and recognize the gentleman from Kentucky, 
Mr. Whitfield. 

Mr. Whitfield. Chairman Markey, thank you very much. And 
before I give my opening statement, I would like to ask unanimous 
consent that the statement of Mr. Radanovich of California be sub- 
mitted for the hearing record. 

Mr. Markey. Without objection, it will be included. 

[The prepared statement of Mr. Radanovich follows:] 
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statement 

By 

The Honorable 
George Radanovich 
Before the 
Committee on 
Energy and Commerce 


Mr. Chairrnan, thank you for calling these hearings on your draft climate change legislation, the 
American Climate and Energy Security Act. 

While I am certainly skeptical about carbon dioxide’s contribution to the warming or cooling of the 
Earth, I understand that this hearing is not Intended to investigate the science behind global 
warming but rather to examine the legislation that Chairman Waxman and Chairman Markey 
have drafted. 

I recognize that the Chair has been working very hard on this legislation; however I am concerned 
that we are holding this hearing slightly prematurely. I say this because in my opinion, the bill we 
are examining today is woefully incomplete. In fact, one of the most important elements of any 
cap and trade bill — language regarding allocations and auctions of carbon credits — is completely 
missing from ACES. I know that the EPA has run economic models on this legislation, but I am at 
a loss as to how those calculations were made without any mention of allocations and auctions In 
the bill text. I find myself absolutely unable to appropriately comment on the implications of a 
piece of legislation, particularly one of this magnitude, with such a gaping hole in the payment 
plan. 

Further, as it is apparent that Congress and this Administration are determined to do something 
to limit carbon dioxide emitting sources of energy, the absence of a nuclear energy title 
represents another gaping hole in this legislation. If Congress and the Administration are truly 
serious about reducing greenhouse gasses, nuclear energy has to be part of the plan. Let me be 
clear, nuclear energy cannot be an after thought or something to address down the road; nuclear 
energy must be one of the focal points of any climate change legislation. Yet, its absence in the 
bill before us today is noticeably conspicuous. 

One of the witnesses before the Committee today is Energy Secretary Chu, who last February 
made a statement regarding the future of CA agriculture. Dr. Chu cited a study that claimed 
global warming would destroy our natural water storage and claimed that up to 90 percent of the 
Sierra Nevada's snow pack could disappear. Specifically, Dr. Chu said, ‘We're looking at a 
scenario where there’s no more agriculture in California." 

What Dr. Chu probably didn't realize when he said that Is that he was half right — California 
agriculture is already going extinct. In fact, the reason it's going extinct is the real impetus behind 
this entire hearing — not global warming, but environmental alarmism — in form of the Endangered 
Species Act. In addition to ESA, the most extreme and immediate threat to California agriculture 
isn't global warming, it's a cap and trade bill that will cause electricity and prices to necessarily 
skyrocket, as President Obama has previously stated. 

Agriculture has absolutely no chance of surviving with $8 per gallon gas or electricity rates that 
have increased by 128 percent as some have predicted will happen under a cap and trade plan 
such as the Waxman-Markey bill. 

Another section of this bill focuses on the need for America to invest, or rather subsidize, a new 
“green" economy. However, a recent study of Spain's green job program revealed that over the 
past decade 2.2 regular jobs were lost for every 1 green job manufactured and subsidized by the 
Spanish government. Even worse, only 1 in 10 of the jobs actually created through green 
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investment is permanent. On top of this, the U.S. Energy Information Administration (EIA) has 
show that Spain’s annual emissions of carbon dioxide have increased by nearly 50 percent since 
the nation began its aggressive push for “green jobs.” 

Finally, and most importantly, my ultimate concern with this legislation is the cost to American 
families and businesses. I have seen numbers ranging from $1 ,300 to $3,1 OQ in potential cost to 
each American household. I don’t know many families in my district that could handle that type of 
a tax just for flipping on their light switch. This is especially concerning when we don't know 
where that money is going or what it Is going to be used for in the future. 

Mr. Chairman, again, thank you for calling this hearing and as you can tell, I, along with many of 
my colleagues have a lot of questions and concerns about this legislation and about imposing a 
national energy tax during one of the most serious recessions this country has ever known. 

Thank you and I yield back. 
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Mr. Markey. And any opening statements from any of the Mem- 
bers who cannot attend this session will be included by unanimous 
consent in the record. 

[The prepared statements of Ms. Eshoo, Ms. Capps, and Messrs. 
Blunt, Sullivan, and Gingrey follow:] 



29 


Statement of Representative Anna G. Eshoo 

The American Clean Energy and Security Act of 2009 
March 31“ Discussion Draft 
Full Committee on Energy and Commerce 
2123 Rayburn House Office Building 
April 22, 2009 


Thank you. Chairman Waxiiian for holding today’s hearing. We’ve come a long way since the 
first Full Energy and Commerce Committee hearing on climate change of the 1 10* Congress 
held January 15*. 

I’m very proud that you, and Chairman Markey, the Obama Administration, and the House 
Leadership are addressing the most pressing issues facing our nation head-on. You said on 
January 15* that the Energy and Commerce Committee would act swiftly and decisively to 
reduce global warming and end our dependence on foreign oil. Today is Earth Day, and just four 
months into the new Congress we’re discussing a comprehensive bill that will bring us closer to 
a sustainable and secure energy ftiture. 

This is a key juncture of the climate change debate in the U.S and internationally. Given the 
economic crises we face, some might say it would be easier to walk away from this tremendous 
challenge, but our constituents and the world community expect us to rise to meet it and do 
what’s necessary to create a clean energy foundation for generations to come. 

I’m pleased that Chairmen Waxman and Markey have crafted a bill that incorporates the best 
ideas and suggestions of the Members of the Energy and Commerce Committee including my 
bill, H.R. 1742. This legislation promotes the regional deployment of the infrastructure needed to 
support the widespread use of electric drive vehicles - facilitating the integration of smart grid 
equipment and making electric charging stations or battery exchange locations as common as gas 
stations. 

Passing a sensible and well-crafted American Clean Energy and Security Act may be one of the 
most important pieces of legislation in a generation and I’m eager to work with my colleagues on 
this effort. The consequences of “business as usual” are too great, and the price to the global 
enviromnent, economy, and human welfare are too large to delay action any longer. 


Thank you Chairmen Waxman and Markey, and the Administration officials with us today, for 
recognizing and acting on this principle. 



30 


Rep. Lois Capps 

Hearings on “The American Clean Energy and Security Act of 2009” 
AprU21,2009 

Thank you, Chairman Waxman and Chairman Markey, for holding this critically important series 
of hearings. 

Thank you also to our many esteemed witnesses for traveling here to testify. 

The American Clean Energy and Security Act of 2009 is groundbreaking legislation. It seeks to 
address the biggest environmental and energy challenge of our time. 

It tackles the energy crisis and climate change - two issues that seep into every facet of our daily 
lives, threatening the security of our country, our economic stability, and the health of our 
planet. 

For this bill to succeed and for us to successfully cap greenhouse gas emissions, we must 
implement a nationwide Renewable Electricity Standard and the Energy Efficiency Resource 
Standard. 

Investing in renewable energy resources and energy efficiency will create jobs, save consumers 
and businesses billions, bolster innovation, reduce our dependence on foreign energy sources, 
and cut greenhouse gas emissions. 

By implementing a national energy efficiency standard, California alone is projected to net 
almost 21,000 jobs by 2020. 

Clean Mtergy is the future. But we have to get it right. 

We need to maintain the provisions in this bill that protect the least among us, and ensure that 
those least responsible for the current crisis do not bear its burden. 

We need to remember that this is a global crisis. 

This legislation includes important language that provides assistance to vulnerable developing 
countries to help them adapt to climate change. 

We also have to stop deforestation. It is estimated that roughly 20% of greenhouse gas 
emissions are a consequence of deforestation. The solution is simple: Stop indiscriminately 
cutting down trees. And this bill provides countries with incentives to accomplish that. 

But despite our best efforts, the climate will change. And we need to be ready. 

This legislation must provide the resources necessary to ensure that the natural world can adapt - 
that our oceans, our water resources, and our wildlife are all protected. 



31 


And we need to make sure that the research and resources are in place to protect and promote the 
health of all the world’s citizens. 

Now is the time to rise up and seize the unprecedented opportunity before us. 

The legislation we pass will be the legacy we leave for our children and our grandchildren. To 
protect them, and all that come after us, we must pass a comprehensive energy and climate 
policy. 

I yield back. 
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BLUNT STATEMENT FOR E&C SUBCOMMITTEE ON ENERGY 
AND THE ENVIRONMENT 
April 21,2009 


Mr. Chairman, 

Thank you for holding this hearing on “The American Clean Energy and 
Security Act of 2009”. It will come as no surprise to you or others on this 
committee that I’m concerned about this legislation and hope that committee 
members have a chance to weigh the economic impact of a bill that severely 
limits energy production during a time of economic downturn. 

Every credible study I’ve seen tells me that a cap-and-trade program will 
increase the cost of energy and hurt businesses and consumers throughout 
Missouri and the United States. I doubt there’s ever a good time to burden 
American consumers with extra costs, but I believe that now is probably the 
worst time to implement an energy program that will pass the costs directly 
to the consumer every time we flip on a light switch, turn up the thermostat, 
fill up our gas tank or purchase an American-made product. This type of 
energy policy will be even more damaging to states like Missouri where 
almost 90 percent of electricity is coal generated and where consumers will 
pay even more than the average American under the proposed legislation. 
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And the damage this bill does to our economy doesn’t stop with this hidden 
tax hike. American manufacturers could be forced out of business, in part 
because of the unfair cost advantage this bill will give foreign companies. 
The National Association of Manufacturers recently estimated that under 
similar climate change legislation, Missouri alone would be threatened with 
23,000 to 76,000 job-losses. An MIT study found that under that same 
system, the average American family 's share of increased costs would be 
around $3,100 per year. 

The way in which emission allowances are allocated, whether by auction or 
giving out allowances for free, is a critical component of cap and trade 
legislation. The discussion draft of this legislation does not contain a 
decision on permit allocations versus auctions. Without these critical facts, 
how can any of my colleagues can possibly claim to know what this bill will 
cost in terms of jobs and consumer price hikes? I am concerned that this bill 
is not ready to be fully discussed. I also believe that three days of hearings 
on the discussion draft are not sufficient and more hearings should be held 
that fully explore additional issues, such as defining what constitutes an 
allowable carbon offset and the role of nuclear power in carbon reduction. 
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There is nothing wrong with ultimate goal of protecting our environment, but 
we must look at the real ramifications this bill will have on our already 
struggling economy. Our nation does, in fact, need a new energy policy, but 
we need one similar to the " all of the above strategy " I advocated for last 
year - more conservation, more domestic production and more reliance on 
alternative fuels. We also need to focus on developing new technologies and 
exporting those technologies as well as promoting conservation, encouraging 
investment in next generation technologies, and providing tax incentives for 
businesses and homeowners who improve their energy efficiency. Telling 
Americans that the choices are this or to do nothing is a falsehood and no way 
to create a sustainable and common-sense energy policy. 

I’m hopefiil that this subcommittee can find ways to work together to avoid 
imposing an increased burden on consumers and on the cost of doing business 
in these tough economic times. To that end, I look forward to working with the 
chairman, Mr. Upton the ranking Republican, as well as my colleagues in the 
full committee to achieve good policy in a bipartisan way. 
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April 21, 2009 

Opening Statement 
Congressman John Sullivan 

Legislative hearing on the American Clean Energy and Security Act of 2009 
House Energy and Commerce Committee 

Chairman Waxman, 

Thank you for calling this hearing today to examine the American Clean 
Energy and Security Act of 2009. 

Like all Americans, I want to work to ensure clean air, clean water and a 
healthy environment for today but also for future generations. We must 
be good stewards of our planet. Unfortunately, the incomplete discussion 
draft before us today will take our nation in the wrong direction. 

By holding a marathon legislative hearing on a discussion draft lacking 
key carbon cost provisions, I do not believe we can have an honest 
discussion on the scope and cost of this legislation without these critical 
issues being addressed before conducting a hearing on the bill. Without 
filling in these critical blanks, American families and business in every 
sector will be left in the dark on how much their energy bills will go up 
under the draft legislation. 

I feel that this discussion draft is a backdoor attempt to enact a national 
energy tax that will have a crushing impact on consumers, jobs and our 
economy- while doing little to protect the environment. Estimates vary 
but in its current form, it would increase American household utility 
bills by up to $3,100 per year. It does this by spending trillions of dollars 
to remove a small amount of carbon dioxide that is contained in our 
atmosphere, while placing the United States at a competitive 
disadvantage. The bill would place additional costs on Oklahoma oil 
and gas producers and refiners, American manufacturers of all sizes and 
will surrender our economic vitality to overseas competitors not subject 
to limits on greenhouse gas emissions. 
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Like most Americans, I support an’ all of the above’ energy plan that 
will promote the use of alternative fuels, encourage conservation and 
increase environmentally-safe production of American energy. 

I urge the committee to recognize that families and small businesses in 
Oklahoma and all across the United States already are struggling during 
this recession, and increasing their energy costs will only make matters 
worse. 

Again, I feel that this incomplete bill that takes our nation in the wrong 
direction by imposing a national energy tax and unreasonable rules and 
regulations on our nation’s energy sectors that will ultimately result in 
the closure of businesses, loss of American workforce to other countries 
and stifled American productivity. 


I yield back the balance of my time 
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U.S. Congressman Phil Gingrey 
Opening Statement 

Committee on Energy and Commerce 
“The American Clean Energy Security Act of 2009“ 

April 21, 2009 

Thank you, Mr. Chairman. 

Today, this committee undertakes a process 
that our Chairman and the Speaker hope will 
yield a bill to significantly limit carbon 
dioxide emissions in the United States. 

What each and every one of us must 
honestly and deliberately determine is at 
what cost — and to what benefit? 
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Differences in scientific perspectives aside, 
the underlying draft requires us to make 
very serious value judgments at a time of 
historic economic peril. We have to 
truthfiilly ask ourselves: is the danger of 
carbon dioxide so great that we have no 
choice but to saddle upon every American 
household potentially an additional $3,000 
per year in energy costs. 

Is this Congress prepared to make people 
choose between feeding their family or 
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lighting their house? Is this Congress 
prepared to make a senior citizen choose 
between life-saving medication or having 
heat in the winter? 

Mr. Chairman, I don’t believe that any 
member of this Committee or this Congress 
would ever want to imperil Americans with 
such decisions, but that could be effect of 
this legislation if it is enacted. 


3 
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Energy costs touch almost every aspect of 
our society and our economy. While decades 
of bad housing and financial sector policy 
was the foundation for the current economic 
downturn, one should not discount the role 
of staggering energy costs in exacerbating 
this crisis. 

Many of my friends on the other side of the 
aisle may bristle at the term “Cap and Tax,” 
but it is hard to ignore the reality that these 
increased costs in energy production will 
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have to come from somewhere — and that 


somewhere will be the pockets of 
consumers. Even if we were to institute 
some type of limited subsidy, the funding 
for these subsidies will likewise have to 
come from somewhere — and that 
somewhere will eventually be the pockets of 
taxpayers. These facts are inescapable. 

We are therefore faced with a value 
judgment. Though I believe each of us 
wants a cleaner environment to pass on to 



our children, grandchildren, and fixture 
generations, we have a similar obligation to 
pass on to them an economic future just as 
bright. And if we destroy our economy by 
crippling our citizens with regulation and 
energy taxes, America will not be able to be 
a global leader on anything — including 
environmental stewardship. 

As the Representative for the people of 
Northwest Georgia, I am extremely 
concerned about the impact that this 



proposal’s renewable energy standard will 
have on the Southeast. The Southeast is 
neither in the Wind Belt nor the Sun Belt, 
and this draft’s exclusion of nuclear energy 
and new hydropower sources will lead to 
additional significant increases in the cost of 
energy for Americans living in the 
Southeast. 

Mr. Chairman, while I always seek 
opportunities for bipartisan cooperation, I 
will not be able in good conscience to stand 
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behind any proposal that raises energy costs 
for every American and puts those I 
represent at a particular disadvantage. 

I urge all my colleagues to proceed 
cautiously and thoughtfully as we move 
forward on this proposal. I yield back. 
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Mr. Markey. If the Chair is recognized, we will put it back at 
5 minutes. 

The gentleman from Kentucky, Mr. Whitfield, is recognized for 
his opening statement. 

OPENING STATEMENT OF HON. ED WHITFIELD, A REPRESENT- 
ATIVE IN CONGRESS FROM THE COMMONWEALTH OF KEN- 
TUCKY 

Mr. Whitfield. Thank you very much. Chairman Markey. 

And I would like to say that while climate change may be one 
of the most urgent problems facing our country, the way that this 
bill affects our production of electricity and the production of the 
fuel we use for our transportation needs in America may very well 
dwarf the climate change problem. Now, why do I say that? I say 
that because it is essential, as we move forward to produce cleaner 
energy, that we balance the need of cleaner energy versus the need 
of protecting jobs in the U.S. and keeping the U.S. competitive in 
the global marketplace. 

Now, President Obama and others have said that the jobs cre- 
ated as this country moves into clean energy will far offset the jobs 
that we lose with our traditional energy sources. I have read a lot 
of studies, and there are some studies that say that that is actually 
the case. But you can find just as many studies that say the jobs 
created as we move into a greener economy will not offset the jobs 
of the traditional economy, and so I think we have to look very 
carefully at that as we move forward. 

I would also point out that recently we met with a group of Chi- 
nese, and they were very emphatic when they met with us. And 
they indicated that every 2 weeks they are bringing on a new coal- 
powered plant in China. And also the same type of activities taking 
place in India. And I might say that those coal plants in China and 
India frequently do not have scrubbers, they certainly don’t have 
carbon capture and sequestration, and those countries are utilizing 
coal because it still is the most economical way to produce elec- 
tricity. And they want to maintain low transportation costs, they 
want to maintain low electrical costs, they want to maintain low 
labor costs, because they want to be the most competitive country 
in the world. And if we move unilaterally to address some of these 
issues as is set out in this legislation, I think there is a real danger 
that we are going to be less competitive in the global marketplace. 

Renewables under this legislation, we want to produce 20 per- 
cent of our electricity by renewables by the year 2025. And I think 
Mr. Barton in his testimony showed very clearly that in States like 
Missouri, Kentucky, Tennessee, Alabama, Mississippi, Ohio, Flor- 
ida, Georgia, you simply cannot produce that much electricity by 
wind power and solar power. It simply cannot be done, and yet this 
legislation will provide a penalty for those utilities that are unable 
to do so. 

I would also point out that we know that we produce 51 percent 
of our electricity by coal, and in order to continue to do that, and 
also to help using coal around the world, that we have to perfect 
capture and storage technology. Recently I have had some con- 
versations with Dr. Curt Halice, who is one of the few people that 
I know that actually wrote and received a doctoral degree on car- 
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bon capture and sequestration. He has looked at this legislation, 
and he is also involved with a company that right now is featured 
in the New York Times on Saturday that they are contemplating 
building a $5 billion carbon capture and sequestration plant that 
will store carbon dioxide on the ocean floor. But when he made 
comments on this legislation, and I think this is very constructive 
comments that we should look at as we move forward — and I would 
also ask unanimous consent that I be able to submit for the record 
his comments on the carbon capture and sequestration part of this 
bill. So if there is no objection, I hope that that would be admitted. 

Mr. Markey. Without objection, it will be admitted. 

[The information was unavailable at the time of printing.] 

Mr. Whitfield. But one of the suggestions that he made, and 
this is the only one that I will talk about, and I think it is some- 
thing we should think about, was to reduce the bill’s floor for the 
amount of CO 2 that a plant emits before it can qualify for funding 
from this act. He suggests lowering it from 250,000 tons of CO 2 to 
100,000 tons of CO 2 . 

He also has some other, I think, very constructive recommenda- 
tions on the carbon capture part of this bill which will play a vital 
role if we are going to continue to utilize coal and be competitive 
in the global marketplace. 

So I want to commend the Chairman and the others who have 
worked on this bill, and we look forward to working with you as 
we move forward. 

Mr. Markey. We thank the gentleman very much. 

And now we turn and recognize the gentlelady from California, 
Ms. Harman. 

OPENING STATEMENT OF HON. JANE HARMAN, A REPRESENT- 
ATIVE IN CONGRESS FROM THE STATE OF CALIFORNIA 

Ms. Harman. Thank you, Mr. Chairman, and thank you for hold- 
ing what will be 24/7 hearings for the next few days. 

There are some young people in the audience that are wearing 
green shirts. Those shirts say “Power Shift 2009,” and their hard 
hats say, “Green Jobs.” Now, I just want to say, Mr. Chairman, 
that what we do here with this legislation is about you folks. It is 
about the kind of world you will inherit and the kind of jobs you 
will perform. We can get it right, or we can blow it. I am for getting 
it right. 

I would suggest that your legislation, Mr. Chairman, and Mr. 
Waxman’s legislation, is very thoughtful, has a few holes to fill in, 
but it is based on a sound foundation, and that foundation is the 
USCAP blueprint for legislative action. I know it was no accident 
that you had USCAP appear here as our first witness in this ses- 
sion of Congress to talk about climate change legislation. I would 
just like to read the list of its partnership members, or some of 
them: Alcoa, BP America, Caterpillar, the Chrysler Group, Duke 
Energy, the Environmental Defense Fund, General Electric, Nat- 
ural Resources Defense Council, The Nature Conservancy, Shell 
Oil, Siemens, Xerox. 

Now, this is not your average advocacy group, I would say. This 
is a, I assume, bipartisan, very bipartisan, and very unusual group 
of folks who probably had extremely different positions when they 
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formed the group, but have now been able to arrive at consensus 
principles. It is a sound foundation for the legislation, and it is a 
bipartisan foundation for the legislation. And I think the fact, as 
the Chairman emeritus said, that we are moving in the regular 
order speaks to the fact that this committee, with a great history, 
will build on a sound foundation and bipartisanship and produce 
a great bill. 

I would just like to point out two of its more brilliant provisions. 
One is section 211 that relates to outdoor lighting efficiency. Every- 
one should know that Congressman Upton and I introduced this as 
a stand-alone bill. It is based on the way we were able to achieve 
success with respect to indoor lighting, and it set tough standards 
over a series of years to increase lighting efficiency. 

That would be one of the brilliant provisions, and the other 
might be section 214, which is about cash for clunkers. It is a sys- 
tem of incentives to get Americans to replace their older, energy- 
wasting washing machines, refrigerators and other household ap- 
pliances, to trade them in so that they no longer consume excess 
energy and get replacements that are efficient. 

This is the kind of material in this very thoughtful bill. It will 
need, as I said, us to come together on some of the tough details, 
but it is built on a sound foundation. And I predict to you kids out 
there that we are going to do the right thing, and that you can feel 
that you were part of a very impressive project which the 111th 
Congress is about to undertake. 

Thank you very much, Mr. Chairman, and I yield back. 

Mr. Markey. We thank the gentlelady. 

The Chair recognizes the gentleman from Louisiana, Mr. Scalise. 

OPENING STATEMENT OF HON. STEVE SCALISE, A REPRE- 
SENTATIVE IN CONGRESS FROM THE STATE OF LOUISIANA 

Mr. Scalise. Thank you, Mr. Chairman. 

I appreciate the hearings you have scheduled this week; however, 
I am very concerned about how we plan to mark up this bill while 
the details of how the administration intends to issue exemptions 
versus auctioning permits off is not included in the draft of this 
bill. Similarly, we cannot know the true cost of this bill until the 
permit issue has been decided. 

While the debate on the causes of climate change are far from 
settled, as well as the cost of this bill, what has not been disputed 
is the fact that a cap-and-trade energy tax will cost this country 
millions of good jobs and will force the average American family to 
pay thousands of dollars in increased energy costs. This bill is ex- 
pected to raise over $640 billion in new taxes on energy. Even the 
Congressional Budget Office notes regardless of how the allowances 
were distributed, most of the cost of meeting a cap on CO 2 emis- 
sions would be borne by consumers who would face persistently 
higher prices for products such as electricity and gasoline. 

The President has acknowledged that his plan will lead to higher 
electricity prices when he stated, quote, under my plan of a cap- 
and-trade system, electricity rates would necessarily skyrocket, un- 
quote. According to the President’s Budget Director Peter Orszag, 
the average annual household cost increase would be about $1,300 
a year for a 15 percent cut in CO 2 emissions, which is 80 percent 
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less than the cut sought in the President’s proposed budget. In fact, 
Peter Orszag testified last year before Congress that price in- 
creases borne by consumers are essential to the success of their 
cap-and-trade energy program. 

Rather than a national energy tax, we need a comprehensive na- 
tional energy policy that takes an “all of the above” strategy. We 
need to encourage conservation, we need to pursue an increase in 
technologies and renewable sources of energy like wind and solar, 
but we also need to explore our own natural resources like oil, nat- 
ural gas and even clean-coal technologies; but we also need to 
make nuclear power part of a renewable energy portfolio standard, 
because clearly nuclear power is a reliable and successful and effi- 
cient source of energy that most of Europe is using, and it emits 
no carbon. This bill doesn’t include nuclear in part of that strategy. 

This cap-and-trade energy tax will send millions of our energy- 
intensive manufacturing jobs overseas to countries like China and 
India. According to the National Association of Manufacturers, an 
estimated 3 to 4 million net American jobs will be lost under cap- 
and-trade energy tax. Some estimates on job losses go even higher, 
well over 7 million jobs that would be lost in our American econ- 
omy. Surely at a time when we need to be creating jobs, this bill 
goes in the opposite direction. 

Moving into a cap-and-trade tax system would place the United 
States’ economy at a distinct competitive disadvantage because it 
would place additional costs on American manufacturers and cede 
market share to overseas competitors that are not subject to the 
limits on greenhouse gas emissions. What this bill will do is redis- 
tribute wealth from American families and consumers to special in- 
terests. As we speak, deals are being cut right now with special- 
interest groups to grant them free allowances in exchange for their 
support on this legislation. 

Is that really the change in the way of doing business that so 
many Americans were promised? That is why so many of the de- 
tails of this cap-and-trade bill are not yet available to us on the 
committee, as well as to the public, and so there is a clear lack of 
transparency in this legislation in part because of the deals that 
are currently being cut, with those details that are conveniently 
left out. 

Furthermore, government-run cap-and-trade systems smother in- 
novation since companies are artificially constrained in their eco- 
nomic activities, and this will dampen the incentive to create new 
products and services. 

For those who are concerned about reducing carbon emissions, 
this cap-and-trade energy tax will ironically increase the worldwide 
carbon emissions, because many of the millions of American jobs 
that will be shipped overseas due to a cap-and-trade energy tax 
will be, in fact, sent to countries who do not follow the environ- 
mental standards that are in place here in America. So while those 
jobs will be shipped overseas, and we will lose that economic oppor- 
tunity here in our country, the countries that don’t participate in 
cap and trade, like China, India and others, actually emit more 
carbon in the way that they produce the same goods. 

Again, I appreciate the opportunity to discuss this issue in a 
broad context this week; however, without the details on some of 
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the most significant portions of the bill, this committee is doing a 
disservice to the American people by purporting to have a hearing 
on a bill that is incomplete. 

Thank you, and I yield back. 

Mr. Markey. The gentleman’s time has expired. The Chair recog- 
nizes the gentleman from Washington State, Mr. Inslee. 

OPENING STATEMENT OF HON. JAY INSLEE, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF WASHINGTON 

Mr. Inslee. Thank you. 

It is Earth Day tomorrow, but I want to point out this is not just 
a green bill one way, it is a green bill two ways. It is not just about 
decreasing pollution, it is about increasing jobs. And with this bill 
we are on the launching pad for the single most ambitious, the sin- 
gle most promising job-creation program since the launch of the 
Apollo project under the leadership of John F. Kennedy. 

And I think we ought to approach this with three basic American 
attributes, the first being confidence. And I just want to share 
some reasons why I am confident that we will fulfill America’s des- 
tiny of being the clean energy arsenal to the world. 

Last week I was at home for a couple of weeks, and I just want 
to share some of the people that I talked to in one week. I talked 
to the people at the SAFIRE energy company which just announced 
yesterday that they intend to have an algae-based biodiesel 
biofuels, zero CO 2 emission, up and running by 2011 at twice the 
levels that they originally predicted, using only sunlight and salt 
water and no feedstock. 

I talked to the A123 Battery Company that is ready to manufac- 
ture a lithium-ion domestically produced battery to drive Amer- 
ican-produced electric cars. We ought to have confidence we are not 
going to allow China to dominate the world economy in electric cars 
and lithium-ion batteries. This bill is going to make sure that that 
industry stays here. 

I talked to the Infinia Company in the Tri-Cities, Washington, 
which has a sterling solar-powered engine, which is now selling 
well in Spain and we want to start selling well here, and this bill 
will make sure that that happens. 

I talked to the Ramgen Company. A lot of people have talked to 
coal — about the need to sequester coal CO 2 . We have a technology 
at the Ramgen Company that leads the world in the ability to com- 
press CO 2 so we can bury it permanently and create jobs in this 
country. 

I talked to the AltaRock Company, which is one of the world’s 
leading companies to do engineered geothermal, which we can do 
perhaps in 50 percent of the United States. 

The list goes on and on and on. But what these Americans need 
is a policy jump-start so that these jobs get created in America, and 
fundamentally this is what this bill does. So we ought to have con- 
fidence. 

Second, we ought to act as a union, recognizing the very dis- 
parate nature of our country, and that is I am very pleased to be 
working with Mike Doyle, to have — and I appreciate Chairman 
Waxman and Mr. Markey’s including our provision that will pre- 
vent job leakage and not give an advantage to our international 
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competitors by, in fact, giving some free permits to domestic high- 
energy-intensive industry. It is the right thing to do, and it is our 
answer to the international situation. 

But further, I want to mention one thing that I hope we will ad- 
dress as we go forward in the bill. To truly act as a union, we have 
to unify the electrical grid system of the United States. If you look 
at the map that Mr. Gordon put up about the disparate access to 
very renewable sources, we have to have a grid system that is fit- 
ting for this century. And I hope that we will find a solution to site 
these grid systems and finance these grid systems. It is both nec- 
essary and possible to do so. Can you imagine what the Interstate 
Freeway System would look like if we just did it county by county? 
We need to have a backstop so that Uncle Sam can help out local 
communities site these systems. 

The third thing we need to do in this bill is be smart, and I want 
to mention a couple of things in that regard. The smartest thing 
we can do is to learn from the lessons of Europe. Europe essentially 
used a cap-and-trade system that we invented here to deal with 
sulfur dioxide. It has been extremely successful in our American 
experience. We have tamed sulfur dioxide at probably half the cost 
that was originally anticipated. I believe there is a possibility to do 
the same with carbon dioxide. 

But there are some lessons from Europe. I just want to mention 
one of them. When they started the cap-and-trade system in Eu- 
rope, they gave away all the permits. And the reason they did that 
is it created less controversy to simply give away the permits. And 
it was a spectacular disaster when they did that because it ended 
up consumers bore the cost, rather than utilities, of the cost of this 
program, and there were scandals galore in Europe about that. And 
they did not achieve in the first 3 years of their program what they 
wanted because they gave away the permits and did not create an 
incentive to go to low-carbon fuels. 

We ought to be like the guy who putts second. You always follow 
the putt of the guy who went first. And we ought to learn from the 
lessons of Europe and have a more reasonable disposition of these 
permits. And when we do that — I want to make one important 
point here — this is going to be the largest recycling program in 
American history because a huge amount of these dollars are going 
to be recycled right back to the American consumers to help with 
their utility bills. You can make sure we are going to grow jobs, 
help consumers and get this job done. Thank you. 

Mr. Markey. We thank the gentleman. 

The gentleman’s time is expired. The Chair recognizes the gen- 
tleman from Pennsylvania, Mr. Pitts. 

OPENING STATEMENT OF HON. JOSEPH R. PITTS, A REP- 
RESENTATIVE IN CONGRESS FROM THE COMMONWEALTH 

OF PENNSYLVANIA 

Mr. Pitts. Thank you, Mr. Chairman. Thank you for holding this 
hearing. 

Like all of us, I believe we should work to decrease the amount 
of greenhouse gas emissions in our atmosphere and be good stew- 
ards of this Earth and its resources. However, I don’t see how these 
3 days of marathon hearings will shed light on how the discussion 
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draft of the Cap and Trade Act proposes to actually decrease green- 
house gas emissions and not cause devastating harm to our econ- 
omy. The discussion draft is incomplete. The most important provi- 
sion regarding the allocation of allowances has yet to be decided or 
even written. Because of this, CBO said they cannot score the bill. 
And industries, and thus consumers, cannot truly define how the 
bill would impact them. How then can we have legislative hearings 
and engage in fruitful dialogue and debate about a bill that is in- 
complete? 

Even though the most critical portion of the bill is not included, 
we can talk about the numerous ways in which this bill will inevi- 
tably increase energy costs and negatively impact working families 
across America. The last major cap-and-trade provision considered 
in Congress was the Warner-Lieberman Climate Security Act. As 
far as decreasing greenhouse emissions, according to the Institute 
for Energy Research, Warner-Lieberman would have only reduced 
global temperatures by 18/lOOths of 1 degree by 2050. As far as 
economic impact, according to the Heritage Foundation, in the first 
20 years alone, the ramifications of that bill would have resulted 
in aggregate real GDP losses of nearly $5 trillion. In the first 20 
years, it would have destroyed 900,000 jobs and caused nearly 3 
million job losses in the manufacturing sector by 2029, many jobs 
driven overseas. In my State of Pennsylvania, it was projected that 
over 94,000 jobs would have been lost in the manufacturing sector 
by 2030. 

Yet the Waxman-Markey draft is far more sweeping than War- 
ner-Lieberman, and thus economic consequences will be even 
worse. The bill imposes a tax on every energy producer for their 
carbon emissions. This tax will most certainly be passed on to con- 
sumers. President Obama acknowledged this in a meeting with the 
editorial board of the San Francisco Chronicle in January of 2008 
when he said, quote, under my plan of a cap-and-trade system, 
electricity rates would necessarily skyrocket. That will cost money. 
They will pass that money on to the consumers, end quote. 

In Pennsylvania, 56 percent of energy demand that relies on coal, 
with the advent of a harsh energy tax that discriminates against 
coal-powered electric utilities, hard-working families will have to 
devote a larger proportion of their income to increasing energy 
prices. 

Every American realizes that we are in a time of economic trou- 
ble, so we must ask the question, is it prudent to pass a cap-and- 
trade bill which will increase the cost of energy and conceivably 
cause 3.75 million job losses? Is it prudent to pass legislation that 
will make matters even worse by levying a new national energy tax 
that could cost families over $3,100 per year per family? 

Mr. Chairman, we need to carefully consider the negative impact 
that a cap-and-trade bill will have upon our economy. I do not be- 
lieve it is in the best interest of American families to pass a bill 
that will make their way of life harder and more challenging by job 
losses and higher energy costs. 

In addition, despite the harmful economic consequences, the bill 
is even short-sighted in what it considers alternative and renew- 
able energy. Nuclear energy, a prime source of clean energy, is en- 
tirely excluded from this bill, as is waste energy, which has been 
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successfully used in my district for decades to produce energy from 
municipal solid waste. Therefore, Mr. Chairman, I hope that these 
hearings will be substantive, clarify several aspects of the discus- 
sion draft that are puzzling at best and harmful to the consumers 
at worst. I look forward to hearing from our witnesses over the 
next 3 days, and I yield back. 

[The prepared statement of Mr. Pitts follows:] 
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Thank you Mr. Chairman, for holding this hearing. 

Mr. Chairman, like all of us, I believe we should work to decrease the 
amount of greenhouse gas emissions in our atmosphere and we should be 
good stewards of this earth and its resources. 

However, I don’t see how these three days of marathon hearings will shed 
light on how the discussion draft of the cap and trade bill proposes to 
actually decrease greenhouse gas emissions and not cause devastating harm 
to our economy. 

The discussion draft is incomplete — ^the most important provision regarding 
the allocation of allowances has yet to be decided or even written. Because 
of this, CBO said they cannot score the bill. And industries, and thus 
consumers, cannot truly define how the bill would impact them. 

How, then, can we have legislative hearings and engage in fiTiitful dialogue 
and debate about a bill that is incomplete? 

Even though the most critical portion of the bill is not included, we can talk 
about the numerous ways in which this bill will inevitably increase energy 
costs and negatively impact working families across America. 

The last major cap and trade provision considered in Congress was the 
Wamer-Lieberman Climate Security Act. 
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As far as decreasing greenhouse gas emissions, according to the Institute for 
Energy Research, Wamer-Lieberman would have only reduced global 
temperatures by eighteen one hundredths of one degree by 2050. 

As far as economic impact, according to the Heritage Foundation, in the first 
20 years alone, the ramifications of that bill would have resulted in 
aggregate real GDP losses of nearly $5 trillion. 

In the first 20 years, it would have destroyed 900,000 jobs, and caused 
nearly 3 million job losses in the manufacturing sector by 2029 — with many 
jobs driven overseas. 

In my state of Pennsylvania, it was projected that over 94,000 jobs would 
have been lost in the manufacturing sector by 2030. 

Yet, the Waxman-Markey draft is far more sweeping than Wamer- 
Lieberman and thus economic consequences will be even worse. 

The bill imposes a tax on every energy producer for their carbon 
emissions — ^this tax will most certainly be passed on to consumers. 

President Obama acknowledged this in a meeting with the editorial board of 
the San Francisco Chronicle in January 2008. He said, “Under my plan of a 
cap and trade system electricity rates would necessarily skyrocket . . . that 
will cost money. They will pass that money on to consumers ...” 

In Pennsylvania, 56% of energy demand relies on coal. With the advent of a 
harsh energy tax that discriminates against coal-powered electric utilities, 
hard working families will have to devote a larger proportion of their income 
to increasing energy prices. 

Every American realizes that we’re in a time of economic trouble. So, we 
must ask the question, is it prudent to pass a cap and trade bill which will 
increase the cost of energy and conceivably cause 3.75 million in job losses? 

Is it pmdent to pass legislation that will make matters even worse by levying 
a new national energy tax that could cost families over $3,100 per year per 
family? 
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Mr. Chairman, we need to carefully consider the negative impact a cap and 
trade bill will have upon our economy. I do not believe it is in the best 
interest of American families to pass a bill that will make their way of life 
harder and more challenging by lost jobs and higher energy costs. 

In addition, despite the harmful economic consequences, the bill is even 
short-sighted in what it considers alternative and renewable energy. Nuclear 
energy, a prime source of clean energy, is entirely excluded from this bill, as 
is waste-to-energy, which has been used successfiilly in my district for 
decades to produce energy from municipal solid waste. 

Therefore, Mr. Chairman, I hope that these hearings will be substantive and 
clarify several aspects of the discussion draft that are puzzling at best and 
harmful to consumers at worst. 

I look forward to hearing from our witnesses over the next three days. 

I yield back. 
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Mr. Markey. I thank the gentleman. 

The Chair recognizes the gentlelady from Wisconsin, Ms. Bald- 
win. 

OPENING STATEMENT OF HON. TAMMY BALDWIN, A REPRE- 
SENTATIVE IN CONGRESS FROM THE STATE OF WISCONSIN 

Ms. Baldwin. Thank you, Mr. Chairman. And thank you for all 
of your leadership in bringing us to this moment. We have an op- 
portunity before us to address climate change in a real and mean- 
ingful way. 

Our greenhouse gas emissions have put our global environment, 
social structure and security at risk, and if we fail to act boldly, 
comprehensively and decisively, the impact will reverberate during 
the later decades of this new century with the loss of human lives, 
declines in health, species extinction, destruction of ecosystem and 
increase of social conflict. 

Among the challenges that we face is that we are asking current 
generations to conserve and live a lower carbon lifestyle in order 
to improve the lives and well-being of future generations, genera- 
tions yet to come. I often remind folks, especially my colleagues, 
that the future doesn’t have a voice or a lobbyist. Our great, great, 
great grandchildren don’t have a voice or a lobbyist. The present 
has plenty of lobbyists. Those of us who are here on Earth today 
have a voice. We know that it is up to us. We know the science, 
we know the consequences of inaction and we must act on behalf 
of both those who are here today and those who will inherit this 
Earth in generations to come. 

Now, if we are truly to be successful in our effort, it is necessary 
for our energy legislation to address climate change while spurring 
innovation, creating jobs and containing costs. The bill we have be- 
fore us begins to set us down such a path. It is not perfect, but 
with four key components of this legislation — increases in renew- 
able energy requirements, higher energy efficiency standards, a 
cap-and-trade program to address emissions and assistance incen- 
tives for transitioning to a low-carbon economy — our opportunities 
for success are achievable. 

I cannot overstate, our Nation’s security, our planet’s sustain- 
ability and our children’s future hang in the balance, and the world 
is watching our every step. They are looking to us, with the largest 
economy, most talented innovators and the richest resources, to 
bring leadership and commitment to Copenhagen and beyond. We 
absolutely cannot show up empty handed. 

I look forward to hearing from the experts who will address us 
in the panels throughout this week and to working with my col- 
leagues to ensure that we craft a bill that meets all of our diverse 
needs regionally, our challenges and our opportunities. 

Like my colleague, Mr. Inslee, I also had the chance to tour cut- 
ting-edge businesses in Wisconsin over the spring recess, who are 
doing incredible innovative things with regard to energy efficiency 
and renewable electrical and liquid fuel production. I had a chance 
to go to Orion, who is manufacturing a solar light pipe technology 
that can eliminate factory floors electricity free. I visited Johnson 
Controls that is focusing on building efficiency and lithium ion bat- 
teries for plug-in hybrids and fully electric vehicles of the future. 
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I had a chance to visit We Energies and their carbon capture dem- 
onstration project and a chance to tour a wind farm in my State 
and to see a farm with a manure digester generating enough elec- 
tricity for 600 homes in the area. 

As I toured these innovative businesses throughout the State of 
Wisconsin, what I took from that is that we can do this. Folks are 
doing it right now. Many are already leading the way. The goals 
that we have to confront the challenge of climate change are within 
our reach, and we must lead at this moment. 

Thank you, Mr. Chairman. I yield back my remaining time. 

Mr. Markey. The gentlelady’s time has expired. 

The Chair recognizes the gentleman from Pennsylvania, Mr. 
Murphy. 

OPENING STATEMENT OF HON. TIM MURPHY, A REPRESENTA- 
TIVE IN CONGRESS FROM THE COMMONWEALTH OF PENN- 
SYLVANIA 

Mr. Murphy of Pennsylvania. Thank you, Mr. Chairman. I re- 
member as a young boy one day hearing my parents talk about this 
thing called Sputnik that was launched into space and they were 
worried, as were many Americans, that somehow the Russians 
were beating us at something that — what we thought was a back- 
wards sort of country, the Soviet Union that really didn’t have 
much science at all. 

But it did spark an incredible change in America. In our schools, 
it emphasized science. And our universities, they really began to 
look more beyond just our streets and into our skies. 

And then came this incredible challenge by the President of the 
United States that said. Within 10 years we will put a man on the 
moon safely and bring him home. And indeed we did that because 
over a 10-year time span, our Nation came together to meet the 
challenge of its generation to do that. 

Well, now, we have a new challenge for our generation and that 
has to do with energy. Now, I am not a climatologist or a physicist, 
and I am not here to argue about any of the things that people do 
discuss with regard to climate change and its causes and what that 
might be. But I have a background in health, and I am concerned 
that where we should find common ground is that we do want a 
clean planet with clean air and clean water and clean soil. And we 
can get there if we pull together to do that; the question is how. 
And the question is, can we do this in a way that boosts our econ- 
omy and not hurts it, that creates jobs in America and not sends 
them overseas and really and truly works in a way that American 
families find opportunity and not the loss of more jobs. 

To that end I think we have three things we should do: 

One, we need to explore. We need to find domestic energy 
sources and make sure we clean them up and not just continue 
business as usual. As it is, nothing should sicken us more than 
when we find that we are sending hundreds of billions of dollars 
overseas and, in essence, funding both sides in the war on terror 
when we see other countries use that money from oil to buy bombs 
or create them and use them against our soldiers, and to fund ter- 
rorism. That is unacceptable to all of us. 
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What we need to do is find ways of using our domestic resources, 
as abundant as they are, of coal, of natural gas, of oil, but clean 
it up so we are not polluting this planet and leaving it dirtier than 
when we came. 

The second thing we have to do is conservation. Many of my col- 
leagues and I have companies in our districts that are coming into 
their own now as they find many ways to conserve energy. We will 
recognize that homes and farms and factories and offices perhaps 
use only about 40 to 50 percent of the energy effectively, but they 
pay for 100 percent. And — it is unacceptable for our economy that 
we waste so much, and we have to work on ways of conserving that 
with every conceivable thing from manufacturing to transportation 
to education. 

The third thing, however, we have to do is innovation. The Apollo 
Project of our generation is energy, and we need the idea, the 
science, the research and the funding to get there. We need to have 
a sense of awe, and wonder what we can do; and we need to be 
dealing with. Is this the truth? We cannot afford to have commer- 
cials sniping each other with people pretending there is no such 
thing as clean coal. I suppose the Wright brothers faced the same 
sort of challenge and other people said there is no such thing. 

If there is any country in this world that can clean it up, we can 
do it. My friends, that is Nobel prize stuff to find someone who will 
find a lump of coal and find a way of getting all of the energy out 
of it, not 40 percent, and do it without pollution. We ought to be 
funding that. 

We do so many other things with innovation, but where I must 
say I have agreement with many parts of this legislation before us, 
I hope the door is still open to do some other things that deal with 
innovation. I am deeply concerned that what this bill will do with 
cap and trade is not really stop pollution, because it merely sells 
pollution credits and does not reinvest in cleaning up our coal 
plants and, I believe, will actually send many, many jobs to China, 
to Brazil and to India. 

We have to gather together and find ways that we can use our 
abundant resources in effective ways. We can do that. But it also 
means we have to put that money back into these things and not 
siphon it off and send it off to the Federal Government to use for 
other sources. 

It is going to take a lot of work here; and I hope, as we proceed 
in this, we remember the awe and wonder in which we were — 
many of us were inspired back in the 1960s, and instead of sniping 
at each other with regard to political gain, we gather together. Be- 
cause the end is something we have to agree on: energy independ- 
ence and a clean planet, with a good future for our children and 
their children. 

I yield back. 

Mr. Markey. I thank the gentleman. 

The Chair recognizes the gentleman from Arkansas, Mr. Ross. 

OPENING STATEMENT OF HON. MIKE ROSS, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF ARKANSAS 

Mr. Ross. Thank you, Mr. Chairman, for holding today’s hearing. 
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Let me begin by stating that, like all of you, I am concerned 
about climate change, and I believe that we must develop a com- 
prehensive plan to reduce greenhouse gas emissions and invest in 
alternative and renewable fuels like wind and solar, cellulosic eth- 
anol, biodiesel, biofuels, as well as nuclear power and clean coal. 

As the leader of the Free World, I also believe we must lead by 
example. However, we must embrace a commonsense approach to 
imposing regulations that will help to improve our environment 
while still maintaining jobs and strengthening our Nation’s econ- 
omy here at home in America. 

In order to do this, we must ensure that we do not allow our 
laws to get ahead of our technology, but that when the appropriate 
technology becomes available, we demand that industry use it. 

In addition, I think we must be very careful in enacting climate 
legislation to ensure that we do not enact a policy that will simply 
result in shipping our jobs and our carbon dioxide emissions over- 
seas, which would do nothing for Planet Earth. I recognize that few 
things get done without U.S. leadership and action, but our action 
must include compelling other countries to join us. The reality is 
that between now and 2040, 97 percent of all new carbon emissions 
will not be produced in North America or Europe, but in places like 
China, India and the Middle East. We must do all we can to ensure 
that the rest of the world works with us towards a goal of improv- 
ing our environment and reducing carbon dioxide emissions. We 
are not trying to fix a problem in the United States of America; we 
are trying to address a problem that affects the entire planet. 

I believe that the draft we will be discussing this week is a sig- 
nificant step in the right direction. Or maybe a better word would 
be to say “correct” direction. Eor example, I was pleased to see that 
the draft addressed and embraces carbon capture and sequestra- 
tion. In my own State of Arkansas, there are massive deposits of 
lignite coal, over 9 billion tons to be exact. However, there must be 
a serious investment in carbon capture and other new carbon tech- 
nologies in order for lignite to realize its full potential. 

The bottom line is that, you know, if you didn’t like $4 gasoline 
last summer, you are really not going to like your electric bill 
sometime between now and 2030. We are going to have an elec- 
tricity crisis sometime in this country, and I say we could do it all. 
We need to do more nuclear. We need to continue to find ways to 
clean coal up. We need to do all those things in the science lab 
today. We need to find ways to move them to the marketplace. A 
few of them, to me, sound a little goofy, but if we can make them 
work, we should embrace them. The sooner we can do that, the 
fewer dollars we will be sending overseas and the more of those 
dollars we can keep at home, make our energy here at home and 
put people back to work. 

While I believe that the draft is a good first step, there are a 
number of concerns I have. I am deeply concerned that the more 
traditional renewable resources — wind, solar, geothermal — do not 
exist in places like Arkansas in sufficient amounts to satisfy a Eed- 
eral renewable electricity mandate, especially an aggressive one. 
This draft needs to expand its definition to include biomass to a 
much larger degree than what it does today. 



60 


I represent a very rural and poor district. As a result, any in- 
crease in electric rates due to a renewable electricity standard will 
fall disproportionately on consumers in my district. And I want to 
ensure that this does not happen. 

I hope to work with the chairman to ensure this legislation will 
not create a burden, much higher electricity bills for consumers 
and business, and to ensure that all of our available natural re- 
sources like biomass are included to the fullest extent possible in 
that definition. 

I also believe that our Nation’s farmers and agriculture commu- 
nity can play an important role in the fight against climate change 
by growing our fuels and restoring carbon in their fields. I am 
hopeful that we can work to make that possible in this legislation. 

I also believe that we must ensure that energy-intensive indus- 
tries like the refining industry are still able to supply our Nation 
as we transition to more renewable forms of energy. This U.S. In- 
dustry must remain viable, and I hope to work with the committee 
to ensure that. 

Finally, I believe that the draft provides a strong framework to 
protect natural resources, but I want to ensure that there is signifi- 
cant funding to protect our Nation’s wildlife and natural resources 
as well as the low-income consumers who could be disproportion- 
ately affected by this legislation. 

With that, Mr. Chairman, I realize I am out of time, and I thank 
you for the opportunity. 

Mr. Markey. I thank the gentleman very much. 

The Chair recognizes the gentleman from Florida, Mr. Stearns. 

OPENING STATEMENT OF HON. CLIFF STEARNS, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF FLORIDA 

Mr. Stearns. Thank you, Mr. Chairman. 

I think that what concerns us on this side, Mr. Chairman, is that 
this economy is obviously struggling in the worst economic crisis in 
over 70 years. The majority, I think, should move very carefully 
here and not hastily move the bill or craft an incomplete emissions 
mitigation plan that lacks any procedure for distributing the alloca- 
tions in a very precise manner. 

Since 1997, Europe has engaged in a similar-style cap-and-trade 
system that certainly should serve as an example of how such a 
hastily crafted system can be manipulated. Their cap-and-trade- 
system as been plagued with industry closures, price spikes and 
windfall profits. European governments and industries, in an at- 
tempt to head off a negative economic impact of cap and trade, 
freely handed out emission allowances that resulted in an emission 
permit market that constantly fluctuated. With the price of carbon 
up and down by an average of 17.5 percent per month, with daily 
price shifts as great as 70 percent, European companies have been 
left to simply guess at how much their environmental compliance 
costs might be every month. Meanwhile, European consumers have 
suffered as the rates for energy have increased, with homeowners 
in Germany paying 25 percent more for electricity now than they 
did before the implementation of the cap and trade. 

The intellectual architects of this U.S. cap-and-trade plan ac- 
knowledge higher energy prices would result from an emission cap 



61 


here as well. In fact, they rely on it. This will force manufacturers 
and small businesses to absorb the cost of higher energy prices, 
which they will do by raising prices, cutting costs by laying off em- 
ployees or, of course, being forced to close. This is what we don’t 
want in this economic situation. 

Now, the National Association of Manufacturers estimates that 
a cap-and-trade plan will cost up to 4 million jobs. The Heritage 
Foundation also estimates the loss of up to 5.5 million jobs. The 
Charles River Associates estimates job losses as high as 7 million. 
The consensus seems to be that a cap-and-trade plan will cost mil- 
lions of U.S. jobs. 

Besides instituting a bureaucratic cap-and-trade plan, the major- 
ity draft here also mandates that 25 percent of U.S. electricity gen- 
eration come from a limited list of renewable sources by 2025. Be- 
cause my State of Florida and the Southeast have limited avail- 
ability of solar, land-filled gas and virtually no wind power, electric 
consumers in our region would be forced to pay through their elec- 
tric bills for renewable energy credits, if available; or for alter- 
native compliance payments essentially amounting to a tax on elec- 
tricity used by businesses and other consumers. This will drive up 
energy costs and hurt economic growth with no guarantee that the 
money collected would actually be invested in generation and effi- 
ciency projects in their State. 

If Congress were to enact a 25 percent renewable electricity 
standard, as proposed in this bill, it would cost my State over $10 
billion between now and 2030. 

Renewable energy programs should be based on consumer de- 
mand, regional differences and appropriate incentives, not on unre- 
alistic Federal mandates that selectively penalize electricity con- 
sumers in certain regions of our country. Ultimately, it should be 
States, not the Federal Government, that should be responsible for 
the design and implementation of renewable energy directives af- 
fecting electricity consumers in their areas. 

The fact remains that despite political favoritism and billions in 
subsidies, wind power still only accounts for 1 percent of U.S. net 
electricity generation, and solar power accounts for just 100th of 1 
percent. Any meaningful effort to achieve long-term, sustainable re- 
duction in global greenhouse gas emissions will depend on the de- 
velopment and deployment of new energy technologies, including 
advanced clean coal technologies and carbon capture and seques- 
tration. The rapid development and demonstration and widespread 
deployment of such technologies are of paramount importance in 
any reasoned and effective effort to address climate change con- 
cerns. 

The expansion of nuclear power production in the United States 
must also be part of this plan to address carbon dioxide reduction, 
yet nuclear power is only mentioned twice in the entire 648-page 
bill. 

So, Mr. Chairman, I think this bill requires amendments, and I 
look forward to the markup. Thank you. 

Mr. Markey. We thank the gentleman. 

The Chair recognizes the gentleman from North Carolina, Mr. 
Butterfield. 
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OPENING STATEMENT OF HON. G.K. BUTTERFIELD, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF NORTH 

CAROLINA 

Mr. Butterfield. Thank you very much, Mr. Chairman, for con- 
vening this important hearing this week. I know that you told us 
at the beginning of the session this would be a long, robust debate; 
and I thank you very much for getting it started. 

You know, I have been listening very carefully to my friends on 
the other side of the aisle this afternoon to see if there is any sup- 
port for the notion that the science is unsettled in this area. I have 
not heard that today and that is very pleasing to hear that. The 
science is indeed clear, the planet is warming, sea level is rising, 
so I don’t see how we can deny that human beings are indeed con- 
tributing to this warming. To continue to debate the science, if that 
is going to happen this week and next week, does a disservice to 
this enormous issue. 

So we must lead the way on climate change. We simply cannot 
wait, and I thank you, Mr. Chairman, for at least getting it started. 
I know it would be nice to wait on developing countries; I have 
heard that argument made and that is not wise. We must lead the 
way. We cannot wait until the recession ends. I don’t know when 
that is going to be, but we must begin this debate this week; and 
so I am ready to engage in this process. 

But, Mr. Chairman, having said that, I have some deep and seri- 
ous concern about some aspects of the bill, and I want to associate 
myself with some of the comments made by Bart Gordon earlier in 
this hearing this afternoon. I also want to thank Mike Ross from 
Arkansas for his comments, as well as those of Mr. Stearns, my 
friend from Florida. 

The RES, the renewable electricity standards, I am very con- 
cerned about that mandate on some of our States, particularly my 
home State of North Carolina. We cannot achieve, Mr. Chairman, 
a 25 percent mandate by 2025. Not only is it impractical, it is im- 
possible. 

But there are ways that we can address my concerns and the 
concerns of others. We can reduce the RES mandate to 15 percent, 
for example, or some other number by the year 2025, or we can au- 
thorize a greater mix of renewable sources. We can certainly look 
at including nuclear power in the mix; I am not opposed to that. 
We can look at the possibility of maximizing the use of biomass; 
I am not opposed to that, as well. 

Also, I would not rule out, Mr. Chairman, a conversation about 
allowing special consideration for those States in the condition of 
my State. There are several States in the Southeast who are simi- 
larly situated, and I think there could be some language put in the 
bill that would allow some special consideration. 

Also, Mr. Chairman, I am particularly concerned that the eco- 
nomic impact will be devastating on low-income families in Amer- 
ica. Low-income families simply cannot absorb the increase in con- 
sumer prices that are sure to come. We must make sure that we 
devise a way to offset the increased prices. We can do that. We can 
do it in a variety of ways that we should discuss and debate, and 
I have some proposals that will be offered at the appropriate time. 
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Finally, Mr. Chairman, I encourage us to move deliberately on 
this important legislation, and as Ms. Harman said earlier, to get 
it right. If we fail to get it right, the result will be very painful to 
many American families. 

Thank you. I yield back. 

Mr. Markey. The gentleman’s time has expired. 

The Chair recognizes the gentleman from Iowa, Mr. Braley. 

The Chair recognizes the gentleman from Georgia, Mr. Barrow. 

I am sorry. The gentleman from Iowa is here. I think we should 
stay in regular order. My apologies to the gentleman from Georgia. 
We will recognize the gentleman from Iowa for his opening state- 
ment. 


OPENING STATEMENT OF HON. BRUCE L. BRALEY, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF IOWA 

Mr. Braley. Thank you, Mr. Chairman, for your extraordinary 
leadership on this important legislation. And I want to join Con- 
gresswoman Harman in welcoming all the young people that are 
here today because we are really here to talk about a blueprint for 
an energy revolution that is going to affect you the rest of your 
lives. And for somebody my age — I am not going to be around as 
long as you are to see the impact that this bill is going to have, 
not just on your lives, but on the future of this planet; and that 
is why the work we are doing here is so significant. 

Mr. Chairman, I want to thank you for your efforts on the Amer- 
ican Clean Energy and Security Act. We all know addressing cli- 
mate change and energy independence are two of the greatest chal- 
lenges facing this country. It has taken a lot of work and consensus 
to try to come up with language that balances the need of people 
with businesses, but this discussion draft is a great start, and I am 
pleased that you have brought so many people to the table from di- 
verse industries and interest groups to put together this legislation. 

This year I was proud to form the Populist Caucus, the only cau- 
cus in Congress devoted solely to addressing middle-class economic 
issues. I can take this bill back to caucus members and tell them 
there are provisions here that will help working class Americans. 

I am extremely encouraged by several provisions included in this 
draft to appropriate green jobs, and I think that your presence here 
today confirms that. This bill should be seen as an opportunity to 
put in place a green industry in the United States and take advan- 
tage of a world-class education system to make sure we have ade- 
quately trained workers for careers in renewable energy, energy ef- 
ficiency, climate change mitigation; and the grant program that is 
a part of this bill will be a good step toward accomplishing those 
goals. 

Tomorrow, President Obama will be in Newton, Iowa, where I 
got my first drivers license at the age of 16, to discuss the impor- 
tance of this legislation to economic revitalization. For over 100 
years, Newton was the world headquarters of Maytag Corporation, 
a leader in home appliances, making washers and dryers. When 
Maytag shut down, the Newton facility, some of my high school 
classmates, lost their jobs. Now that facility is putting lowans to 
work building wind turbine components to meet the growing de- 
mand for wind energy in Iowa, the United States and the world. 
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These are the kinds of job opportunities that make a renewable 
energy investment pay off for America. This is no silver bullet, but 
I am proud that Iowa is now second in the Nation in wind genera- 
tion; an Iowa success story is further evidence that investment in 
renewable energy is working. Iowa is currently home to six wind 
manufacturing companies, representing thousands of green collar 
jobs and an investment of nearly a quarter of a billion dollars in 
our State’s economy. Recently, Iowa surpassed California and now 
has the installed capacity over 2,700 megawatts this amount of 
wind generation will provide about 18 percent of Iowa’s total elec- 
tricity needs. 

We can all benefit from investments in wind energy and other re- 
newables through newly created jobs, cheaper energy, cleaner skies 
and a reduced dependence on foreign oil. 

One of the things I would like to see as a part of this bill is an 
allowance allocation for renewable energy deployment. I have been 
working with many renewable energy groups to discuss a subsidy 
matrix that takes into account distributed generation versus cen- 
tralized generation and matured technologies versus emerging 
technologies. I hope we will soon have some language that the com- 
mittee can consider as a part of the base language, and I believe 
this type of approach will bring new technologies to the market 
faster and ensure that effective technologies have resources they 
need to expand. 

I also think it would be helpful to have an expansion of the tem- 
porary program for the rapid deployment of renewable energy and 
electric transmission projects. The program modeled after the De- 
partment of Energy’s loan guarantee program is designed to speed 
commercial adoption and use of advanced renewable energy tech- 
nologies by providing low-interest, government-backed loans to 
companies investing in the implementation of technologies, includ- 
ing advanced biofuels technologies. The stimulus program expires 
on September 30, 2011. 

I am also glad there is language in place that will help low- and 
middle-income Americans lower their energy costs, like money for 
weatherization of homes. And I am also hopeful there will be addi- 
tional protections for working-class Americans as part of this legis- 
lation. I want to make sure that some kind of mechanism is in 
place to provide rebates to middle- and low-income Americans to 
help balance their energy costs. Including additional projects in 
LIHEAP money would also be welcomed. 

I am glad there is a requirement to report and set forth a unified 
and comprehensive strategy to address the key legal and regulatory 
barriers for the commercial-scale deployment of carbon capture and 
sequestration. According to the legislation that we are considering, 
the EPA is to write regulations for certifying, maintaining and 
trading offsets. I am hopeful they would see the benefits that farm- 
ers can provide in reducing carbon emissions and include these 
things such as methane digesters and no-till farming. 

The Energy Revolution has begun. We need your help to make 
it a reality. And I yield the balance of my time. 

[The prepared statement of Mr. Braley follows:] 
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April 21, 2009 

Congressman Bruce Bralev Opening Statement 
Hearing on “the American Clean Energy and Security Act” 

Thank you Chairman Markey. 

I commend you for your efforts on the American Clean Energy 
and Security Act. Addressing climate change and energy 
independence are two of the greatest challenges facing us. I know it’s 
taken a lot of work and consensus to try to come up with language 
that balances the needs of people and businesses, but the discussion 
draft is a great start. I am pleased that you have brought so many 
people to the table from diverse industries and interest groups to put 
together this legislation. 

This year I was proud to form the Populist Caucus, the only 
caucus in Congress devoted solely towards addressing middle class 
economic issues. I can take this bill back to caucus members and tell 
them that there are provisions in here that will help working class 
Americans. 
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I am encouraged by several provisions included within this draft 
to promote green jobs. This bill should be seen as an opportunity to 
put in place a green industry within the United States. We should take 
advantage of our world-class education system to make sure we 
have adequately trained workers for careers in renewable energy, 
energy efficiency, and climate change mitigation, and the grant 
program that is a part of this bill will be a good step towards 
accomplishing these goals. 

Tomorrow, President Obama will be in Newton, Iowa — ^where I 
got my first driver’s license when I was 16 — to discuss the importance 
of this legislation to economic revitalization. For over 100 years, 
Newton was the world headquarters of Maytag Corporation, a world 
leader in home appliances like washers and dryers. When Maytag 
shut down its Newton facility, some of my high school classmates lost 
their jobs. Now that facility is putting lowans to work building wind 
turbine components to meet the growing demands for wind energy in 
Iowa, the US, and the world. 

There is no technology silver bullet, but I am proud that Iowa is 


now second in the nation in wind generation. Iowa’s success story is 
further evidence that investment in renewable energy is working. 
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Iowa is home to six wind manufacturing companies representing 
thousands of green collar jobs and an investment of nearly a quarter 
of a billion dollars in our state. Iowa surpassed California and now 
has the installed capacity of over 2,700 MW. This amount of wind 
generation will provide about 18% of Iowa's total electricity needs. 

We can all benefit from investments in wind energy and other 
renewables through newly created jobs and industries, cheaper 
energy, cleaner skies, and a reduced dependence on foreign oil. 

One of the things I would like to see as a part of this bill is an 
allowance allocation for renewable energy deployment. I have been 
working with different renewable energy groups to discuss a subsidy 
matrix that takes into account distributed generation vs. centralized 
generation and mature technologies vs. emerging technologies. I 
hope that we’ll soon have some language that the Committee will 
consider as part of the base language. I believe that this type of 
approach will bring new technologies to the market faster and ensure 
that effective technologies have the resources they need to expand. 

I also think it would be helpful to have an expansion of the 
Temporary Program for the Rapid Deployment of Renewable Energy 
and Electric Transmission Projects. The program, modeled after the 
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Department of Energy’s Loan Guarantee Program, is designed to 
speed commercial adoption and use of advanced renewable energy 
technologies by providing low interest, government-backed loans to 
companies investing in implementation of the technologies, including 
advanced biofuels technologies. The stimulus program expires on 
September 30, 2011. 

I’m glad there’s language in place that will help low- and 
middle-income Americans lower their energy costs like money for 
weatherization of houses. I’m also hopeful there will be additional 
protections for working-class Americans as a part of this legislation. I 
want to ensure that there is some kind of mechanism in place to 
provide rebates to low- and middle-income Americans to help 
balance their energy costs. Additional protections, such as Low 
Income Energy Assistance Program (LIHEAP) money, would also be 
welcomed. 

It is also encouraging that energy-intensive, trade-exposed 
industries are given special consideration under this legislation. The 
last thing any of us want to happen is for energy-intensive industries 
to move oversees to avoid regulations implemented as a part of this 
bill. The provisions for these industries will provide better safeguards 
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for keeping manufacturing jobs in the United States and will ultimately 
result in lower carbon emissions, as opposed to these factories going 
to places where they receive little incentive to reduce their 
greenhouse gas emissions. 

I’m also glad there is a requirement for a report to set forth a 
unified and comprehensive strategy to address the key legal and 
regulatory barriers for the commercial-scale deployment of carbon 
capture and sequestration. The reality is that we use a lot of coal that 
isn’t easily replaceable, especially over the short-term, and carbon 
capture and sequestration needs to be looked at to see the potential 
for reducing the amount of carbon that goes into the air. 

According to this legislation, the Environmental Protection 
Agency (EPA) is to write regulations for certifying, maintaining, and 
trading offsets. I hope they’ll see the benefits that farmers can provide 
in reducing carbon emissions and include things such as methane 
digesters and no-till farming in this list. 

The energy revolution has begun. We need your help to make 
it a reality. 
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Mr. Markey. We thank the gentleman. The Chair recognizes the 
gentlelady from Tennessee, Mrs. Blackburn. 

OPENING STATEMENT OF HON. MARSHA BLACKBURN, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF TEN- 
NESSEE 

Mrs. Blackburn. Thank you, Mr. Chairman. 

Last week the EPA positioned itself to regulate carbon dioxide 
emissions under the Clean Air Act without congressional consent. 
We are then faced with a choice. We can acquiesce to bad regula- 
tion that will have certain and disastrous impacts on our economy, 
or we can legislate an even more harmful system. It is as though, 
when faced with a gun to our head. Congress is going to take it 
and shoot ourselves in the chest. 

For the record, I would remind the committee of my bill, H.R. 
391, which will prohibit the EPA from taking action under the 
Clean Air Act and allow Congress the time we need to craft intel- 
ligent legislation. My bill would also save farms who, under the 
EPA’s proposed regulations, would face steep levies on livestock. 

Laying aside my skepticism of the underlying science that led us 
to this bill, I would like to address some of my concerns on the leg- 
islation itself There are at least two provisions that we know will 
be detrimental to the economy at a very bad time. 

First are the renewable electricity standards imposed by the bill. 
Currently 3 percent of our electricity is generated by renewable en- 
ergy. The chairman’s bill calls for 25 percent by 2025 to meet these 
standards. Under current electricity usage levels it would require 
20,000 megawatts of renewable energy to come on line each year 
until 2025. That is 20,000 megawatts a year. 

I would remind my colleagues that only 10,000 megawatts’ worth 
of renewable electricity came on line last year. The Energy Infor- 
mation Administration estimates that only 8,000 additional 
megawatts will come on line over the next 4 years, and that is in 
total. This makes the renewable energy requirements in this bill 
unrealistic, and that is under current usage rates. 

This bill aims to increase electricity usage without accommo- 
dating the increased usage in the standard for renewable genera- 
tion. They also happen to be exceedingly expensive. We are sad- 
dling our States and our energy consumers with unrealistic de- 
mands at prohibitively high prices. 

Secondly, while there are large blanks in the chairman’s bill 
when it comes to the mechanics of a cap-and-trade proposal, few 
in this room doubt that we are actually talking about a cap-and- 
tax system. Electricity rates are going to rise and Washington is 
going to pocket the profits. 

I take no comfort from any assurance I hear from my colleagues 
across the aisle or down the street that energy consumers will be 
compensated in some way. We must be plain, and we must be hon- 
est when we discuss this system. It will pull thousands more out 
of the family budget each and every year. There is simply no way 
around it, and we are wrong to try and sugarcoat it. 

Mr. Chairman, I wonder if the committee will give as yet unfore- 
seen compounding effects of this bill due consideration. We know 
that the renewable energy standard will increase electricity costs; 
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there are ample case studies to prove it. We also know that the 
cap-and-trade system will drive up electricity costs. The President 
himself has told us the prices will — and I am quoting him — “nec- 
essarily skyrocket,” for consumers. What we don’t know, what we 
must know before this bill becomes law, is what the compounding 
effect of an expensive renewable energy standard and an expensive 
cap-and-trade system will be to the family budget. As my col- 
leagues and I work on this legislation, that is what I am going to 
be paying the closest attention to. 

Thank you, Mr. Chairman. I yield back. 

[The prepared statement of Ms. Blackburn follows:] 
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Statement of Rep. Marsha Blackburn 
April 21, 2009 

Mr. Chairman, last week the EPA jtositioned itself to regulate carbon dioxide emissions 
under the Clean Air Act, with or without Congressional consent. We are then, faced with 
a choice, we can acquiesce to bad regulation that will have certain and disastrous impacts 
on our economy or we can legislate an even more harmful system. It is as though, when 
faced with a gun to our heads. Congress is opting to shoot ourselves in the chest." 

"For the record, I would remind the Committee of my bill, H.R. 391 . which would 
prohibit the EPA from taking action under the Clean Air Act and allow Congress the time 
we need to craft intelligent legislation. My bill would also save small farms, who imder 
the EPA’s proposed regulations would face steep levies on livestock.” 

"Laying aside my skepticism of the underlying science that led us to this bill, I would like 
to address some of my concerns over the legislation itself. There are at least two 
provisions that we know will be detrimental to the economy at the worst possible 
moment." 

"First, are the renewable electricity standards imposed by this bill. Currently, 3% of our 
electricity is generated by renewable energy. The Chairman’s bill calls for 25% by 
2025. To meet that standard under current electricity usage levels would require 20,000 
megawatts of renewable energy to come online each year until 2025." 

"I would remind my colleagues that only 10,000 megawatts worth of renewable 
electricity came online last year. The Energy Information Administration estimates that 
only 8,000 additional megawatts will come online over the next four years." 

"This makes the renewable energy requirements in this bill entirely unrealistic, and that is 
under current usage rates. This bill also aims to increase electricity usage without 
accommodating that increased usage in the standard for renewable generation. The 
proposed standards also happen to be exceedingly expensive. We are saddling our states 
and our energy consumers with unrealistic demands at prohibitively high prices." 

"Secondly, while there are large holes in the Chairman’s bill when it comes to the 
mechanics of a Cap and Trade proposal, few in this room doubt that we are actually 
talking about a Cap and Tax system. Electricity rates are going to rise and Washington is 
going to pocket the profits. I take no comfort from any assurance I hear from my 
colleagues across the aisle or down the street that energy consumers will be compensated 
in any way." 

"We must be plain, and we must be honest when we discuss this system. It will pull 
thousands more out of the family budget every year. There is simply no way around it 
and we are wrong to try and sugar-coat it." 
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"Mr. Chairman, I wonder if the committee will give the as yet unaddressed compounding 
effects of this bill due consideration. We know that the renewable energy standard will 
increase electricity costs. We also know that the Cap and Trade system will drive up 
electricity costs. The President himself has told us that prices will “necessarily 
skyrocket” for consumers." 

"What we don’t know- what we must know before this bill becomes law- is what the 
compounding effect of an expensive renewable energy standard and an expensive Cap 
and Trade system will be to the family budget." 

"As my colleagues and I work on this bill, that is what 1 am going to be paying the most 
attention to." 
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Mr. Markey. We thank the gentlelady. 

The Chair recognizes once again the gentleman from Georgia, 
Mr. Barrow. 

Mr. Barrow. I thank the chairman. And I want to thank you for 
holding this marathon series of hearings this week. 

Mr. Chairman, if I were to adopt the mood of my colleague. 
Brother Murphy over here, and go back to what I learned as a 
child, I would have to recall learning about the wonders, the mir- 
acle of the carbon cycle, the idea that what plants emit as poison 
to them is food to us, and what we emit as poison to us and is food 
to them just struck me as such a miracle of evolution. But I have 
to acknowledge that the Almighty had a carbon sequestration plan 
of his own in mind in order to be able to create the conditions in 
which this balance could exist, and we busted the Almighty’s car- 
bon sequestration plan all to hell with our own activities. 

So climate change is real, our role in it is real, and I want to sup- 
port the work of the committee in trying to do something about it. 
I have to say, though, this bill has potential for far-reaching im- 
pacts in our economy, both good and bad, and we are going to have 
to be very, very precise about how we craft the programs that are 
contained in this legislation. 

There are big gaps that remain in the language. It seems that 
we have an awful lot of work yet to do. 

I look forward to a productive week of hearings. And I look for- 
ward to working with my chairman and my colleagues to craft 
what I hope will be a reasonable bill. 

With that, I yield the balance of my time. 

Mr. Markey. We thank the gentleman. 

The Chair recognizes the gentleman from Texas, Mr. Gonzalez. 

OPENING STATEMENT OF HON. CHARLES A. GONZALEZ, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS 

Mr. Gonzalez. Thank you very much, Mr. Chairman. And I will 
commend, of course, your fine work and that of the chairman of the 
full committee bringing us this far and this quickly. And we will 
be moving with great dispatch in the next couple of weeks. 

I will make some very general statements first and then be spe- 
cific as to one issue of great consequence, I think. First, I would 
hope that all of us will recognize the different challenges that face 
the different regions of this country. While we all must represent 
our distinct districts we need to understand that we are all not 
similarly situated. I do not have to live in Salt Lake City or Boston 
or Los Angeles to understand that their situation there may be dif- 
ferent than those of the citizens in San Antonio, Texas. 

I would like to be specific when it comes to automobiles. We have 
over 200 million vehicles in the United States, which are respon- 
sible for approximately 20 percent of greenhouse gas emissions. We 
will start with a system with greater efficiency of the internal com- 
bustion engines with emphasis on hybrid technology, with eventual 
conversion to battery-based powered vehicles. The question is, how 
long will this conversion take. 

What we do know is that traditional transportation fuels will be 
required during this transition period. To determine the amounts 
needed during this transitional phase, we must establish first the 
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number of vehicles in use today using hydrocarbon-based fuels and 
the duration of their expected use, because we know just recently 
what we used to think in terms of what would be the replacement 
rate of vehicles in the United States has been reduced drastically. 

And, secondly, the characteristics of replacement vehicles: Will it 
be hybrids and what type of hybrids, battery operated, hydrogen 
cell, alternative fuel powered and so on? And the technological fea- 
sibility of placing a sufficient and affordable number of these vehi- 
cles in the marketplace, I believe that the inevitable conclusion is 
that the United States will require an increase in the domestic pro- 
duction in refining capacity of traditional carbon-based fuels. This 
does not mean that we will abandon our clean air objectives, but 
rather adopt a transitional approach that allows us to achieve our 
goals in a realistic fashion. Should we ignore what will be required 
during this conversion period, we will find that we have created a 
situation that exposes us to greater dependence on foreign sources 
of transportation fuels with the attendant costs to our Nation’s 
economy and security. 

In closing, while a cost-benefit analysis will not be ignored, we 
need to understand that increased costs and the required change 
in consumption behavior by our citizens in this country will not 
represent insurmountable obstacles to the passage of a meaningful 
energy reform legislation. 

Thank you very much. And I yield back, Mr. Chairman. 

Mr. Markey. We thank the gentleman. 

The Chair recognizes the gentleman from Louisiana, Mr. Melan- 
con. 

OPENING STATEMENT OF HON. CHARLIE MELANCON, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF LOU- 
ISIANA 

Mr. Melancon. Thank you, Mr. Chairman. I am finally getting 
used to being the second Louisiana guy. I appreciate the oppor- 
tunity to do an opening statement. 

And thank you, Mr. Waxman, for your work on this legislation. 

We are now considering the most important energy legislation of 
our generation. This bill and the final version of this bill will shape 
our environment, our energy consumption, our independence and 
our economy. These issues deserve thoughtful consideration and 
diligent debate. 

Before we can discuss the specific provisions of this bill and their 
merit, we must acknowledge the science of climate. Some choose to 
debate whether the cause of climate change is man-made or a re- 
sult of natural cycles. 

To be frank, the cause does not matter. We have all seen the im- 
pact of change in climate on our land and our oceans. Droughts 
damage our crops, while rising water levels threaten to erode our 
shores. My home, Louisiana, has the tragic distinction of bearing 
witness to increased hurricane strength, a result of the warming of 
waters in the Gulf of Mexico. 

Energy policy has been at the forefront of American politics for 
decades. The shortages of the 1970s, the manipulation in the 1990s 
and the technology shifts of today all reflect our Nation’s depend- 
ence and growing demand for energy. 
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I believe that any responsible energy legislation should consider 
the broad spectrum of energy sources that are available today. Just 
as American innovation can create new sources of energy, it can 
take our existing resources and adapt them to a low-carbon envi- 
ronment. 

America has been blessed with rich deposits of energy that have 
driven our economy for decades and through many wars. As we 
strive for energy independence, we should focus on reducing foreign 
imports first, allowing domestic production to continue and be the 
bridge our economy needs to flourish. Technologies may eventually 
exist that replace fossil fuels, but even under the most optimistic 
of projections, those technologies are decades away for large-scale 
commercial viability. 

As this country makes the transition to renewable fuels and elec- 
tricity generation, we must be open to all energy solutions. Climate 
change legislation offers the promise of millions of green jobs, but 
those jobs will not materialize overnight, and to avoid the loss of 
even more jobs, we must be deliberate and considerate in the poli- 
cies we draft. American innovation has the capacity to make us 
world leaders in the export of new energy technologies, and those 
future firms and construction opportunities mean good, decent-pay- 
ing jobs for Americans. 

However, let us not forget the contribution existing companies 
have made to that same goal. The oil and gas service companies 
in my district have provided gainful employment to millions of men 
and women for generations. These are jobs that require skill and 
good work ethic, and they pay livable wages in return. The loss of 
those jobs would cripple the economy of Louisiana and many other 
blue collar and oil jobs in energy-producing States across the coun- 
try. 

I commend you. Chairman Markey, and Chairman Waxman, for 
your diligence on these issues. I would also like to express my ap- 
preciation for the dedication to regular order, allowing input from 
all the members of both full and subcommittee. The staff has also 
shown tremendous commitments to this legislation and have pro- 
duced a solid working document, and I thank them also. 

I look forward to working with this committee now and into the 
future on energy policy that will be good for this country. 

I yield back the remainder of my time. 

Mr. Markey. We thank the gentleman very much. 

And we now turn and recognize the gentleman from Utah, Mr. 
Matheson. 

OPENING STATEMENT OF HON. JIM MATHESON, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF UTAH 

Mr. Matheson. Thank you, Mr. Chairman. 

I have a number of concerns I want to raise. I think I partici- 
pated in close to 2 V 2 years of hearings on climate change before 
this subcommittee. We have a 648-page draft that we are looking 
at right now. This is a huge piece of legislation, this is an excep- 
tionally complicated issue, and I am concerned of moving so quickly 
that when we go to markup next week, we may not get it right. 
And I just want to make sure that we are deliberate in how we go 
about this. 
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The draft has, as many members have pointed out, significant 
holes right now in terms of how we will address the issue of allow- 
ances. So I just want to express that concern. 

Second, major or landmark legislation that has been passed 
through this Congress historically in terms of environmental issues 
has often had a bipartisan component. I believe good policy on this 
subject should be bipartisan. I implore all members on this com- 
mittee, on both sides of the aisle, to step up to the plate on this 
issue. It is a serious issue and everybody ought to get engaged. 

Third, the idea, if your goal is to reduce carbon emissions and 
you talk about cap and trade, one of the things that people like 
about cap and trade is, it provides a certainty about how the emis- 
sions will be reduced year to year and allows the marketplace to 
decide the most efficient way to go about doing that. But then we 
have other sections in this bill where Congress starts to dictate 
how we are going to reach these emission reductions. 

Now, we ought to have a discussion in this committee about if 
and when that is appropriate. We have got a renewable electricity 
standard here. We have got renewable fuel standards. We have 
talked about an energy-efficient standard. Those are all good dis- 
cussions to have. But in the context of the cap and trade where 
people want to let the marketplace decide how to achieve emission 
reductions, how far should Congress go in stovepiping down into 
specific issues, as well, and mandating what happens? 

Next issue: I want to talk about targets that were established in 
this bill. It is my understanding that this draft uses the high end 
of the targets, the most aggressive end of the targets — the USCAP 
developed for its year-by-year targets for emissions. 

When USCAP testified before this committee, I asked, how did 
they arrive at these targets, what was the justification, what was 
the economic modeling. I haven’t gotten an answer on that. That 
is one of the most significant aspects of any climate change bill, 
and this committee needs to have a discussion about that; and I 
hope we do that in these legislative hearings, because we haven’t 
done it yet. 

Number five: I have expressed many times in hearings about this 
concern of what I call a potential regional income transfer. There 
are many ways that this can happen. It can happen through the 
way our allowance system is structured. It can happen through a 
renewable electricity standard. It can happen even — through per- 
haps even the efficiency standard. But there are a lot of ways that 
that could happen. And I think from a substantive and, quite 
frankly, a political standpoint, that is a really important issue for 
this committee to understand better than it has so far. 

Allowances: It has been mentioned many times we have got to 
figure out what we are doing with that. It is silent right now. We 
don’t even have a bill that says how it is going to be addressed, 
and yet we are looking to mark up next week. 

RPS: Twenty-eight States in the district have an RPS already. I 
question whether there ought to be a Federal standard, and we 
shouldn’t set up a policy to encourage the rest of the States to do 
this. If there is a standard, if the goal here is really to have lower 
carbon emissions, then should we care how we produce the elec- 
tricity if the kilowatt hour doesn’t produce carbon? 
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So why are we picking just one set of technologies? Shouldn’t we 
include nuclear? Shouldn’t we include zero-emission coal as the 
Utah voluntary RPS does right now? 

Next issue: Energy efficiency. That is a good thing. And the en- 
ergy efficiency resource standard which calls for 15 percent effi- 
ciency by 2020 and 10 percent for natural gas by 2020, that is a 
good thing to have; but I am concerned that we are piling on when 
we are already looking at the renewable electricity standard. 

I also think that decoupling for electricity has to be on the table. 

Next issue: Transmission. There is nothing real for transmission 
in this draft. People are talking about going to 25 percent renew- 
able electricity generation in this country. If we don’t deal with our 
transmission issue, you can’t do it. So we have got to get serious 
about transmission. 

Offsets: I am pleased with the Offsets Integrity Board provision, 
but I think we are being unfair to businesses by trying to discount 
offsets. If the offsets are real, then a turning of five offsets for full 
reduction credits doesn’t make sense to me. This should be a one- 
to-one ratio and it should also include the western climate initia- 
tive offsets. 

Next issue: International offsets. This should not link up with 
the CDM. Witnesses have testified before this committee that the 
international program has had major problems. Language should 
be tightened to preclude international offsets are not of equivalent 
quality to U.S. offsets. 

Next issue: Fuels. This committee wasn’t involved in writing the 
RES that went through Congress. It wasn’t run by this committee, 
and its feedstock mandates don’t make any sense. Our corn ethanol 
policy is a failure, and we ought to address that issue as well. 

Two more issues, Mr. Chairman; I will be real quick as my time 
is running out. 

CAFE: I think we have to have some harmony between where 
Federal and State policy is on this. I am concerned about getting 
the checkerboard pattern of how this policy is set in this country. 

Last issue: Where do revenues go? The President suggested reve- 
nues from auction of offsets should go to pay for the middle-class 
tax cuts. I think that is bad policy. I think that any revenues that 
come out of this policy need to be plowed back into the climate 
change set of issues; and this whole discussion about costs to rate 
payers, until you identify where the money goes from the auction 
of some allowances — and I am not for 100 percent auction, by the 
way — but until you figure out where those revenues go, any discus- 
sion about cost to consumers is a moot point because we are not 
talking about where the money is going to come from to help miti- 
gate those cost components. So let us address that issue as well. 

That was 14 quick issues, Mr. Chairman. Thank you for your pa- 
tience and letting me go over time. 

Mr. Markey. Let me thank the gentleman. You have crammed 
more into a 5-minute statement than — it was like Olympic-level 
issue identification. 

The Chair recognizes the gentlelady from the Virgin Islands, Ms. 
Christensen. 
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OPENING STATEMENT OF HON. DONNA M. CHRISTENSEN, A 
REPRESENTATIVE IN CONGRESS FROM THE VIRGIN ISLANDS 

Mrs. Christensen. Thank you. And thank you, Chairmen Wax- 
man and Markey, for your commitment and leadership on this im- 
portant issue. It is an honor for me to he on this committee at such 
a historic time, because the work that we do in this committee in 
this Congress will determine the future of our country for genera- 
tions. 

I also want to take the opportunity to thank the President for his 
commitment to also reducing our dependence on foreign oil and en- 
suring a better quality of life for everyone in this country and, in- 
deed, the world because, as we will discuss in one of the hearings, 
this effort to provide clean air, reduce the process of climate change 
and mitigate the impact of global warming has to be one of inter- 
national collaboration. 

We are on the cusp of creating a whole new green economy, a 
green revolution through increased adoption of renewable energy, 
a green revolution that is reminiscent of the Industrial Revolution 
of the 18th and 19th centuries. My colleagues and I on the Energy 
and Environmental Task Force of the Congressional Black Caucus 
have written to both of you, and I want to reiterate here, as move 
we forward, we ensure that the needs of minority and underserved 
communities, who are not a part and do not benefit in the Indus- 
trial, be fully included in this one. 

As we support science-based legislation to reduce domestic green- 
house gas emissions to at least 80 percent below 1990 levels by 
2050, we want to see included a serious attempt to address the 
education, training and employment of workers who live in inner- 
city urban, rural and island communities. We want to see a career 
pipeline created for low- and middle-income communities that will 
not only lead to the much touted green jobs, but the entrepre- 
neurial opportunities in distressed communities, and for edu- 
cational opportunities at the vocational schools, community col- 
leges, universities that serve rural communities, that serve our ter- 
ritories and racial and ethnic minorities. 

We also look for an adequate transition for those who work in 
high-emitting industries to meaningful work in the emerging low- 
carbon economy. 

As a representative of an island community and as a representa- 
tive of the other territories of the United States, it is clear that de- 
spite our minimal contribution to greenhouse gas emissions, we 
stand to be severely impacted by global warming, and so reducing 
it is vital to our interests and survival. From the loss of coral reefs, 
to the rise of sea levels, to the spread of tropical diseases, my col- 
leagues and I are requesting that the special needs of our offshore 
areas be looked at carefully as we prepare this landmark legisla- 
tion. 

The CBC task force has also asked that steps be taken to ensure 
that the cost of this new energy is not prohibitive but affordable 
to all. It is important to note that energy costs in the island terri- 
tories that are part of the U.S. family are already among the high- 
est in the Nation. At present, provisions that would address afford- 
ability are not yet completely written. 
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So I look forward to being involved in that process and to work- 
ing with you, Chairman Waxman and Chairman Markey, and my 
other colleagues to examine and discuss the other issues, especially 
finalizing the details of cap and trade. I look forward to passing 
comprehensive energy legislation that creates a robust economy, 
that meets the energy needs of today and also the energy needs 
and environmental needs of people and our planet for generations 
to come. 

And I thank you for the opportunity to make an opening state- 
ment. 

Mr. Markey. We thank the gentlelady. 

The Chair recognizes the gentlemen from Pennsylvania, Mr. 
Doyle. 

OPENING STATEMENT OF HON. MICHAEL F. DOYLE, A REP- 
RESENTATIVE IN CONGRESS FROM THE COMMONWEALTH 

OF PENNSYLVANIA 

Mr. Doyle. Thank you, Mr. Chairman. 

Mr. Chairman, I rise today with a lot of hope that these hearings 
will serve as a big first step towards eventually passing a com- 
prehensive climate bill through our committee, so that it can con- 
tinue on to the House and Senate floors and eventually make it to 
the President’s desk for his signature. I applaud your decision to 
use regular order, and I hope that the members of this committee 
on both sides of the dais will use this opportunity to offer construc- 
tive ideas so that the eventual law is reflective of the combined ef- 
forts of the entire committee. 

After all, climate change is not a problem that will affect only 
Democrats or Republicans. It will affect each and every one of us, 
as well as our children and our grandchildren. 

As I have said in the past, the draft that you and Chairman Mar- 
key released on March 31st was a good starting point from which 
this committee can begin to craft our answer to the question of cli- 
mate change. However, I would also like to say that this bill was 
just that, a starting point. As everyone in this room knows, many 
of the key questions that will define this bill’s workability have yet 
to be answered, and I, for one, look forward to working with you, 
Mr. Chairman to fill in these blanks. 

These are questions such as, where are credits allocated? What 
are the appropriate time frames and reduction goals? How will we 
minimize the cost imposed on our constituents? And how will we 
encourage and deploy next-generation clean energy technologies? 
These are not simple questions with simple answers. They are very 
complex and challenging issues, one that will require a careful look 
at to where we are today, where we want to be tomorrow and most 
importantly how are we going to get there. 

As I have said many times, the threat of climate change is really 
a question of two things, technology and transition. What tech- 
nologies can we bring about through innovation, research and de- 
ployment that will ensure that America has the energy it needs to 
power our country for generations in the future, while at the same 
time reducing and eliminating the carbon footprint resulting from 
the way we power ourselves today? What are the appropriate tran- 
sition steps that need to be made not only to encourage these tech- 
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nological advances, but to ensure that we preserve current jobs 
while creating new green jobs? And what transition steps need to 
be taken to ensure we don’t greatly increase our constituents’ 
power bills? 

This bill gives us a bit of a framework picture as to how we are 
going to answer those questions, but much work will need to be 
done to fill in these blanks if we are going to adequately address 
climate change. 

Like most Democrats on this committee, I hope that we can all 
work together to answer these questions so that we can bring about 
a bill that we can all eventually support. Unlike some of my friends 
on the other side of the aisle, I have long ago taken the position 
that it isn’t enough to just say “no”; we must be able to find a way 
for all of us to say “yes,” and I am committed, as I have been all 
along, to working to help us get to that place. 

I must admit I have a lot of concerns with the renewable electric 
standard as it is currently written. I think a better standard would 
be like the one we already passed through the House in the last 
Congress. That is a standard that is workable and one that will not 
penalize many of our constituents simply because of where they 
live. 

Any new renewable standard must do more than this bill cur- 
rently does to recognize that different regions have different re- 
sources available to them. And I look forward to discussions on this 
matter. 

Furthermore, we need to do more to encourage CCS deployment. 
Without widespread deployment of this technology, all other reduc- 
tions in this bill won’t matter. This fact needs to be reflected more 
in the bill, and we need to ensure the framework and funding for 
these technologies is certain. 

Similarly, the transmission piece of this bill is quite inadequate, 
in my opinion, and I would like to see more work done there also. 

I would also like to see the provisions that Jay Inslee and I 
worked on regarding emissions and job leakage tightened. 

These are a few examples of places where I think the bill needs 
some improvement. It is a good starting point, and I, for one, am 
ready to work with our chairman to refine and improve the start- 
ing text. I personally appreciate our chairman’s efforts to this 
point, especially in areas such as including the Doyle-Inslee EM- 
PLOY Act provisions, as well as the Boucher CCS bill. 

It will be critical for us to concentrate on transitional and techno- 
logical issues as we move forward with our attempt to fundamen- 
tally alter how we produce and use power in this country for the 
first time since the Industrial Revolution. 

Mr. Chairman, I believe, if done right, this bill will serve as an 
engine to transform our economy to ensure that America is the 
world’s leading manufacturer and exporter of clean fuel tech- 
nologies. The jobs that can be created by this transformation are 
needed in every region of this country, and it is critical that Mem- 
bers from all regions of our country work together to create them. 

I, for one, am ready to do my part; and with that, Mr. Chairman, 
I yield back the balance of my time. 

Mr. Markey. We thank the gentleman. 

The Chair recognizes the gentleman from Ohio, Mr. Space. 
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OPENING STATEMENT OF HON. ZACHARY T. SPACE, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF OHIO 

Mr. Space. I want to begin by thanking you, Chairman Markey, 
and also Chairman Waxman, for the initiative you have under- 
taken in approaching such a monumental and ambitious task. 

Today, we have before us one of the most significant pieces of 
legislation that Congress will consider in our lifetime. As we pro- 
ceed with our deliberations, we must be mindful that we are oper- 
ating in the shadow of history and at a moment pivotal in the lives 
of this generation. 

Without question, our Nation faces a significant challenge in ad- 
dressing the issues of climate change and energy production. While 
current sources of energy, such as coal, are critical components of 
our Nation’s economy, creating a new energy policy that encourages 
investment and expansion in new green jobs offers important op- 
portunities that cannot be overlooked. It is incumbent upon us in 
this committee to seize upon those opportunities. 

As the committee considers this critical legislation, I am mindful 
of the fact that I represent a district facing significant challenges 
of poverty. Even when times are good, the economy of Appalachian 
Ohio can claim unemployment rates approaching 10 percent and 
poverty rates exceeding 20 percent. Thus, as the committee pro- 
ceeds, it is my intention to view this legislation through the lens 
not of any one group represented here in Washington, but through 
the perspective of the residents of Ohio’s 18th Congressional Dis- 
trict. 

I believe this legislation offers significant opportunities for my 
district. The provisions of this bill pertaining to carbon capture and 
sequestration offer the promise of continued employment for the 
mine workers I represent as we strive to create a future for this 
critical domestic resource. 

This bill also includes legislation I introduced, the Renew 
Through Green Jobs Act that authorizes grants for new green job 
training programs. These training programs are a critical link in 
the creation of a new green economy, and I thank the chairman for 
the inclusion of this provision. 

Finally, this legislation also includes important investments in 
building efficiency that will provide badly needed stimulation to the 
insulation and glass industries. Many of these industries have 
faced layoffs and furloughs in the face of declining demand, and I 
am hopeful this legislation can provide new life to this sector. 

However, this legislation is larger than these provisions and rep- 
resents an effort to comprehensively overhaul how we produce and 
consume energy in this country. As such, we must move with cau- 
tion to ensure the same people we are striving to protect are not 
harmed by this legislation. We must be cautious to ensure that this 
legislation means a brighter future for those we represent, not 
darker days to come. 

I believe we have an opportunity in this legislation to create a 
stronger future for two critical industries in Ohio, coal and manu- 
facturing. This legislation creates a pathway forward to real invest- 
ments and technology, and I appreciate the time of the committee 
today and look forward to hearing more perspectives from the 
many witnesses over the coming days. 
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And I yield back my time. 

Mr. Markey. We appreciate the gentleman’s work. 

And now we will, I think, complete — no. We have another mem- 
ber who is joining, and we will then recognize the gentleman from 
Vermont, Mr. Welch, for his opening statement. 

OPENING STATEMENT OF HON. PETER WELCH, A REPRESENT- 
ATIVE IN CONGRESS FROM THE STATE OF VERMONT 

Mr. Welch. I thank you very much, Mr. Chairman. I thank you 
and Chairman Waxman for the ambitious work you have set before 
our committee. 

I agree with much of what my colleagues have said. We now 
have a consensus that climate change is real, it is urgent, and we 
have to address it. And this bill is the first attempt of this Con- 
gress, really any Congress, to undertake a challenge that we too 
long ignored. 

In the process of moving from a fossil fuel-based economy to one 
that is based on efficiency, alternative energy and getting the most 
out of the energy that we do use is going to be very daunting, and 
it will impose some dislocations. So the points that have been made 
by our colleagues on this committee about the regional interests 
and about the real-world impact of climate change legislation is 
something that has to be taken very seriously by all of us. 

But the big question that will allow us to proceed forward is 
whether we have confidence that by undertaking the challenge that 
is ours to undertake — and that is to eliminate or dramatically re- 
duce carbon greenhouse gas emissions by 2050; and this bill has as 
its goal an 80 percent reduction by 2050 — the question is, do we 
have the confidence to undertake that challenge, knowing if we do 
it wisely, we do it energetically and we do it well, we can actually 
create jobs, create foreign independence and clean up the environ- 
ment? 

The Union of Concerned Scientists has just done a study that has 
found that if we, in fact, enact policies — and we have to do it the 
right way, from renewables to efficiency — our climate bill will bring 
the cost to consumers and businesses down. 

In 2030, according to this study, the policies implemented under 
the blueprint would save business and consumers $465 billion 
while maintaining the same — the same — rate of economic growth. 
An average U.S. household, if we do it right, with enjoy net savings 
of $900 on their energy bills and that includes $580 on transpor- 
tation costs and $320 on electricity, natural gas and heating oil. 
Business collectively would realize net energy bill savings of $130 
billion by 2030. 

And what we know is that if we are going to achieve this goal, 
we have to start with efficiency. It is the most cost effective at cost 
containment. And in fact, one of the byproducts of our fossil fuel- 
based approach to economy is this notion that we had an endless 
and cheap supply and it led to wasting energy that we should 
never waste. This legislation should focus on a number of things, 
but first and foremost, among them is efficiency. And I am de- 
lighted, Mr. Chairman, that you see fit to include in this title an 
energy efficiency legislation that I have sponsored and that we 
have used in the State of Vermont with real success. And that is 
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for building retrofits. In the carbon emissions that come out of our 
buildings, residential and commercial, it is about 50 percent of the 
greenhouse gases. 

And if we give the tools to our businesses and our homeowners 
to save that energy through energy efficiency, we are going to cre- 
ate jobs and go a long way towards achieving our goals. Thank you 
very much, Mr. Chairman. I look forward to working with you and 
our colleagues on this committee to achieve our goal of an 80 per- 
cent reduction by 2050. 

Mr. Markey. We thank the gentleman very much. And we recog- 
nize the gentlelady from California, Ms. Matsui. 

OPENING STATEMENT OF HON. DORIS O. MATSUI, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI- 
FORNIA 

Ms. Matsui. Thank you very much, Mr. Chairman. I want to 
thank you for convening this week’s hearing on the American 
Clean Energy and Security Act. I commend you and Chairman 
Waxman for both your leadership and your determination to ad- 
vance this bill to where it is today. The legislation we are dis- 
cussing will be an achievement for the American people. And it is 
an achievement for future generations of Americans. Because of 
this legislation our children and grandchildren will live in a coun- 
try that is more sustainable, more economically viable and more ef- 
ficient than the country we live in today. And for my hometown of 
Sacramento, the bill is more than an achievement, it is a necessity. 

My district sits at the base of the Sierra Nevada Mountains and 
at the confluence of two great rivers, the American and the Sac- 
ramento. The threat of flooding in Sacramento is ever present and 
is made worse by a warming planet. California’s Department of 
Water Resources projects that the Sierra Nevada snowpack will ex- 
perience a 25 to 40 percent reduction by 2050. These are not empty 
numbers. They represent real impacts of climate change that trans- 
late into serious and unpredictable risk for my constituents. As 
California’s climate warms more of the Sierra Nevada snowpack 
will contribute to peak storm runoff. High frequency flood events 
are projected to increase as a result. In a city like Sacramento we 
simply cannot afford to ignore the reality that global warming and 
flooding are interconnected. We have no choice but to adapt to 
these realities. My constituents realized this long ago. 

As a result the majority of them have long supported taking ac- 
tion to cap the carbon emissions that are warming our planet. They 
recognize that taking bold action today means a more secure future 
for Sacramento tomorrow. I also recognize this truth which is why 
I support the American Clean Energy and Security Act so strongly. 
But fighting global warming is not just about preserving our cur- 
rent way of life, it is also about creating a cleaner stronger econ- 
omy that will power the United States into the future. When I was 
home last week I saw numerous examples of how Sacramento is al- 
ready generating new clean energy opportunities. I toured a renew- 
able energy testing center that is about to open at the converted 
site of the former McClellan Air Eorce Base. This center is working 
to give small businesses the support they need to take clean energy 
companies to the commercial stage. I visited an innovative com- 



85 


pany called Synapsis that helps data centers improve their cooling 
capabilities. 

Synapsis is working HID Laboratories which is developing en- 
ergy efficient lighting technologies. Both companies revolutionize 
the way commercial businesses save money on energy efficiency 
strategies. I also saw UC Davis biogas energy project, an innova- 
tive way of converting organic waste into biogas fuels and other 
valuable products. This technology has so much potential that 
Campbell Soup is interested in using biogas digesters to fuel their 
plant in Sacramento. These businesses and technologies are not 
dreams in someone’s mind, they are neither ideas nor concepts on 
a paper, instead they are the realities of the modern American 
economy. They are real businesses creating real jobs, real tech- 
nologies, during a revolution in Sacramento’s regional economy. 
With the help of the American Clean Energy and Security Act, 
every city and community in America can emulate the clean energy 
blueprint that Sacramento has pioneered. What is needed today are 
strategic investments in clean energy infrastructure that will help 
similar projects expand and prosper. 

With the American Clean Energy and Security Act we are mak- 
ing these smart investments. We are giving entrepreneurs the tools 
they need to create clean energy jobs that demand American skills 
and that put our country in a strong position to compete inter- 
nationally. These tools will continue to help the economy grow even 
as we reduce the carbon dioxide emissions that threaten our very 
way of life. In this way, clean energy will be the building block of 
a new era of American economic strength. With the American 
Clean Energy and Security Act, we will show the rest of the world 
that America is back and they are ready to lead again. I will look 
forward to remarks of the many and varied witnesses who will tes- 
tify before us in the coming days in regard to this groundbreaking 
legislation. And with that I yield back the balance of my time. 

Mr. Markey. I thank the gentlelady. And the Chair recognizes 
the gentleman from Indiana, Mr. Hill. 

OPENING STATEMENT OF HON. BARON P. HILL, A REPRESENT- 
ATIVE IN CONGRESS FROM THE STATE OF INDIANA 

Mr. Hill. Thank you, Mr. Chairman. Mr. Chairman, thank you 
for your work and leadership on this issue. It is not easy to tackle 
such a big problem, but this draft represents an important first 
step in the process. These hearings will be instructive for us as we 
hear an array of viewpoints. Addressing climate change is an issue 
of utmost urgency. Though we may differ on the details of how to 
tackle this problem, we agree on the broader picture. This draft 
represents an important first step but much more work remains. 
We must ensure that States like my own are not unfairly punished 
for using abundant resources that are legal and viable. I want to 
urge you, Mr. Chairman, to ensure each region of the country is 
treated appropriately and that the committee recognizes that cer- 
tain areas will be affected more by this legislation than others. 

I would also like to call to the committee’s attention to municipal 
solid waste. I believe this is a proven technology that has been im- 
proved over the years and will be an important tool for us to solve 
climate change. In order to gain the full benefit from this tech- 
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nology, I believe that it should be classified as a renewable energy 
source. I also hope that we will work with our Republican col- 
leagues to produce a bill that produces the desired environmental 
results, spurs investments in new technologies and creates the new 
jobs that we desperately need. I believe entrepreneurs can find the 
technology to solve this problem better than any politician can. 

Clean coal technology, while helping us at home, has the poten- 
tial to be an important export for years to come. I believe that 
farmers by growing our fuels and storing carbon in their fields are 
a valuable asset in reducing our greenhouse gas emissions. I be- 
lieve that we don’t need government micromanagement. Set smart 
pollution standards and show American business what needs to be 
done. They will figure out the fastest cheapest way to do it. I recog- 
nize that nothing important in the world gets solved without U.S. 
leadership and action. And the U.S. will lead. And that must in- 
clude compelling China and other countries to do their part too. 

For those who believe China should get a pass I say no chance. 
These investments will make our country’s economy stronger and 
more secure. America has the opportunity to be a leader in these 
issues. And I look forward to working with Chairman Markey and 
Waxman to ensure that this bill puts us on the right path. And I 
yield back the balance of my time. 

Mr. Markey. The gentleman’s time is expired. The Chairman 
recognizes the gentleman from Maryland, Mr. Sarbanes. 

OPENING STATEMENT OF HON. JOHN P. SARBANES, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF MARY- 
LAND 

Mr. Sarbanes. Thank you very much. Chairman Markey. Chair- 
man Waxman, thank you for your tremendous leadership on this 
issue. When it comes to energy policy, this American Clean Energy 
and Security Act of 2009 is really turning the titanic around and 
setting targets that are going to help us get to a new place when 
it comes to energy independence, when it comes to clean jobs, when 
it comes to these exciting new technologies that we are going to 
see, and obviously with respect to progress on global warming. My 
view has always been that government’s role is to take the frame- 
work that operates and every so often move it forward in a signifi- 
cant way. 

And if we do that, what happens is the entrepreneurs of this 
country and ordinary citizens then come in and they take up the 
charge. For too long, that framework has been stuck when it comes 
to our energy policy and our environmental policy, and the pent up 
passion and creativity and ingenuity of the country has been held 
back. Now, what this proposal does is it opens the floodgates, I be- 
lieve, to a whole new generation of ingenuity and creativity. 

I come from Maryland. The Chesapeake Bay is a national treas- 
ure. And we consider ourselves stewards of the Chesapeake Bay. 
The other day I was at a high school in Anne Arundel County and 
I met with the environmental club there. And I know what is going 
to happen when we pass this bill. Led by the next generation, led 
by young people in this country who are going to take up this 
charge, we are going to go places we can’t even conceive of right 
now. We think about how much we can dent our energy portfolio 
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with respect to wind power and solar power and other sources of 
clean energy and we estimate 5 percent, 10 percent, 15 percent. I 
will bet you that in 2 years or 3 years, once we let loose this inge- 
nuity on clean technologies, we will be making even more progress 
with respect to that portfolio. That is what is about to happen. 

And we have to seize this moment in time. And I thank you for 
your leadership, I thank Chairman Waxman for his leadership. 
And I look forward to the hearings that we are going to be holding. 
Thank you, and I yield back. 

Mr. Markey. We thank the gentleman from Maryland very 
much. The Chair recognizes the gentlelady from Ohio, Ms. Sutton. 

OPENING STATEMENT OF HON. BETTY SUTTON, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF OHIO 

Ms. Sutton. Thank you, Mr. Chairman. It was not long ago that 
gas was over $4 a gallon and people across this country struggled 
with those high energy costs. Energy and its related costs impact 
every segment of our lives. It impacts our economy, it impacts our 
manufacturers and our industries, it impacts jobs, and it impacts 
our national security, it impacts our health and clearly it impacts 
our environment. And that is why we are here today. It will be a 
challenge for our country to transform the way we operate and to 
transition to a green economy. But the cost of not addressing cli- 
mate change far outweigh the challenges. We cannot afford to delay 
but we must be smart. Scientific evidence confirms that unre- 
strained growth in greenhouse gas emissions poses a danger to 
public health and the environment. The American Clean Energy 
and Security Act boldly seeks to address the global warming crisis, 
and I would like to commend Chairman Waxman and Chairman 
Markey on the enormous task of drafting this landmark legislation. 
We most bolster our national security by mapping out a more en- 
ergy dependent future for our country. Today the United States im- 
ports nearly 60 percent of the oil that we consume. By expanding 
our energy supply we can reduce our dependence on foreign oil and 
increase our energy security. 

And most importantly we can bolster our economy by creating 
hundreds of thousands of new green jobs. With the economic reces- 
sion Americans are hurting, and the resolve of the middle class is 
being tested. The economic downturn has taken a toll on U.S. man- 
ufacturing, including the steel plants in my congressional district. 

Ohio’s unemployment rate hit 9.7 percent in March and con- 
tinues to be higher than the national rate. We can turn our country 
around and at the same time bring America to a cleaner safer more 
productive future. With the American Recovery and Reinvestment 
Act we made a down payment investing billions of dollars to spread 
the development of clean renewable energy production and trans- 
mission. Just last night, I spoke at an Avon Lake city council meet- 
ing to explore the potential forming a community-based wind en- 
ergy co-op in Lorain County, Ohio. It is encouraging to see people 
working toward solutions that will create jobs, help local economies 
and improve our environment. And we must do all we can to con- 
tinue to encourage this type of creative thinking and innovation to 
develop energy from renewable sources. 
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I support a national renewable energy standard that shifts to- 
wards wind solar biomass and other forms of energy to meet our 
electricity needs. Investments in alternative sources of energy, 
clean technology and energy efficiency will create new industries 
and jobs, revitalize American manufacturing, jump start economic 
growth and revive the middle class. And as we move forward in our 
efforts to retool our economy and our workforce it is important that 
there are safeguards in place for worker transition and assistance. 
We cannot leave our workers and communities behind. We cannot 
leave a section of our Nation in the wake. We have an opportunity 
but we also have a responsibility. We must also remember that 
greenhouse gas emissions and climate change are global problems. 
The atmosphere recognizes no borders. For industries like steel, 
some emissions are an unavoidable part of the manufacturing proc- 
ess. 

Currently neither science nor technology exists to mitigate them. 
And many in the country make their living as steel workers. Yet 
while the U.S. steel industry has become 33 percent more energy 
efficient since 1990, the Chinese steel industry emits as much car- 
bon as the rest of the global steel industry combined. The produc- 
tion of a ton of steel in China generates anywhere between 2 and 
4 times the carbon emissions of a ton of steel produced in the 
United States. Any increased cost imposed by climate change laws 
must not put domestic industries at a severe competitive disadvan- 
tage to industries that are not subject to similar environmental 
rules. 

If we allow that to happen, it will work against the very goals 
of environmental integrity that we seek to achieve. And as we put 
our Nation on a new course in energy policy, as I said, we must 
ensure that no region and no state is left behind. Throughout my 
district, long established companies want to be a part of the solu- 
tion and are transitioning to green technologies. Companies that 
have produced brakes for helicopters are now producing brakes for 
wind turbines. Companies that have manufactured bearings for the 
auto industry are now finding another market with renewable en- 
ergy system. And there are several companies that are trying to 
start up during some of the most difficult economic times our coun- 
try has ever seen. These companies are developing advanced waste 
heat recovery systems, biowaste electricity generation systems and 
algae-based biofuels. Recently, President Obama announced that 
the General Services Administration will accelerate its purchase of 
17,600 new fuel efficient vehicles produced by American auto com- 
panies. The President’s announcement about modernizing the fleet 
of a government is welcome news, and I share his commitment to 
shoring up jobs for American auto workers while improving our en- 
vironment. 

That is why I introduced the Consumer Assistance to Recycle 
and Save Act of 2009. The CARS Act will help consumers stimulate 
our economy, improve our environment, reduce our dependence on 
foreign oil and help our domestic auto and related industries. The 
President’s announcement demonstrates that finding ways to 
achieve these multiple goals can be done. My collea^es. Rep- 
resentative Steve Israel and Jay Inslee have introduced similar leg- 
islation. I look forward to continue a collaboration with them to 
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enact a green vehicle purchase incentive program that will meet 
these multiple goals. And I look forward to working with Chairman 
Waxman and Markey and my colleagues to implement a balanced 
and effective measure to reduce greenhouse gas emissions and ad- 
dress global climate change. 

Mr. Markey. I thank the gentlelady very much, and we look for- 
ward to working with her. And with the completion of your testi- 
mony, your opening statement, all time for opening statements 
from the members has now been completed. Tomorrow morning at 
9:30 at that witness table we will have the Secretary of Energy 
Steven Chu, the Administrator of the Environmental Protection 
Agency, Lisa Jackson and the Secretary of Transportation, Ray 
LaHood. 9:30 tomorrow morning we begin to write history in the 
United States. With that, this hearing is adjourned. 

[Whereupon, at 5:25 p.m., the committee was adjourned.] 

[Material submitted for inclusion in the record follows:] 




THE AMERICAN CLEAN ENERGY SECURITY 
ACT OF 2009— DAY 2 


WEDNESDAY, APRIL 22, 2009 

House of Representatives, 

Subcommittee on Energy and Environment, 

Committee on Energy and Commerce, 

Washington, DC. 

The committee met, pursuant to call, at 9:40 a.m., in Room 2123 
of the Rayburn House Office Building, Hon. Henry A. Waxman 
(chairman) presiding. 

Present: Representatives Waxman, Dingell, Markey, Rush, 
Eshoo, Stupak, Green, DeGette, Capps, Doyle, Harman, Gonzalez, 
Inslee, Ross, Matheson, Melacon, Barrow, Matsui, Christensen, 
Castor, Sarbanes, Murphy of Connecticut, Space, McNerney, Sut- 
ton, Braley, Welch, Barton, Hall, Upton, Stearns, Whitfield, Shim- 
kus. Blunt, Radanovich, Pitts, Bono Mack, Walden, Terry, Rogers, 
Myrick, Sullivan, Murphy of Pennsylvania, Burgess, Blackburn, 
Scalise, and Gingrey. 

Staff present: Phil Barnett, Staff Director; Kristin Amerling, 
Chief Counsel; Karen Lightfoot, Communications Director, Senior 
Policy Advisor; Bruce Wolpe, Senior Advisor; Earley Green, Chief 
Clerk; Greg Dotson, Chief Counsel, Energy and Environment; Alex- 
andra Teitz, Senior Counsel, Energy and Environment; Michal Goo, 
Counsel; Alex Barron, Professional Staff Member; Melissa Bez, Pro- 
fessional Staff Member; Ben Hengst, EPA Detailee; Jen Berenholz, 
Deputy Clerk; Caren Auchman, Communications Associate; Matt 
Weiner, Special Assistant; Mitchell Smiley, Special Assistant, Matt 
Eisenberg, Staff Assistant; Peter Spencer, Minority Professional 
Staff; William Corty, Minority Professional Staff; and Garrett 
Golding, Minority Legislative Analyst. 

OPENING STATEMENT OF HON. HENRY A. WAXMAN, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI- 
FORNIA 

Mr. Waxman. The committee will please come to order. This 
week we begin our consideration of comprehensive energy legisla- 
tion, the American Clean Energy and Security Act of 2009. Since 
the beginning of last Congress, this committee has been working 
hard on energy legislation. We held 41 days of hearings since Janu- 
ary. We received testimony from 61 witnesses. This week alone, we 
will hear from 67 more witnesses. And I want to thank all the 
members of the committee on both sides of the aisle for their inten- 
sive involvement on energy reform. You have made a major com- 
mitment of your time, your staffs time, and this is crucially impor- 
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tant to our success. I also want to warn the members that as hard 
as we have been working, the pace is going to accelerate over the 
next 4 weeks. There are many issues that we need to discuss and 
resolve between now and Memorial Day. We will be working hard 
because the goals are so important. The energy legislation we are 
considering will create millions of jobs, revive our economy and se- 
cure our energy independence. It will also protect our environment. 

In February, President Obama spoke to Congress and the nation 
about the need for comprehensive energy reform. He called on Con- 
gress to pass legislation that would transform our economy, protect 
our security, and preserve our planet. Our job on this committee 
is to meet those goals. We are fortunate today to have 3 cabinet 
level officials testifying to our committee for the first time. Energy 
Secretary Steven Chu, EPA Administrator Lisa Jackson, and 
Transportation Secretary Ray LaHood. They will explain the Presi- 
dent’s objectives and how we can ensure our legislation meets 
them. 

As Chairman Markey and I worked on the draft legislation our 
blue print was a plan proposed by the U.S. Climate Action Partner- 
ship, a coalition of industry CEOs and environmental organiza- 
tions. We will hear today from 6 leaders of U.S. CAP, DuPont, 
ConocoPhillips, Duke Energy, Alcoa, NRG, and the Natural Re- 
sources Defense Counsel. They will tell us how well we did trans- 
lating their blue print into legislative language. I want to thank 
them and all our witnesses for their participation in this hearing. 
Some have said that true energy reform will undermine our econ- 
omy. They argue that there is a fundamental conflict between eco- 
nomic growth and clean energy. This is a false choice. 

Our economic future and clean energy are inextricably inter- 
twined. The economy that will grow the fastest in this century will 
be the one that makes the greatest investments in new energy 
technologies. Nearly 40 years ago this committee passed the origi- 
nal Clean Air Act. Since then, we have reduced dangerous air pol- 
lutants by 60 percent or more. During the same period, our popu- 
lation has grown by 50 percent, and our economy by over 200 per- 
cent. Twenty years ago under the leadership of John Dingell this 
committee passed the 1990 amendments to the Clean Air Act. Op- 
ponents of the legislation said that stopping acid rain would bank- 
rupt the utility industry. In fact, we cut emissions in half at a frac- 
tion of the cost the naysayers predicted. 

We have a similar opportunity and responsibility this year. The 
legislation we will be considering today has 4 titles. The clean en- 
ergy title will spur investment in the technologies of the future, 
clean renewable energy, electric utilities, electric vehicles, and the 
smart grid. The energy efficiency title will reduce our dependence 
on foreign oil and save consumers billions of dollars by making our 
homes, our appliances, and our transportation system more energy 
efficient. The global warming title will create a market-based sys- 
tem for reducing carbon emissions to safe levels, and the final title 
will provide our industries, our workers and American families 
with the support they need during the transition to a clean energy 
economy. 

It is no longer a question whether we will act to reduce CO 2 
emissions. The endangerment finding released by EPA last week 
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answers that issue. The real question is whether we will do so in 
a way that strengthens our economy, creates new jobs, and ends 
our dangerous dependence on foreign oil. These are achievable 
goals but to reach them Congress needs to act, and we on this com- 
mittee need to lead the way. We can succeed, but we will need to 
work together to forge consensus and a workable solution. And I 
look forward to working with all the members of the committee as 
we embark on this process. I want to recognize Mr. Barton now for 
opening comments he wishes to make. 

OPENING STATEMENT OF HON. JOE BARTON, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS 

Mr. Barton. Thank you, Mr. Chairman. I want to welcome our 
distinguished panel of Administration officials, especially Mr. 
LaHood, a former colleague. Of course. Dr. Chu, who I had some 
dealings with in the laboratories, and the Honorable Ms. Jackson, 
we appreciate you being here. I think it is interesting, Mr. Chair- 
man, that we are trying to go ahead and move a bill that will re- 
duce CO 2 emissions in the United States to below 83 percent of 
their base line of 2005. If you want an idea of what that is like in 
terms of carbon foot print, you might try living in Nigeria today be- 
cause that is the emission level that they have right now. If you 
have a time machine, you might dial your time machine to 1875, 
and feel what it is like to live in America back in 1875 with a car- 
bon foot print of approximately 2 V 2 tons per person. 

I don’t think most of the today citizenry in the United States 
would enjoy that type of a lifestyle too much. I also think that it 
is interesting that a lot of people seem very determined to raise en- 
ergy prices in this country. Our current President, President 
Obama, has said during the campaign that capping carbon and 
trading emissions would make electricity bills necessarily sky- 
rocket, and that is his quote, necessarily skyrocket. The people that 
global warming is religion believe that carbon dioxide, CO 2 , which 
is naturally occurring in nature, is the devil’s brew and they appar- 
ently think that we can only achieve salvation by putting our faith 
in the United States Federal Government. Our government will 
offer indulgences in the form of emission permits and we all atone 
for our past sins and our economy’s past sins by paying through 
the nose with these expensive new energy carbon taxes. 

It is no secret that I am a skeptic. I don’t believe that mankind 
is the primary cause of climate change. I do accept that CO 2 levels 
are rising. I think it is a debatable proposition, whether that is a 
good thing or a bad thing, but in any event to put some sort of 
blind faith in a cap and trade system that hasn’t worked anywhere 
in the world in terms of CO 2 , won’t work here in the United States, 
and if we take it to the level that the draft bill that Mr. Waxman 
and Mr. Markey have put out. It will de-industrialize the United 
States of America in the next 40 years. I am not going to be a part 
of that. I am just not going to do it. The dark side of economic op- 
portunity will always be that somebody thinks they can benefit 
from it, and I believe that that is one reason so many U.S. compa- 
nies, some of which are going to be before us later this afternoon, 
support the cap and trade because they think they can benefit eco- 
nomically, either having allowances to sell or by trading in the al- 
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lowance market. And I understand the need to make a dollar, but 
I think it is a terrible thing if we are going to set up a system 
where the only people that benefit are the people that are in the 
trading system and the people that get these free allowances be- 
cause of what they have done in the past. 

Now I understand that your draft is silent on that. My under- 
standing is that you and Mr. Markey have decided at least so far 
to not have free allowances. You are going to have an auction sys- 
tem. I hope you stick with that. I was here in the Clean Air Act 
amendments when we did SO 2 back in the early 1990s and I re- 
member the fights we had on base line, and I remember the fights 
we had on allowances for particular plants and things like that. 
That will be a picnic compared to what we will have if we go down 
where we start trying to — we, not me, but you and Mr. Markey 
start trying to buy votes by giving allowances to this group or that 
group or whatever. I think it is interesting that we don’t have a 
score from CBO because you have not put anything out that CBO 
can score so apparently if and when we go to markup, we are going 
to have this miracle draft that comes forward in terms of a man- 
ager’s amendment, and lo and behold there will be something to 
score, but CBO won’t have time to score it. 

If it is anything close to what we had last year in the Senate 
with the Warner-Lieberman bill, it is going to be very, very expen- 
sive. If it close to what the Obama Administration put in their 
budget, according to the CBO director it is probably going to be 
score in the neighborhood of $2 trillion negatively over an 8-year 
period. That is a pretty expensive package, Mr. Chairman. If you 
look at where our economy is today, what the unemployment rate 
is today, where the stock market is today, I don’t think that is a 
cost that we can bear. As long as we are talking about cost, let us 
talk about just the straight increases in energy costs. Every esti- 
mate that I have seen, Mr. Chairman, says that energy costs are 
going to go up across the board. The electricity cost could go up 
somewhere between 44 to 125 percent, gasoline costs could go up. 
You name the cost. It is going to go up. 

How does that affect the unemployment rate? Michigan right 
now has an unemployment rate of 12 percent. Indiana has an un- 
employment rate of 10 percent. Ohio is at 9.7. California and Geor- 
gia are at 9.2 percent. Even my great State of Texas where the 
economy is relatively better off has got an employment rate over 
6 percent. I mean if energy prices go up lots and lots of Americans 
are going to lose their jote and then that in turn is going to cause 
even more deficit spending on behalf of the federal government. 
How is that costed into this draft? However, you cost it, it is going 
to be a negative cost. I could go on and on, Mr. Chairman, but I 
have already gone over almost 2 minutes, and I appreciate your in- 
dulgence. Put me down as undecided on your bill and I look for- 
ward to hearing from our panel, and then trying to work with you 
and Mr. Markey and members of the committee to do something 
that is positive. 

Mr. Waxman. Thank you, Mr. Barton. I now want to recognize 
the chairman of the Energy Subcommittee, Mr. Markey. 
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OPENING STATEMENT OF HON. EDWARD J. MARKET, A REP- 
RESENTATIVE IN CONGRESS FROM THE COMMONWEALTH 

OF MASSACHUSETTS 

Mr. Markey. Thank you, Mr. Chairman, very much. First, I 
want to thank Secretary LaHood, Secretary Chu, and Adminis- 
trator Jackson for being with us here today. The presence of this 
all star lineup is a testament to the priority that the Ohama Ad- 
ministration places on developing sound energy legislation and 
fighting global warming. Today, Earth Day, 2009, we begin the 
process of writing history as we work to pass new energy legisla- 
tion that will revitalize our economy, enhance our energy security, 
create millions of new jobs, and end the global warming crisis. We 
arrive at this crucial moment with much at stake and not a mo- 
ment to spare. 

Winston Churchill once said courage is what it takes to stand up 
and speak. Courage is also what it takes to sit down and listen. In 
the days ahead, we will need to have both the courage to speak out 
and the courage to sit down and listen. If we do that, we can pass 
legislation that will create millions of new jobs and reduce our de- 
pendence on foreign oil all in a way that meets our environmental 
and economic needs. We have reached a crossroads where inaction 
is simply not an option. Our economy cannot continue to depend 
heavily on foreign oil. Our energy system cannot continue to be 
highly inefficient. 

We cannot continue energy policies that look to last century’s en- 
ergy sources while other nations race ahead to take the lead in de- 
veloping and marketing clean energy technologies and green jobs. 
Germany’s second largest export after cars is wind turbines. China 
is becoming the leader in renewable energy. Japan and Korea are 
leap frogging America in advanced vehicle technology. Nor can we 
pretend that business as usual has shielded us from harmful, nega- 
tive changes in our economy or from increases in energy prices. It 
has not. Attempts to seek refuge in the status quo have left us fur- 
ther behind in the ongoing global economic and energy race. 

Those who predict our bill will result in soaring energy costs fall 
into a long line of doomsayers who have eventually been proven 
wrong. Environmental statutes have saved lives and smart energy 
policies have saved money, and done so at a fraction of the high 
cost projected by industry. Nor will global warming or oil-driven 
foreign regimes wait for us to act. Just last Friday, Administrator 
Jackson issued her proposed endangerment finding stating that cli- 
mate change is an enormous problem and “the greenhouse gases 
that are responsible for it endanger public health and welfare.” 
Among the impacts that flow from global warming are increased 
drought, more frequent and intense heat waves and wildfires and 
harm to water resources, agriculture, wildlife, and ecosystems. 

And EPA also emphasized that global warming will have dis- 
proportionate impacts on the very poor, the very young, the elderly, 
those already in poor health, and those living alone are dependent 
on few resources. Left unabated, global warming and our depend- 
ence on oil will jeopardize America’s national security and increase 
our economic risk. Whether it is in the hundreds of billions we send 
every year to unfriendly regimes or the hundreds of millions glob- 
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ally who could be without drinking water from increased drought, 
we cannot wish away these problems. 

Chairman Waxman and I have developed our discussion draft 
with all of these factors in mind. In the discussion draft and going 
forward, Chairman Waxman and I will strive to get reductions in 
global warming pollution that meets science-based targets by using 
cost saving, energy efficiency, and clean energy solutions. We will 
continue to develop strategies to help keep costs low from the use 
of offsets, to banking and Arrowing, and through the use of a stra- 
tegic reserve of allowances that can limit any costs that are higher 
than expected. We will continue to fund clean energy solutions that 
will allow new American companies to prosper creating clean en- 
ergy jobs that can’t be shipped overseas, and we will continue to 
provide opportunities and incentives for energy efficiency to save 
families money. 

We will continue to ensure that we assist and benefit consumers, 
especially low income consumers. We will ensure that our most 
internationally competitive industries are not left exposed to for- 
eign inaction, and we will hold ourselves to high standards and we 
will hold the international community to high standards. Nor are 
we finished improving this legislation. As we proceed through these 
hearings, we will hear dozens of other witnesses, some with posi- 
tive comments and some with suggestions for improvements. We 
welcome these comments, and we look forward to working with all 
the members of this committee to develop legislation that will cre- 
ate a new clean energy economy free of the threat of dangerous 
global warming and free of our dependence on foreign energy 
sources. Thank you, Mr. Chairman. 

Mr. Waxman. Thank you, Mr. Markey. Now I wish to recognize 
for an opening statement the ranking member of the energy sub- 
committee, Mr. Upton. 

OPENING STATEMENT OF HON. FRED UPTON, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF MICHIGAN 

Mr. Upton. Thank you, Mr. Chairman, and before I begin my 
opening statement, I would like to submit a number of articles for 
the record. First of all, from last week’s Washington Post, India Re- 
jects Calls for Emission Cuts. With regards to the President’s push 
to combat climate change, Indian officials said it was unlikely to 
prompt them to agree to binding emission cuts. From the New York 
Times, Thirsty for Energy in India’s Boon Town and Beyond, I 
quote, “Almost half of India’s population has no access to the elec- 
tricity grid. About 700 million Indians rely on animal waste and 
firewood as fuel for cooking.” From the Saginaw News, Terrible 
Time for Higher Bills, “As a result of the recent green mandates 
sticking people with an average of $125 utility bill increase seems 
kind of cruel in a state that is suffering 121/2 percent unemploy- 
ment.” From the Detroit News, Cap and Trade Plan will Hit the 
Heartland, with a quote, “Cap and trade system is a giant eco- 
nomic dagger aimed at the nation’s heartland, particularly Michi- 
gan.” 

From the Hill, Not All Senators Warming to Obama Cap and 
Trade. Sherrod Brown, former member of this committee, Obama’s 
plan would lead to an increased energy cost and would drive Amer- 
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ican firms abroad. From the Wall Street Journal, Who Pays for Cap 
and Trade, with a quote, “An economy wide tax under the cover of 
saving the environment is the best political money maker since the 
income tax.” And from the U.S. News and World Report, The Next 
Bernie Madoff, Emissions Cap and Trade Aids the Corrupt, Hurts 
the Little Guy, and on and on. 

I would like in advance to thank the 60 some witnesses who will 
be testifying before our committee this week, and due to the lim- 
ited time, I would like to submit the following 4 questions to each 
of our witnesses and would ask them to address these during their 
opening remarks. Number 1, will the legislation increase energy 
costs? If so, is there anything in the underlying bill that prevents 
these costs from being passed on to consumers? 2, since the legisla- 
tion applies only to the U.S. but not other nations like China, 
India, and Mexico, is there a chance it will result in American jobs 
being shipped overseas, and how many jobs will be lost? 3, what 
is the cumulative cost per household of this legislation, and, 4, ab- 
sent other nations adopting the same reduction policy, how much 
will the legislation actually reduce global temperatures, if at all? 

I do believe that we need to reduce emissions, but we must do 
it in a common sense way that takes into account the economic and 
global realities of the issue. This week it was reported in the New 
York Times that China discovered 180 miles of the Great Wall that 
they didn’t know existed. How on earth are they going to be able 
to monitor and reduce their greenhouse gas emissions, and I won- 
der how many coal-fired plants that they might have discovered in 
the last couple of years as they were analyzing this new 180 miles. 
We are not engaged in a guessing game. We have the luxury of ex- 
amining empirical evidence of past forays into different policies. All 
one has to do is to examine the results of the EU’s cap and tax 
scheme. It was a failure. 

CO 2 emissions in the U.S. fell by 1.8 percent in 2006 compared 
to a .3 percent increase in emissions in the EU according to the 
EIA. Both economies grew at a near identical pace in 2006 of about 
3 percent. Cap and tax, cap and trade, will essentially kick working 
families when they are down. And we thought the American public 
was angry at $4.25 gas prices last summer. Just wait till they get 
their hands on their utility bills under a cap and tax. In 2008, ap- 
proximately 21 percent of all utility accounts were overdue with 
folks carrying past due balances on average of $160 in electric bills 
and $360 for natural gas. And in Michigan the account debt totaled 
$367 million with 1 out of 3 behind on their bills in some of our 
areas. 

Times are tough, yet this proposal puts a bulls eye on the back 
of working families who are struggling to feed their families and 
to keep the lights on. In fact, in Michigan it came out just yester- 
day that we have lost 150,000 jobs in 4 months, and it is expected 
that according to the University of Michigan we are going to lose 
239,000 jobs in 2009. We are one of the hardest hit in this weak 
economy, and we would be disproportionately impacted with this 
legislation. NAM did a detailed analysis of the impact on Michigan, 
and, quite simply, jobs are going to be lost, electric prices are going 
to go up, and household incomes will be decimated and any growth 
will absolutely disappear. 
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Let us put the scale of emissions reductions called for into per- 
spective. Current proposals would mean that the U.S. cannot emit 
more in the year 2050 than we emitted in 1910. That is a pretty 
daunting task considering that in 1910 the U.S. had only 92 mil- 
lion people compared to about 420 million expected in 2050. And 
to reach the lofty goal of 80 percent reductions emissions from the 
entire transportation sector would have to drop to 0. Emissions 
from all electricity generation would have to drop to 0, and then 
we would need to reduce everything else by 50 percent. Climate 
change is a serious problem that necessitates serious solutions, but 
how can we address such a critical issue without nuclear even 
being addressed in this measure even though nuclear power ac- 
counts for 70 percent of our nation’s emission free electricity. 

We are in desperate need of a reality check. Without inter- 
national participation jobs and emissions will simply shift overseas 
to countries that require few, if any, environmental protections 
harming the global environment as well as the U.S. economy. If our 
objective is to send manufacturing jobs overseas, destroy the Mid- 
west, mortgage our future, and hand the keys over to our super 
power status, then I would say job well done. This bill does it. The 
stakes are high, the planet is warming, and this is no time to 
throw in the towel all in the name of cap and tax. So I guess, Mr. 
Chairman, you can put my name as undecided with Mr. Barton. I 
yield back. 

Mr. Waxman. Thank you very much, Mr. Upton. We are pleased 
to welcome 3 representatives from the Obama Administration, Sec- 
retary LaHood, Secretary Chu, and Administrator Jackson. Your 
prepared statements will be in the record in full, and we would like 
to recognize each of you to make an opening statement. And we 
will have a clock that will indicate 5 minutes. When you see the 
red light on, we would like you to recognize your time is up and 
to summarize so we will have plenty of time for questions and an- 
swers by members of the committee. Administrator Jackson, we 
would like to start with you. 

STATEMENTS OF LISA JACKSON, ADMINISTRATOR, UNITED 
STATES ENVIRONMENTAL PROTECTION AGENCY; STEVEN 
CHU, SECRETARY, UNITED STATES DEPARTMENT OF EN- 
ERGY; AND RAY LaHOOD, SECRETARY, UNITED STATES DE- 
PARTMENT OF TRANSPORTATION 

STATEMENT OF LISA JACKSON 

Ms. Jackson. Thank you. Thank you. Chairman Waxman. Chair- 
man Waxman, Chairman Emeritus Dingell, Ranking Minority 
Member Barton, Congressman Markey, Congressman Upton, and 
members of the committee, thank you for inviting me to testify 
about the draft American Clean Energy and Security Act, and 
happy Earth Day to each and every one of you. Let me begin by 
commending this committee for embarking on the serious, difficult, 
and essential work of crafting comprehensive, detailed energy legis- 
lation and moving it through an open and careful process in which 
representatives hold hearings, make amendments, and cast votes. 

When President Obama was inaugurated 92 days ago, the United 
States found itself in the worst economic crisis since the Great De- 
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pression. So the President worked with Congress to pass the Amer- 
ican Recovery and Reinvestment Act. That law is now creating 
good jobs for Americans. Thanks to the Act, EPA is putting Ameri- 
cans to work, overhauling clean water systems, restoring and rede- 
veloping polluted properties, installing clean air equipment on die- 
sel engines, and cleaning up leaking underground fuel tanks. The 
American Recovery and Reinvestment Act also injected an essential 
shot of adrenalin into the American energy sector. That immediate 
relief is essential to economic recovery. But President Obama has 
also leveled with the American people. Lasting economic recovery 
will come only when the federal government looks beyond the quick 
fix and invests in building the advanced energy industries that will 
help restore America’s economic health over the long term. 

So President Obama has called on Congress to pass forward-look- 
ing energy legislation. That legislation should create here in Amer- 
ica millions of the clean energy jobs that cannot be shipped over- 
seas. It should catapult American innovators past the foreign com- 
petitors who, due to aggressive investments by their governments, 
now enjoy a head start in the advanced energy technologies that 
represent the new Internet revolution, the new biotech wave. The 
legislation should reduce our dependence on oil and strengthen 
America’s energy security. And it should start in a real and tan- 
gible way to tackle greenhouse gas pollution, which threatens to 
leave to our children and grandchildren a diminished, less pros- 
perous, less secure world. 

Three weeks ago. Chairman Waxman and Markey released draft 
legislation that strives to accomplish the goals I just listed. The 
American Clean Energy and Security Act would introduce a clean 
energy requirement for American electric utilities and new energy 
efficiency programs for American buildings. Those initiatives aim to 
create good American jobs that cannot be shipped overseas. The 
legislation would launch programs to promote electric vehicles and 
deploy technologies for capturing, pipelining, and geologically stor- 
ing carbon dioxide produced at coal-fueled power plants. Those in- 
centives aim to help American companies make up for lost time in 
the advanced energy industries that will be to the 2010 what Inter- 
net software was to the 1990s. 

The legislation would institute new low-carbon requirements for 
vehicles and fuels, as well as programs to reduce vehicles miles 
traveled. Those proposals aim to increase America’s energy security 
and cut back on the hundreds of billions of dollars that America 
throws away every year on oil. And the legislation would put in 
place a declining cap on greenhouse gas pollution. That market- 
based system aims to protect our children and grandchildren from 
severe environmental and economic harm and from great threats 
to our national security while further invigorating advanced Amer- 
ican energy industries. 

The American Clean Energy and Security Act draws on the 
thoughtful legislation that Chairman Emeritus Dingell and Con- 
gressman Boucher drafted last October, and it tracks many of the 
recommendations put forward by the U.S. Climate Action Partner- 
ship, a coalition that includes American manufacturers, such as 
Alcoa, John Deere, Caterpillar, Dow, Ford, General Motors, and 
General Electric. Now the no, we can’t crowd will spin out dooms- 
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day scenarios about runaway costs. I do not claim that we can get 
something for nothing, but EPA’s preliminary economic modeling 
indicates that the investments Americans would make to imple- 
ment the cap and trade program in the American Clean Energy 
and Security Act would be very modest compared to the benefits 
that science and plain common sense tell us a comprehensive en- 
ergy and climate policy will deliver. 

I ask the members of this committee to recall the Acid Rain 
Trading Program, drafted by this committee as amendments to the 
Clean Air Act, and signed by a Republican president in 1990. Belt- 
way corporate lobbyists insisted that the law would cause, and I 
quote, “death for businesses across the country.” But as the mem- 
bers of this committee who worked hard on that legislation know 
well, it ended up delivering annual health and welfare benefits of 
over $120 billion at an annual cost of only $3 billion. Our economy 
grew and acid rain was cut by more than 50 percent. The Clean 
Air Act amendments dealt with controversial issues, not just acid 
rain, but smog, hazardous air pollutants, and the threats to the 
ozone layer, but once Chairman Dingell and Chairman Waxman 
joined forces with other members of this committee to find con- 
sensus the committee reported the amendments favorably to the 
full House by a vote of 42-1. I believe this committee can make his- 
tory again this year, and the draft American Clean Energy and Se- 
curity Act is a great start. It reflects the President’s priorities of 
reducing our dependence on oil creating millions of new jobs by 
leveraging America’s tremendous capacity for innovation and sig- 
nificantly reducing greenhouse gas pollution. 

This Administration wants to see this effort move forward, and 
I pledge to work with this committee over the weeks ahead to help 
you find consensus. Thank you. I look forward to answering the 
members’ questions. 

[The prepared statement of Ms. Jackson follows:] 
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Administrator, U.S. Environmental Protection Agency 
Hearing on American Clean Energy and Security Act of 2009 
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U.S. House of Representatives 
April 22, 2009 


Chainnan Waxman, Chaiiman-Emeritus Dingell, Ranking Minority Member Barton, and 
members of the Committee, thank you for inviting me to testify about the draft American Clean 
Energy and Security Act. Let me begin by commending this Committee for embarking on the 
serious, difficult, and essential woric of crafting comprehensive, detailed energy legislation and 
moving it throu^ an open, careful process in which representatives hold hearings, make 
amendments, and cast votes. EPA is grateful for your work. 

When President Obama was inaugurated ninety-two days ago, the United States found 
itself in the worst economic crisis since the Great Depression. So the President worked with 
Congress to craft the American Recovery and Reinvestment Act, which he signed into law sixty- 
four days ago. That law is now creating good jobs for Americans. Thanks to the Act, EPA is 
putting Americans to work overhauling clean-water systems, restoring and redeveloping polluted 
properties, installing clean-air equipment on diesel engines, and cleaning up leaking undergroimd 
fuel tanks. 

The American Recovery and Reinvestment Act also injected an essential shot of 
adrenaline into the American clean energy sector. Economic recovery would not have been 
possible without that immediate relief But President Obama has leveled with the American 
people; Lasting economic recovery will come only when the federal government looks beyond 
the quick fix and invests in building the advanced energy industries that will help restore 
America’s economic health over the long term. 

So President Obama has called on Congress to pass forward-looking energy legislation. 

That legislation should create, here in America, millions of the clean-energy jobs that 
carmot be shipped overseas. It should catapult American innovators past the foreign competitors 
who, due to aggressive investments by their govenunents, now enjoy a head start in the advanced 
energy technologies that represent the new Internet revolution, the new biotech wave. It should 
reduce our dependence on oil and strengthen America’s energy security. And it should start, in a 
real and tangible way, to tackle greenhouse-gas pollution, which threatens to leave to our 
children and grandchildren a diminished, less prosperous, less secure world. 

Twenty-two days ago. Chairmen Waxman and Markey released draft legislation that 
strives to accomplish those goals. 


The American Clean Energy and Security Act would introduce a clean energy 
requirement for American electric utilities and new energy efficiency programs for American 
buildings. Those initiatives aim to create good American jobs that cannot be shipped overseas. 
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The legislation would launch programs to promote electric vehicles and deploy 
technologies for capturing, pipelining, and geologically storing carbon dioxide produced at coal* 
ftieled power plants. Those incentives aim to help American companies make up for lost time in 
the advanced energy industries that will be to the 20 1 Os what Internet software was to the 1 990s; 

The legislation would institute new low-carbon requirements for vehicles and fuels, and 
programs to help reduce vehicle-miles traveled with increased transportation options and help for 
communities that want to plan for sustainable growth. Those proposals aim to reduce America’s 
dependence on oil and cut back on the hundreds of billions of dollars that Americans send 
overseas every year. 

And the legislation would put in place a declining cap on greenhouse-gas pollution. That 
market-based system aims to protect our children and grandchildren from severe environmental 
and economic harm, and great threats to national-security while further invigorating advanced, 
American energy industries. 

The American Clean Energy and Security Act draws on the thoughtful legislation that 
Chairman-Emeritus Dingell and Congressman Etoucher drafted last October and is a serious 
effort at constructing comprehensive energy and climate legislation. We look forward to 
working with Congress as this bill moves forward to ensure that it meets the President’s 
objectives in the areas of an efficient and comprehensive approach that creates jobs, leverages 
our tremendous capacity for innovation, reduces our dependence on oil, and prevents the worst 
consequences of climate change. 

I would like to note that the Waxman-Markey discussion draft tracks many of the 
recommendations put forward by the U.S. Climate Action Partnership, a coalition that includes 
American manufacturers such as Alcoa, John Eteere, Caterpillar, Dow, Ford, General Motors, 
and General Electric. Those employers of American workers recognize, as they declare at the 
outset of their Blueprint for Legislative Action, that; 

“The United States faces an urgent need to transform our nation’s 
economy, make the country more energy secure, and take 
meaningful action to slow, stop, and reverse [greenhouse-gas] 
emissions to address climate change.” 

I believe that the leadership of this Committee is stepping up to provide the kind of “new 
vision and policy direction” that those companies talk about. 

Now, the “no, we can’t” crowd will spin out doomsday scenarios about runaway costs. 
But EPA’s available economic modeling indicates that the investment Americans would make to 
implement the cap-and-trade pro^am of the American Clean Energy and Security Act would be 
“odest compared to the benefits that ■ -icnce and plain common sense tell us a comprehensive 
energy and climate policy will deliver. 
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I ask the members of this Committee to recall the Acid Rain Trading Program, drafted by 
this Committee and signed by a Republican President in 1990. Beltway corporate lobbyists 
insisted that the law would cause “death for businesses across the country.” But as the members 
of this Committee who worked hard on that legislation know well, it ended up delivering annual 
health and welfare benefits estimated to be over 120 billion dollars at an annual cost of only 3 
billion dollars. Our economy grew by 64 percent even as the program cut acid rain pollution by 
mote than 50 percent. And past auto-emissions standards sparked key technological iimovations 
that made cars more appealing to consumers here and abro^. 

Achieving energy independence and reducing carbon emissions are not easy challenges. 
But this Committee has dealt with difficult challenges before. When Chairman Dingell and 
Chairman Waxman joined together with other Members of the Committee to pass the 1990 Clean 
Air Act Amendments, they were reported out of this Committee by a 42-to- 1 vote. That bill 
dealt with controversial issues - not just acid rain, but also smog, hazardous air pollutants, and 
the threat to the ozone layer. But you found consensus, and your legislation has ended up cutting 
pollution at a fraction of the cost that was predicted at the time. 

There may be more than one dissenting vote this time, but that does not mean that the 
Committee’s history caimot be repeated this year. We want to work with you in finding 
consensus in the coming weeks, so that we can reduce our dependence on oil, create millions of 
new jobs in innovative energy technologies, and significantly reduce greenhouse-gas emissions. 

Thank you. I look forward to the answering the members’ questions. 
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Mr. Waxman. Thank you very much, Administrator Jackson. Sec- 
retary Chu, we would like to hear from you. 

STATEMENT OF STEVEN CHU 

Mr. Chu. Chairman Waxman and Markey, Chairman Emeritus 
Dingell, Ranking Members Barton and Upton, and members of the 
committee, thank you for the opportunity to appear before you 
today to discuss the American Clean Energy and Security Act. For 
decades our energy strategy has been little or no strategy at all. 
For our transportation needs, we have become increasingly ad- 
dicted to oil at escalating costs to our economy, our environment, 
our security. For our electricity needs, we burn immense amounts 
of coal, which is cheap and abundant, but a major contributor to 
global warming. We will continue to use coal as a fuel, but we must 
learn to do it in a cleaner way. On this Earth Day, we must state 
in no uncertain terms we have a responsibility to our children and 
their children to curb the carbon emissions from fossil fuels that 
have begun to change our climate. 

President Obama recognizes that the energy challenge is a defin- 
ing challenge of our time, and he is committed to a comprehensive 
energy plan that creates jobs, reduces our greenhouse gas emis- 
sions, and reduces our dependence on oil. The Energy Independ- 
ence and Security Act and the American Recovery and Reinvest- 
ment Act have made a down payment on clean energy future. I am 
pleased to report that the Department of Energy is getting the Re- 
covery Act money into your local communities as quickly as pos- 
sible, while maintaining the highest standards of transparency and 
accountability. We are already putting Americans to work making 
homes and buildings more efficient, which will grow our economy 
and cut energy bills for families. The Recovery Act also provides fi- 
nancing options that could double the production of renewable en- 
ergy and expands investments in the development of break-through 
energy technologies. 

But we need to do more. We need not only to jump start our 
economy today but to lay the foundation for America’s long-term 
prosperity. In the years ahead, the work will turn increasingly to 
unconventional sources of petroleum, which could lead to higher 
prices for consumers. With these rising energy costs and the 
mounting challenges of our climate, the development of clean, re- 
newable sources of energy will be the growth industry of the 21st 
century. The key question is who will lead the world in making en- 
ergy efficient vehicles when turbines, solar panels, and other prod- 
ucts and technologies that will power tomorrow’s economy? There 
are 2 dangers, either of which could dramatically weaken America’s 
future. The first is that the world will fail to take action on climate 
change in time to prevent its worst potential effects. The second is 
that the United States will fail to seize the opportunity to lead and 
new clean energy jobs will be created overseas rather than in 
America. 

We can neither let our planet get too hot or let our economy grow 
too cold. We must get off the sidelines of the clean energy race and 
play to win. To that end, we in the Administration appreciate Con- 
gress’ effort in developing the American Clean Energy and Security 
Act. While we are still reviewing the details, it is clear that Chair- 
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man Waxman’s legislation would advance the President’s goals of 
launching a new sector of clean energy jobs, making our economy 
more competitive and weaning the nation from its dependence on 
oil. The President looks forward to working with members of Con- 
gress in both chambers to pass a bill that would transition the na- 
tion to a clean energy economy. 

The Administration believes that a gradual marked-based cap on 
carbon pollution would also be a significant step for restoring 
America’s leadership in the deployment of clean energy technology. 
Building on the success of the bipartisan Acid Rain Program cre- 
ated in 1990 Clean Air Act, this approach will set clear long-term 
emission goals that empower the private sector to find the most in- 
novative ways to reduce carbon pollution. The Administration also 
believes a renewable electricity standard could help create a stable 
investment environment for America’s innovators to do what they 
do best, create new jobs and entire new industries. We also believe 
it is important to foster continued development of critical tech- 
nologies to give the American people advanced clean vehicles, to 
capture and store carbon to limit emissions and sustain our envi- 
ronment, to accelerate energy efficiency improvements, and to de- 
velop a smart grid to improve the efficiency, reliability, and secu- 
rity of our electricity transmission system. I applaud Chairman 
Waxman and Markey for bringing this bill forward. 

Now is the time to take comprehensive and sustained action to 
meet our nation’s energy challenge. With the leadership of the 
President, the actions of this Congress, and the support and par- 
ticipation of the American people, I am confident we will succeed. 
Thank you, and I will be glad to answer your questions. 

[The prepared statement of Mr. Chu follows:] 
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Statement of 

Steven Chu 
Secretary of Energy 

Before the 

Committee on Energy and Commerce 
United States House of Representatives 
Washington, D.C. 

April 22, 2009 

Chairmen Waxman and Markey, Chairman-Emeritus Dingell, Ranking Members Barton 
and Upton, and Members of the Committee, thank you for the opportunity to appear before you 
today to discuss the American Clean Energy and Security Act of 2009. 

For decades, our energy strategy has been to have little or no strategy at all. For our 
transportation needs, we have become increasingly addicted to oil at escalating costs to our 
economy, our environment, and our security. 

For our electricity needs, we bum immense amounts of coal, which is cheap and 
abundant but a major contributor to global warming. We will continue to use coal as a fuel, but 
we must learn to do so in a cleaner way. On this Earth Day, we must state in no uncertain terms 
that we have a responsibility to our children and their chil^en to curb the carbon emissions from 
fossil fuels that have begun to change our climate. 

President Obama recognizes that the energy challenge is a defining challenge of our time, 
and he is committed to a comprehensive energy plan that creates jobs, reduces our greenhouse 
gas emissions, and reduces our dependence on oil. 

The Energy Independence and Security Act and the American Recovery and 
Reinvestment Act made a down payment on that clean energy future. I’m pleased to report that 
the Dqjartment of Energy is getting the Recovery Act money into yom local communities as 
quickly as possible, while maintaining the highest standards of transparency and accountability. 
We are already putting Americans to work making homes and buildings more efficient, which 
will grow our economy and cut energy bills for families. The Recovery Act also provides 
financing options that could double the production of renewable energy, and it expands 
investments in the development of breakthrough energy technologies. 

But we need to do much more. We need not only to jumpstart our economy today but to 
lay the foundation for America’s long-term prosperity. 

In the years ahead, the world will turn increasingly to unconventional sources of 
petroleum, which could lead to higher prices for consumers. With these rising energy costs and 
mounting changes to our climate, the development of clean, renewable sources of energy will be 
the growth industry of the 21st century. The key question is - who will lead the world in making 
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fte fuel-efficient vehicles, wind turbines, solar panels, and other products and technologies that 
will power tomorrow’s economy? 

There are two dangers, either one of which could dramatically weaken America’s future. 
The first is that the world will fail to take action on climate change in time to prevent its worst 
potential effects. The second is that the United States will fail to seize this opportunity to lead, 
and the new clean energy jobs will be created overseas rather than in America. We can neither 
let our planet get too hot nor let our economy grow cold. We must get off the sidelines of the 
clean energy race and play to win. 

To that end, we in the Administration appreciate Congress’ efforts in developing the 
American Clean Energy and Security Act. While we are still reviewing the details, it is clear that 
Chairman Waxman’s legislation would advance the President’s goals of launching a new sector 
of clean energy jobs, making our economy more competitive, and weaning the nation finm its 
dependence on oil. The President looks forward to working with members of Congress in both 
chambers to pass a bill that would transition the nation to a clean energy economy. 

The Administration believes a gradual, market-based cap on carbon pollution would be a 
significant step for restoring American leadership in deployment of clean energy technology. 
Building on the success of the bipartisan Acid Rain Program created by the 1990 Clean Air Act, 
this approach will set clear long-term emissions goals that empower the private sector to find the 
most innovative ways to reduce carbon pollution. 

The Administration also believes a Renewable Electricity Standard could help create a 
stable investment environment for America’s innovators to do what they do best: create new jobs 
and entire new industries. 

We also believe it is important to foster continued development of ciitical technologies to 
give the American people advanced clean vehicles; to capture and store carbon to limit emissions 
and sustain our environment; to accelerate energy efficiency improvements; and to develop a 
“smart grid” to improve the efficiency, reliability, and security of our electric transmission 
system. 1 applaud Chairmen Waxman and Markey for bringing this bill forward. 

Now is the time to take comprehensive and sustained action to meet our nation’s energy 
challenge. And with the leadership of the President, the actions of this Congress, and the support 
and participation of the American people, I am confident that we will succeed. 

Thank you. I would be glad to answer your questions at this time. 
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Mr. Waxman. Thank you very much, Secretary Chu. Secretary 
LaHood. 


STATEMENT OF RAY LaHOOD 

Mr. LaHood. Mr. Chairman, Mr. Markey, Mr. Dingell, and Mr. 
Barton, and friends all, thank you for inviting me to discuss the 
Department of Transportation’s commitment to promote a cleaner, 
greener America through effective and innovative transportation 
policy. I appreciate the opportunity to discuss the important envi- 
ronment and energy policies laid out in the American Clean Energy 
and Security Act. I commend the committee for drafting this impor- 
tant legislation. Since today is Earth Day, this is an excellent time 
to hold a serious national conversation on the most effective ways 
to improve energy efficiency, reduce greenhouse gas emissions, and 
mitigate the impact of climate change. 

As you know, one of the highest priorities of President Obama’s 
Administration is to develop a comprehensive energy plan that will 
not only achieve these goals but also create millions of good paying, 
clean energy jobs and help our communities become more livable 
in the process. There is no question that the United States must 
be the leader in the global effort to address climate change, cut pol- 
lution, and find more sustainable ways to keep our society mobile. 
The President has already taken concrete steps in this direction. 
The Administration has proposed new fuel efficiency standards for 
cars and light trucks that would significantly reduce emissions and 
save millions of gallons of fuel beginning in model year 2011. And 
we are coordinating with the Environmental Protection Agency and 
the Department of Energy on new fuel economy standards to take 
us through 2016. Our department is also using new statutory au- 
thority to explore new fuel economy standards for medium and 
heavy duty trucks. Additionally, the department continues to invest 
in buses running alternative fuels thereby reducing emissions and 
improving air quality in cities and towns across America. Our com- 
mitment has helped to quadruple the number of clean fuel bus 
fleets across and around the nation since 1998. 

Through the Recovery Act, we are making hundred million dollar 
grants in grant funds available to help the transit industry to im- 
prove fuel efficiency and reduce emissions for bus, rail cars and 
other transit equipment. On the climate change front over the last 
several years we have invested in research and technology efforts 
that will help us to transition away from fossil fuels, improve vehi- 
cle efficiency, and optimize our transportation network to reduce 
congestion and idling while contributing to higher emission levels. 
Across the department, we are committed to programs and policies 
that address our environmental concerns. The FAA, for instance, is 
working with the private sector on sustainable alternative fuel for 
aircraft. The Maritime Administration exploring new technologies 
in cooperation with EPA and industries to reduce emissions from 
marine diesel engines. 

Looking ahead, the Department of Transportation stands ready 
to meet the President’s ambitious goals for making transportation 
an integral part of our approach to addressing environmental chal- 
lenges. In the coming months, we will work with stakeholder 
groups around the country to determine how best to invest $8 bil- 
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lion in new funding for high speed passenger rail service that will 
ultimately improve mobility and reduce congestion, and we will 
work closely with Congress to develop a new service transportation 
bill that focuses on reducing greenhouse gas emissions by investing 
in green transportation choices such as bike paths, pedestrian 
walkways, and building more affordable housing near transit. 

In closing, the Department of Transportation will continue to be 
your full partner as we move forward with new legislation to help 
America address its formidable energy challenges. I look forward to 
working with you, Mr. Chairman, and the entire committee. 

[The prepared statement of Mr. LaHood follows:] 
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HEARING ON AMERICAN CLEAN ENERGY AND SECURITY ACT OF 2009 

APRIL 22, 2009 

Chairman Waxman, Ranking Minority Member Barton, and Members of the Committee, 
thank you for holding this hearing, on this important day for reflection on the 
environment. Earth Day, to discuss the draft American Clean Energy and Security Act. I 
commend you for the hard work you did to craft this bill and for your efforts to engage in 
a serious national conversation on the most effective ways to grow a clean energy 
economy, promote energy efficiency, reduce greenhouse gas emissions, mitigate the 
environmental and societal impacts of climate change, and adapt to climate change. 

The Obama Administration, including the Department of Transportation (DOT), 
considers a comprehensive energy plan that will generate millions of clean energy jobs, 
reduce our reliance on oil, reduce pollution, create more livable communities, and attack 
climate change, a major priority. Aggressive action to reduce the impacts of climate 
change is needed, and the U.S. must be a leader in the global effort to reduce greenhouse 
gas emissions. 

The President has already announced a series of aggressive actions to lower greenhouse 
gas emissions. These actions include improving the fuel efficiency of automobiles, 
intensifying U.S. actions on energy efficiency and renewable energy through the 
American Reinvestment and Recovery Act, and asking Congress to pass comprehensive 
legislation to make clean energy the profitable kind of energy through a gradual, market- 
based cap on carbon pollution. These ambitious and far-reaching actions, combined with 
others outlined in the President’s Energy and Environment Agenda, demonstrate a 
commitment from the White House to lead efforts confronting climate change. 

The Department of Transportation has been and will continue to be a full partner in all of 
these efforts, as well as legislative efforts. This is essential because transportation 
sources are a significant contributor of greenhouse gas emissions in the U.S. and must be 
part of the solution. I look forward to working with you as we develop policies to 
address the transportation system in this climate change bill to assure that it is fully 
integrated with the federal transportation programs and works in concert with the other 
statutory duties that DOT has been given by Congress. 

The President, like Congress, recognizes the vital role that DOT plays in improving 
energy efficiency and combating climate change and has challenged us to: 

• make a major investment in building new high speed rail lines. 
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• transform the way transportation serves the American people by creating more 
choices and encouraging less carbon-intensive transportation. 

• provide states and local governments with the resources they need to coordinate 
transportation planning with economic development decisions; and 

• ensure that additional federal transportation dollars generate affordable transportation 
options for persons in the highest-need communities. 

My department is working aggressively to implement these forward-thinking policies and 
other measures that will reduce emissions of greenhouse gases and improve the lives of 
Americans. I want to take a few minutes to describe some of our efforts. 

DOT recently issued new fuel economy standards for passenger cars and light trucks for 
model year 2011 and is coordinating with the Environmental Protection Agency and the 
Department of Energy to develop standards for 2012-2016. These standards will save 
billions of gallons of fuel and encourage the auto industry to use more fuel-efficient 
technologies that will ultimately save American consumers money. 

DOT also is implementing new statutory authority to look at options for issuing fuel 
economy standards for medium and heavy duty trucks. 

The reauthorization of DOT’s surface transportation programs, which will expire at the 
end of Fiscal Year 2009, will provide additional opportunities for considering ways to 
improve our energy and environmental policies. An important element of the 
reauthorization should focus on livable communities. This means fostering pedestrian 
and bike-friendly communities, providing more transportation choices, and offering 
better access to jobs and housing. Transit-oriented, mixed-use development also has the 
potential to contribute significantly to the revitalization of downtown districts and offer 
an alternative to urban and suburban sprawl and automobile-focused commuting. 

In addition, DOT has been studying both mitigation and adaptation of climate change 
over the last ten years. We have long recognized the importance of transitioning away 
from fossil fuels, improving vehicle technologies, and optimizing the transportation 
network to reduce fuel-wasting activities like idling in traffic. 

Furthermore, as the stewards of investments possibly at risk from the impacts of climate 
change, we want to equip decision makers with the data and tools they need to ensure that 
our transportation infrastructure and systems can sustain sea level rise, changing weather 
patterns, and other potential long-term consequences of climate change. For instance, the 
Department has already issued a study alerting State and local officials in the Gulf Coast 
to potential changes in climate that could disrupt transportation services. The report 
stressed the need to take climate change impacts into account as transportation plans are 
developed and investment decisions are made. Subsequent phases of the study are 
intend^ to focus on risks and adaptation strategies for transportation decision makers in 
the Gulf Coast region and nationwide. 
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Additionally, DOT funds the development of alternative fuel technologies and 
deployment of alternative fuel buses, including hydrogen fuel cell buses, diesel-electric 
hybrid buses, and supports alternative fuels infrastructure investment for transit systems 
across the United States. The implementation of developing bus rapid transit technologies 
holds real potential for reduced greenhouse gas emissions. 

The Department also has focused on efficiency beyond highways and transit. In aviation, 
we have begun to modernize the U.S. air traffic system, called the Next Generation Air 
Transportation System or NextGen, and have put energy and environmental concerns at 
the heart of the effort. NextGen will result in the more efficient movement of planes in 
the air and on the ground. We are in the process of setting up a research consortium this 
year focused on accelerating the maturation of lower energy, emissions, and noise 
technologies for aircraft and engines and advancing cleaner alternative fuels. We also 
continue to implement the NextGen program, which will result in the more efficient 
movement of planes in the air and on the ground, the use of less fuel and the reduction of 
emissions. FAA has partnered with manufacturers, airlines, and airports in the 
Commercial Aviation Alternative Fuel Initiative to significantly progress toward 
sustainable alterative fuels. 

We have conducted an Aviation Climate Change Research Initiative to better understand 
the impacts of high altitude emission impacts. Additionally, in recognition of the global 
nature of aviation business, we are expanding international engagement on reducing 
aviation emissions by working with the International Civil Aviation Organization 
(ICAO), in coordination with the State Department and the Environmental Protection 
Agency, to influence how the international aviation community addresses this critical 
issue. Finally, through the innovative Voluntary Airport Low Emission (VALE) program 
CTeated by Congress, the FAA funds low-emission airport technology, ranging from 
alternative fuel vehicles and aircraft ground support equipment to various infrastructure 
improvements like gate electrification to reduce aircraft emissions at the gate. 

Likewise, the Maritime Administration is focused on the potential of new technologies to 
reduce the harmful emissions from marine diesel engines through cooperative efforts 
with the Environmental Protection Agency and the maritime industry on alternative fuels 
and reduced ship stack emissions. 

All of these efforts reinforce DOT’S commitment to tackling the climate change 
challenge, achieving America’s energy security, and improving the lives of Americans. 

Again, I commend you for all of the valuable work you have done in drafting the 
American Clean Energy and Security Act. The draft bill identifies concrete ideas for 
discussion and is an important step in solving the challenges we face in freeing ourselves 
from our dependence on fossil fuels and charting a new course on energy in this country. 

I also thank you for allowing me, on behalf of DOT, to join in the discussion. 
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Mr. Waxman. Thank you very much, Secretary LaHood. We will 
now recognize members for questions, 5-minute rounds, and I will 
start off. The 3 of you gave us testimony on behalf of the Adminis- 
tration, and I thank you for your presentations. Our nation is fac- 
ing some very difficult energy challenges and we have ignored 
them for too long. We are overly dependent on foreign sources of 
oil. Our economy is in a recession. We are no longer leading in the 
development of clean energy technology and we are polluting our 
environment. President Obama is trying to confront these prob- 
lems. He has said we need a comprehensive energy policy that cre- 
ates new clean energy jobs, promotes energy independence, and 
tackles a tremendous threat of global warming. 

Chairman Markey and I tried to draft a discussion, a proposal 
that addresses these 3 issues. And what I want to ask you is 
whether you think our draft accomplishes the President’s goals. Let 
me begin by asking about jobs and our economy. Americans are 
hurting, and this is the first question on most of our minds. Admin- 
istrator Jackson, do you believe the bill would create jobs here in 
the U.S. and stimulate economic growth? 

Ms. Jackson. I do indeed, Mr. Chairman. I believe this is a jobs 
bill, and it is a jobs bill that focuses our country’s attention on the 
growth industry of the future, which is the clean energy industry. 
There are opportunities here for us to create literally millions of 
jobs in the green energy. 

Mr. Waxman. Secretary Chu, do you agree, would this bill put 
us on the path to a clean energy economy? 

Mr. Chu. I absolutely agree with that. I think as you yourself 
noted the world has rapidly changed its attitude towards carbon 
emissions and it is continuing to do so. So in a future world, it is 
very clear that we will be living in a carbon constrained world so 
the action will be how do you transition to a sustainable energy fu- 
ture. The United States must position itself in a way so that we 
can lead this transition, that we take advantage of the full intellec- 
tual opportunities and vigor of this country to develop those tech- 
nologies that will add to our economic prosperity. 

Mr. Waxman. And, Secretary LaHood, what do you think about 
creation of jobs and helping our economy with the Obama proposal? 

Mr. LaHood. Well, Mr. Chairman, I think that nothing has 
taken as much time for this Administration than trying to get the 
economy going. This is the number 1 priority for this Administra- 
tion, and I know it is for Congress also, and I know that is why 
Congress passed the Economic Recovery Act, which many of us in 
this Administration are implementing to try and get our fellow 
Americans back to work, and we are certainly doing that at the de- 
partment. I believe that the work that you all are doing, the bill 
that you have laid out will go a long way to creating jobs, and par- 
ticularly I want to note green jobs. 

And in the area that we work at the Department of Transpor- 
tation, we believe there will be a number of green job opportunities 
created around the country as a result of the approach that is 
being taken by your legislation and this is the reason that we are 
here today. 

Mr. Waxman. Let me ask you this though. The other objective, 
one of the other objectives, is to reduce our dependence on foreign 
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oil. Americans are tired of sending billions and billions of dollars 
overseas for oil in many countries to countries with hostile govern- 
ments. Do you believe this bill would reduce our dependence on for- 
eign oil? 

Mr. LaHood. Absolutely. I think it sets the bar very high and 
obviously one of the concerns that all of us in public policy posi- 
tions have faced is the ire of the public when a barrel of oil goes 
up and gasoline goes up, and people are not able to use their auto- 
mobiles. And I think this approach will help. The approach that 
you are taking in your legislation will relieve our dependence on 
foreign oil by creating other opportunities for people, certainly in 
the area of transportation. 

Mr. Waxman. Thank you very much. I assume. Secretary Chu 
and Administrator Jackson, you agree this will reduce our depend- 
ence on foreign oil as well? 

Mr. Chu. Yes, I do. 

Mr. Waxman. The third goal of this discussion draft is to effec- 
tively address the danger of global warming. We want to craft leg- 
islation based on science, and that means a bill that makes the 
global warming pollution reductions scientists tell us are necessary 
to avoid catastrophic climate change. Secretary Chu, does this bill 
represent an effective response to the threat of global warming? 
Does it take the necessary steps at home to ensure that American 
can restore global leadership on this issue? 

Mr. Chu. It does. 

Mr. Waxman. And do the other two of you agree with that posi- 
tion? Administrator Jackson? 

Ms. Jackson. Yes, I certainly do, Mr. Chairman. This bill in- 
cludes strong targets, and it moves us to addressing global warm- 
ing pollution by establishment of a cap and trade program which 
I think many businesses agree is the way to harness private invest- 
ment and capital into on our side in reducing pollution and cre- 
ating the green energy economy. 

Mr. Waxman. Thank you very much. My time has expired. Do 
you want to add anything. Secretary LaHood? 

Mr. LaHood. I agree. 

Mr. Waxman. OK. Good. Mr. Barton. 

Mr. Barton. Thank you, Mr. Chairman. Before I begin my ques- 
tions, I want to commend you and Mr. Markey on one thing that 
I didn’t in my opening statement. We have had intense debates 
about the number of Republican witnesses versus Democrat wit- 
nesses at these hearings. In this case, I want to commend you on 
your Administration panel. You went out of your way to make sure 
we had a Republican witness and we didn’t even have to ask. I 
should have commended you for that, so we appreciate you doing 
that. 

Mr. Waxman. You can commend the American people for that. 

Mr. Barton. Very good. Thank you. And the President for ap- 
pointing him. Administrator Jackson, your agency yesterday came 
up with an economic impact analysis of the pending draft. How 
were you able to do that since the most important economic compo- 
nent of the draft has no allocation cost scheme in it? 

Ms. Jackson. At the request of the drafters, we did indeed re- 
lease economic modeling and in order to do it, we had to make as- 
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sumptions about how allowance revenue would be distributed. At 
the request of the drafters those assumptions were put into the 
modeling. 

Mr. Barton. I haven’t seen the analysis, but are those economic 
assumptions and allowances cost, are those public? 

Ms. Jackson. Yes, they are, and the modeling is public. 

Mr. Barton. They are public. Thank you. Your agency also re- 
cently came up with a finding that CO2 is hazardous to health and 
therefore should be regulated under the Clean Air Act. Just what 
is the health hazard since CO2 itself is not a pollutant? 

Ms. Jackson. Well, the proposed finding would classify CO2 as 
a criteria pollutant, and the health impact associated with CO2, es- 
pecially for the very young and for the elderly, are exacerbation of 
other impacts from pollution. CO2 acts to make impacts from pollu- 
tion worse because the CO2 and the warming that it causes the cli- 
mate change is actually 

Mr. Barton. Inhaling CO2, being exposed to CO2, in and of itself 
is not a health hazard? 

Ms. Jackson. Well, right. Well, CO2 in the absence of oxygen 

Mr. Barton. You are creating CO2 as you talk to me. 

Ms. Jackson. I think I understand your question, sir, which is 
if you inhale only CO2 certainly that would make you sick. You 
wouldn’t live without oxygen. But the CO2 and the endangerment 
finding is based on scientific analysis of CO2 and 5 other green- 
house gases and their impact on the welfare of our country and 
then human health because of 

Mr. Barton. Do we have examples in your finding of CO2 pollu- 
tion causing death or large illnesses? We know SO2 and we know 
mercury and we know lead. We know the criteria pollutants. Even 
ozone causes asthma or can exacerbate asthma. We don’t have that 
with CO2. 

Ms. Jackson. The finding, the proposal answers the question put 
to us by the law and by the Supreme Court, which is do these 
greenhouse gases as a class endanger public health and welfare, 
and the finding is based on an analysis of what the greenhouse 
gases do first to our environment and our planet and what that 
means for human health. 

Mr. Barton. I thank you for those answers. Mr. LaHood or Sec- 
retary LaHood, former Chairman Dingell in his opening statement 
yesterday talked about the need for specific funding for the auto- 
motive industry and some assistance in terms of meeting their ad- 
mission requirements under legislation that was passed last year. 
Have you looked at former Chairman Dingell’s comments, and, if 
so, do you support some of the things that he said yesterday? 

Mr. LaHood. I am sorry, I have not seen his testimony. I will 
be happy to look at it, but I haven’t seen it. 

Mr. Barton. He was specifically saying that there should be a 
specific funding source in this bill to help the automotive industry 
meet the requirements in terms of their emission improvements 
that they have to meet, and he also said that for retooling issues 
and things that there should be additional funding so you might 
just 

Mr. LaHood. You mean the bill that is under consideration here 
by the committee? 
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Mr. Barton. Yes. If I understood him correctly, that is what 

Mr. LaHood. Well, to he honest with you, Mr. Barton, I haven’t 
thought about this, but I would say this. I don’t know of another 
Administration or another Congress that has done more for the 
American automobile manufacturer than the Obama Administra- 
tion and this Congress in the Economic Stimulus Bill and also last 
year in what Congress did in terms of the money available to the 
American automobile manufacturers. This Administration is com- 
mitted — 

Mr. Barton. You don’t have to convince me, Mr. Secretary. I am 
one of the Republicans who voted for the auto package so you don’t 
have to preach 

Mr. LaHood. No, if you are asking me if we are committed to 
helping the American automobile manufacturer, the answer is, yes, 
we have, and I believe the President will 

Mr. Barton. I am specifically asking just to take a look at what 
Mr. Dingell said. 

Mr. LaHood. I didn’t see his testimony, but I will be happy to 
look at it. 

Mr. Barton. Dr. Chu, I don’t want to leave you out. You are our 
scientist. I have one simple question for you in the last 6 seconds. 
How did all the oil and gas get to Alaska and under the Arctic 
Ocean? 

Mr. Chu. This is a complicated story but oil and gas is a result 
of hundreds of millions of years of geology, and in that time also 
the plates have moved around, and so it is the combination of 
where the sources of the oil and gas 

Mr. Barton. But I mean isn’t it obvious that at one time it was 
a lot warmer in Alaska and on the North Pole. There wasn’t a big 
pipeline that we created in Texas and shipped it up there and then 
put it underground so we can now pump it out and ship it back. 

Mr. Chu. There are continental plates that have been drifting 
around throughout the geological ages. 

Mr. Barton. That just drifted up there? 

Mr. Chu. That is certainly what happened, and so it is a result 
of things like that. 

Mr. Waxman. The gentleman’s time has expired. Mr. Markey. 

Mr. Markey. Thank you, Mr. Chairman, very much. Secretary 
Chu, I know you spent a lot of time thinking about new energy 
technologies. Are you concerned that we could lose our leadership 
in new energy technologies to other countries? 

Mr. Chu. I am very concerned of that. It actually tears my heart 
out to see what has happened. If you consider what happened 
photovoltaics were invented by Bell Labs in the 1930s. We are not 
a leading manufacturer of photovoltaics. Wind turbines, which 
were first deployed in the United States in the first energy crisis 
in the mid-1970s, that had gone overseas to Denmark — to Ger- 
many. Nuclear reactors which we pioneered. Now Westinghouse, 
there is a major shareholder in Westinghouse that is now owned 
by a company in Japan. I am very concerned. Major power elec- 
tronics of the world has drifted overseas. It is in Europe and it is 
in Asia. And so I see step by step us losing the technology lead. 
We need to bring those high technology jobs back, manufacturing 
jobs, back to the United States. 
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Mr. Markey. Thank you, Mr. Secretary. During the presidential 
campaign now President Obama pledged that the United States 
could actually deploy 25 percent of our electricity from renewable 
resources by the year 2025, which would be a revolution in the way 
in which we generate electricity in our country. Do you agree with 
that assessment that we can reach that goal by the year 2025, Mr. 
Secretary? 

Mr. Chu. Yes, I do. I think when the American public and espe- 
cially the science and technology part of the United States gets 
going it can really move, and so although it might seem like an am- 
bitious goal, I think with the proper incentives we can get there. 

Mr. Markey. Could I ask you. Secretary LaHood, what role do 
you think that new advanced automotive technologies can play in 
revitalizing the American economy? 

Mr. LaHood. Well, we know from visiting with the automobile 
manufacturers that the kind of technology that they are developing 
in terms of hybrids, in terms of battery powered automobiles, and 
then the standard that we have asked them to meet in terms of 
CAFE standards are going to allow the American people to have 
many, many choices in the future for opportunities to have auto- 
mobiles that will emit far less CO 2 , and certainly the case is true 
with hybrids and the further development of that. There are a cou- 
ple of American automobile manufacturers that are developing an 
all battery automobile, and obviously that is going to go a long way 
to enhance our opportunities. 

Mr. Markey. Are you an optimist, Mr. Secretary, that if we con- 
tinue to invest in these new technologies as an American strategy 
that we can meet this goal? 

Mr. LaHood. I think the American automobile manufacturers 
have gotten the message. They need to get where the American 
people are, and the American people are ready to drive automobiles 
that get good gas mileage in the instance of those that use gaso- 
line, but if development of hybrids and battery powered auto- 
mobiles come on to the opportunities for people and are allowed to 
be developed, I think the American people are ready for that. 

Mr. Markey. Thank you. Mr. Secretary. Administrator Jackson, 
you have had a chance to look at the Waxman-Markey draft. Could 
you tell us in your opinion how that legislation could help to reduce 
our use of oil, our dependence upon imported oil in the United 
States? 

Ms. Jackson. Well, the bill as you drafted it is comprehensive 
in that it has several opportunities for advancing renewable en- 
ergy, energy efficiency. We just heard about the opportunity to put 
forward electric cars, a low carbon fuel standard, and all of those 
things along with especially the energy efficiency, which is such 
low-hanging fruit right now for our country, and which could start 
tomorrow in reducing our dependence, and then the longer term 
options as we move towards a lower carbon future through a cap 
and trade program, all of those are drivers that will push us to- 
wards using foreign oil right now as it makes us vulnerable. 

Mr. Markey. We produce 8 million barrels of oil a day in the 
United States. We import 13 million barrels of oil a day. That is 
our weakness. We thank each of you for your leadership in helping 
us to address that question. Thank you, Mr. Chairman. 
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Mr. Waxman. Thank you, Mr. Markey. Mr. Upton. 

Mr. Upton. Thank you, Mr. Chairman. I would first like to ask 
Secretary Chu, Secretary Chu, the loan guarantees for nuclear are 
certainly, as many of us know, an essential part for building new 
projects such as new nuclear reactors. We know that you have pro- 
posed a revision to the DOE loan guarantee program, but as I un- 
derstand it, 0MB is not satisfied and has rejected the proposed 
change. In spite of that, can you comment on what we need to im- 
prove the program? I don’t know, is that a final resolution? 

Mr. Chu. No. I believe that nuclear power has to be part of the 
energy mix in this century. I stated that many times. I continue 
to state that. 

Mr. Upton. That would be my follow-up question, but go ahead. 

Mr. Chu. And so we are certainly moving as aggressively as we 
possibly can. We are going to work out the differences with 0MB 
to try to get those initial loan guarantees going. We are also using 
our budget of 2008-2009 and going to 2010, we are helping the get- 
ting the NRC licenses, particularly the AP-1000, so its generic de- 
sign can be licensed. That is being done with the aid of the Depart- 
ment of Energy. We fully intend to use the resources of the Depart- 
ment of Energy to further develop nuclear technology. This is one 
of the areas of technology that the United States should recapture 
leadership in. 

Mr. Upton. During your confirmation, I was heartened when you 
said nuclear is going to be part of our energy future. It has to be, 
and yet you had a statement a couple weeks later as it related to 
Yucca Mountain, as you know, there is no nuclear title as part of 
this bill, and I just want to know as you indicate now that nuclear 
needs to be part of the equation. Would the Administration support 
a nuclear title to this bill knowing that there is no greenhouse gas 
emissions, and what are we going to do about Yucca? And, lastly, 
would you support reversing President Carter decision on recycling, 
something that our subcommittee actually visited last year as we 
saw the French begin to — or they have done it for now a number 
of decades, recycle the nuclear waste. It is my understanding that 
both Japan and the British are doing it as well. What are your 
comments in that regard? 

Mr. Chu. What we are planning to do is to appoint a panel to 
step back and take a fresh new look at how we are going to — a 
comprehensive plan of how we are going to deal with the nuclear 
waste. A lot has happened since the beginning of Yucca Mountain 
some 25, 30 years ago, and so without prejudging what these blue 
ribbon panels are going to find, I think it is an opportunity to actu- 
ally develop a much more comprehensive forward looking plan. The 
fact that we are doing this, I see, in no way conflicts with my vision 
of trying to move the nuclear industry forward to restart the Amer- 
ican nuclear industry. We can and will develop a comprehensive 
nuclear waste plant. 

Now with regard to the recycling issue, I think it has become in- 
creasingly apparent even to France and Japan that the current re- 
cycling technology used today, which isolates plutonium, has pro- 
liferation issues, serious proliferation issues. So what I intend to do 
is to start a vigorous research and development program to look for 
ways to close the fuel cycle, to actually recycle, but in a way that 
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is proliferation resistant, so I think it is premature to start today 
because we simply don’t have those processes today but in the long 
term I think that is the goal. 

Mr. Upton. Well, as we begin to embark on this legislation 
would the Administration support that a nuclear title that there is 
no greenhouse — a nuclear title to this bill which it does not cur- 
rently have now to encourage the development and forward move- 
ment of additional new reactors? 

Mr. Chu. I think the Administration has supported this. We are 
trying to, as I said, restart the American nuclear industry again. 
It should be 

Mr. Upton. So it ought to be yes. 

Mr. Chu. Yes. The answer is yes. 

Mr. Upton. We look forward to working with you. OK, good. Ad- 
ministrator Jackson, last year, I believe it was last year, in testi- 
mony before our committee, your predecessors indicated that the 
Lieberman- Warner bill, had it passed the Senate, would really not 
changed the — as long as other countries were not participating, 
India and China, the largest emitters, they didn’t participate, that 
the global temperature would change by a miniscule amount of less 
than 1 degree. Do you concur with that same thought now what we 
have a change in the Administration? 

Ms. Jackson. I certainly concur with the concept, which is that 
global warming 

Mr. Upton. It doesn’t happen without India and China? 

Ms. Jackson. The international leadership, international action 
is needed to solve the entirety of the problem, yes. 

Mr. Waxman. The gentleman’s time has expired. The chair wish- 
es to recognize the Chairman Emeritus of this committee, Mr. Din- 
ged, under whose leadership as chairman, we passed the last revi- 
sions to the Clean Air Act with a vote of 42-1. I am hopeful we 
can get to 42-1 or that kind of a margin this time around but I 
have my suspicions given some of the opening statements that we 
may not be able to succeed as you had in the last go round on the 
most important environmental legislation that we had passed. Mr. 
Dingell is recognized for 5 minutes. 

Mr. Dingell. Mr. Chairman, thank you for your courtesy. Thank 
you for those kind comments. I intend to try to work with you to 
see to it we get a good bill out of here. And I want to commend 
you for the legislation that you have brought forward. Welcome to 
our panel, and particularly our old friend, Ray LaHood. Welcome 
back, Ray. 

Mr. LaHood. Thank you. 

Mr. Dingell. These questions for Secretary Chu. How many ap- 
plications for the Section 136 advanced technology vehicles manu- 
facturing incentive programs has the department received? 

Mr. Chu. Actually the exact number I can’t really say. 

Mr. Dingell. Would you submit that for the record, please? 

Mr. Chu. Yes. 

Mr. Dingell. The current authorization for Section 136 is 25 
million. What is the total amount that has been requested? 

Mr. Chu. Well in excess of that amount. 

Mr. Dingell. Would you give us the exact figure? And, Mr. 
Chairman, I ask unanimous consent that I be permitted to write 
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a letter to the departments asking to expand upon the questions 
that I am making now and that both that letter and the response 
be included in the record of the committee. 

Mr. Waxman. Without objection, that will be the order. 

Mr. Dingell. Mr. Secretary, this goes to both you and my old 
friend. Secretary LaHood. This country has had a wonderful experi- 
ence. The new Chevy Volt was driven out of the factory on electric 
power, and that wonderful vehicle was driven out on batteries that 
were made in Korea. Now we have had a policy in this country that 
has gone into effect and gone in and out like Murphy’s glass eye. 
Each new administration comes in with a new package to stimulate 
new technology in the auto industry. And so we have a constant 
replacement of these programs and they never work because they 
never get a chance to. What do you think we ought to do in this 
legislation to see to it that we finally get Chevy Volts driving out 
of the factory on American made batteries and to stimulate the 
technology of the American industry so that it will in fact produce 
cars of the kind that we want them to produce and to do so in com- 
petition, not just with foreign manufacturers but with foreign gov- 
ernments which are subsidizing their manufacture? 

Mr. LaHood. Mr. Chairman, I wanted to express my thanks for 
the warm welcome that you have given me here today and to say 
to you that 

Mr. Dingell. You will get a warmer welcome if you give me an 
answer. 

Mr. LaHood. I am going to let — Secretary Chu knows a lot more 
about this, but I want to say this. I do believe that there are some 
technology and research going on with respect to batteries that can 
be used by the American automobile manufacturers. 

Mr. Dingell. Very little support from our federal government, 
very little. 

Mr. LaHood. I suspect given your interest in this there may be 
a little bit more from Congress in the future. 

Mr. Dingell. And I want to get something like that in this legis- 
lation. I need your guidance and that of Secretary Chu to define 
what that will be. 

Mr. LaHood. You will have our guidance. 

Mr. Dingell. All right. I will submit a letter on this but I want 
you alerted to the fact something has got to be done on this. Now 
to Administrator Jackson. EPA is moving forward with an 
endangerment finding for greenhouse gases. When the Congress 
wrote the Clean Air Act, which our chairman so kindly referred to, 
our assessment at that time was that CO 2 was not a pollutant. In 
any event, you are now in this wonderful situation where you are 
going to have to regulate under the Clean Air Act unless this com- 
mittee does something. Our chairman very happily has recognized 
this need and in his bill and Mr. Markey’s bill there is a provision 
which will get us down to the point where the federal government 
is going to regulate those under the new legislation. I commend 
them for that. But just how many regulations and regulators will 
there be if we regulate under the Clean Air Act? My off the cuff 
figuring tells me it would be something on the order of 106. Am 
I incorrect in that judgment? 
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Ms. Jackson. I don’t know how you came up with the number 
of 106 there but 

Mr. Dingell. Would you give us an answer on that particular 
point, please? 

Ms. Jackson. Is the question whether there would be regulation 
under the Clean Air Act if this 

Mr. Dingell. Well, you are going to have to regulate everything 
in sight for CO2 production and I am asking you how many or I 
am asking you to deny that we would have the situation where we 
would have as many as 106 regulations, perhaps more, on CO2 
emissions because you would have to do it under the state imple- 
mentation plans. You would have to do it under all kinds of other 
regulatory powers and the states and the federal government, and 
you would have, as I have defined it, a glorious mess. Do you deny 
that we would have a glorious mess if you had to do it under exist- 
ing law? 

Mr. Waxman. The gentleman’s time has expired but we would 
like to have you answer the question. 

Ms. Jackson. Thank you. 

Mr. Dingell. I look forward to your answers, gentlemen and 
lady. 

Ms. Jackson. Thank you. First, let me state that I believe new 
legislation is the best way as the President has said, and I cer- 
tainly agree, to address the problem of global warming and green- 
house gas emissions in our country. I believe that the 
endangerment finding, the proposal that is out, certainly addresses 
that which the Supreme Court compels us to do, which is to speak 
as the Clean Air Act says EPA must now as to whether greenhouse 
gases endanger public health and welfare, and that draft is out for 
comment. It certainly means that it is the first step in a potential 
regulation of greenhouse gases via the Clean Air Act. 

And if your point, sir, is that it is more efficient to do it via a 
bill, via new legislation like this discussion draft envisions, then I 
couldn’t agree more. 

Mr. Waxman. Secretary Chu, do you want to add something to 
that? 

Mr. LaHood. Yes. To answer Chairman Emeritus Dingell’s ques- 
tion, the American Recovery Act is investing $2 billion in advanced 
manufacturing. Also, we are investing a significant amount of 
money in R&D to develop next generation of advanced batteries. 

Mr. Waxman. Thank you. Mr. Stearns. 

Mr. Stearns. The first question I have is this is directed at the 
Secretary of Energy. During your confirmation hearing, you testi- 
fied that DOE has a legal obligation to safely dispose of nuclear 
waste. You said I am supportive of the fact that the nuclear indus- 
try is and should have to be part of our energy mix in this century. 
Doesn’t it concern you then that nuclear energy does not even seem 
to be a part of this bill, and I think this is a follow-up to Mr. 
Upton’s question. 

Mr. Chu. Well, not specifically a part of this bill. If you look at 
the sum package of all the bills like the America Recovery Act, nu- 
clear energy is supported in those other bills. 

Mr. Stearns. But don’t you think there should be a separate 
title in this bill for nuclear energy, just yes or no? 
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Mr. Chu. Pardon? What was the question? 

Mr. Stearns. Do you think there should he a separate title in 
this bill for nuclear energy, just yes or no? 

Mr. Chu. We are looking forward to working with the committee 
on 

Mr. Stearns. Just yes or no. Do you think it should be? Can I 
have your yes or no answer? 

Mr. Chu. A separate title on nuclear energy? 

Mr. Stearns. Yes. Yes or no. 

Mr. Chu. I think nuclear energy can be mentioned in this bill but 
again it is working with this committee and the Administration in 
developing that. 

Mr. Stearns. Is that a no then, you don’t think nuclear en- 
ergy — 

Mr. Chu. No, that was we will look forward to working with the 
committee and making sure that nuclear energy is part of our en- 
ergy mix. 

Mr. Stearns. Last September you made the statement that 
somehow we have to figure out how to boost the price of gasoline 
to the levels in Europe, which at the time exceeded $8 a gallon. As 
Secretary of Energy will you speak for or against any measures 
that would raise the price of gasoline? 

Mr. Chu. As Secretary of Energy, I think especially now in to- 
day’s economic climate it would be completely unwise to want to in- 
crease the price of gasoline and so we are looking forward to reduc- 
ing the price of transportation in the American family, and this is 
done by encouraging fuel efficient cars. This is done by developing 
alternative forms of fuel like biofuels that can lead to a separate 
source, an independent source, of transportation fuel. 

Mr. Stearns. But you can’t honestly believe that you want the 
American people to pay for gasoline at the prices, the level in Eu- 
rope? 

Mr. Chu. No, we don’t. 

Mr. Stearns. But your statement somehow we have to figure out 
how to boost the price of gasoline to the levels in Europe, doesn’t 
that sound a little bit silly in retrospect for you to say that? 

Mr. Chu. Yes. 

Mr. Stearns. OK. You have also stated that the American elec- 
tricity prices are anonymously low and that coal is our worst night- 
mare largely due to its contribution to global warming. As Sec- 
retary of Energy, will you support coal-fired electric generation in 
order to provide affordable electricity for the American people? 

Mr. Chu. I believe the full statement when I made that state- 
ment is that coal as it is used today in China and India especially 
where there is no trapping of sulfur dioxide, nitrogen oxide, mer- 
cury particular matter, and no capture of carbon dioxide, and when 
China was building coal plants, close to one a week, without the 
sequestering of any of these pollutants, is a nightmare. So I think 
going forward, I have also said that the world is not going to turn 
its back on coal, and the United States again should take a leader- 
ship position, as we have done in scrubbing the sulfur dioxide, the 
nitrogen oxide, the lead particular matter, and working toward 

Mr. Stearns. Does that mean you would support more coal burn- 
ing operations generation? 
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Mr. Chu. I certainly will be looking forward to supporting coal 
burning operations as we work towards clean coal, absolutely. 

Mr. Stearns. Because President Obama in the campaign indi- 
cated if we can go to the moon, we certainly can burn coal cleanly, 
and he sort of indicated that he would support coal operation if the 
coal was burned cleanly. The EPA analysis contains a rather ag- 
gressive assumption about carbon capture and sequestration tech- 
nology coming to market. Does the Department of Energy have any 
analysis that shows that CCS being available by let us say 2015? 

Mr. Chu. Well, if you look at where we are today in terms of the 
capture technology and sequestration technology, we are begin- 
ning — not only the United States, but Europe and Asia are begin- 
ning to look aggressively at piloting and bringing to commercial 
scale these projects. So it takes several years to build them. It 
takes several more years to have the lessons learned so that power 
companies can invest with confidence that this is not only tech- 
nically feasible but it is economically feasible. And so at a min- 
imum, I see 6, 8 years, for example, as a time when very serious 
deployment begins, but we are working as fast as we can to begin 
the testing both at pilot scale and at commercial scale. 

Mr. Waxman. The gentleman’s time has expired. Mr. Rush. 

Mr. Rush. Thank you, Mr. Chairman, for this hearing, and I cer- 
tainly want to add my kudos and commendations to my friend from 
Illinois, Secretary LaHood. It is good to see you again, Mr. Sec- 
retary, and welcome to all of our witnesses today. Mr. Chairman, 
I just want to make sure that the record is real clear here that it 
is my contention and others contention that this bill is silent on 
nuclear simply because of the fact that nuclear energy doesn’t gen- 
erate any carbon emissions so the bill is silent on this, and I think 
that the future of the nuclear energy field is going to be quite good 
and quite positive and the nuclear energy field is subject under this 
bill. I want you to know that my state has enormous investments 
in nuclear facilities and we look forward to this bill and to the new 
era because we look forward to being able to generate jobs and ad- 
ditional revenues from nuclear energy. 

So, Mr. Chairman, the comments of those on the other side kind 
of remind me of the phrase this dog just don’t hunt no more be- 
cause they are operating under kinds of premises here. So for the 
record, I want to clear that up. I do have a number of questions, 
and I am going to try to ask each and every one of you, if you will, 
to try to take a shot at these questions. I am going to ask them 
all together, if I might, because if time permits I got another area 
of questioning that I would like to engage on. Currently, the phrase 
green jobs and green job training and certification means different 
things for different jurisdictions, and each state or locality may de- 
fine training and certification differently. In your opinion, should 
the federal government set standards for training and certification 
and should that be done through legislative language or through 
the EPA’s administration of the program? 

The next question, how do we ensure that local communities with 
large percentages of population without college or advanced de- 
grees be recruited and trained in green job technologies in order to 
be a part of the job creation and economic boom that this new en- 
ergy sector is create? And, lastly, how do we ensure that minority 
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and women-owned businesses are able to gain equal access to fed- 
eral funding in order to take advantage of the entrepreneurship 
and innovative business opportunities that this new energy section 
will enable? Should the rules of the road be written through legis- 
lative action or through the administration and implementation 
within the agencies how do we track this funding and ensure that 
the people we are trying to reach are indeed recipients of this fund? 
Each one of you can take a crack at it. 

Mr. LaHood. Mr. Chairman, let me just see if I can answer the 
question on green jobs because an economic recovery plan the De- 
partment of Labor is receiving a lot of money to really implement 
the kind of opportunities for training for green jobs and if Sec- 
retary Solis were here, she could really get into depth on this, but 
at our cabinet meeting that we had just this week with the Presi- 
dent, she talked about the opportunities that are going to be cre- 
ated through her department with the money that comes from the 
Economic Recovery Plan for training for people in the whole area 
of green jobs. 

Mr. Chu. Let me also add that Secretary Solis and I had visited 
a community college recently where this community college was 
providing the proper training for these new green jobs. I think you 
raise a very important part. There are certainly many examples 
across the country where proper training programs have been de- 
veloped. Right now because of the urgency of what we are trying 
to do in terms of getting the economic recovery money out there 
and in practice, we first want to just make sure that best practices 
are shared in states. 

Mr. Rush. Administrator Jackson, would you speak specifically 
to the issue of certification and training? 

Ms. Jackson. Certainly, Mr. Rush. Let me first say that environ- 
mental justice in the future is going to also mean that this green 
economy is green for all as others have said to coin a phrase as oth- 
ers have coined. So I think that what you are asking is whether 
or not there needs to be assurances that all are actually able and 
ready to partake as we create and embark on putting America 
right in the bulls eye of the green energy economy, and certainly 
it should be. Again, I would defer to my colleague. Secretary Solis, 
as to how to do that. I am an environmental specialist myself. 

Mr. Waxman. Thank you very much. The gentleman’s time has 
expired. We would like to at this time recognize Mr. Whitfield. 

Mr. Whitfield. Mr. Chairman, thank you very much, and I cer- 
tainly want to thank the witnesses for being here today, and it is 
great to have Secretary LaHood here with us who many of us had 
an opportunity to be in Congress with in 1994. But I think it is im- 
perative that as we discuss this issue of energy policy that we not 
go into this with rose-colored glasses, and that we just g:et it all out 
on the table and then the Congress will make its decision and the 
American people will be very much aware of the pluses and the 
minuses about all of this. Now the economists a couple weeks ago 
or last week had an article entitled Saving the Planet and Creating 
Jobs May Be Incompatible, and in that article they specifically re- 
ferred to President Obama when he was in Europe. He gave a 
speech, and he said think of what is happening in countries like 
Spain where they are making real investments in renewable en- 
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ergy. They are surging ahead of us poised to take the lead in these 
new industries. 

This isn’t because they are smarter than us or work harder than 
us but because they are making investments with government 
funds in renewable energy, and these investments are paying off 
with good high wage jobs. And then we hear a lot about green jobs 
and we want green jobs. We need green jobs, particularly at this 
time in our nation’s history with our economic problems. And we 
have heard a lot of models being used about the jobs that are going 
to be created, and we hear models used about how cap and trade 
and renewable can improve the health care of the American people 
and can reduce dramatic weather changes and so forth. 

And we know that with all models there are all sorts of problems 
with models depending on the information that is going in. But I 
wanted to ask you all, you, Mr. Chu, particularly, and Ms. Jackson 
if you had read Gabriel Alvarez’s study. He is at King Juan Carlos 
University in Madrid. And he used empirical data based on the 
government subsidizing renewable energy in Spain, and he came 
up with the conclusion exactly how much every job cost, and I 
know that President Obama in this renewable energy package is 
using Spain as one of the models. But for every job created in the 
renewable energy sector, so-called green job, they lost 2.2 jobs. And 
this is a 50-page empirical study Qiat he conducted. And have ei- 
ther one of you seen his study? 

Ms. Jackson. No, sir, I am not familiar with the study. 

Mr. Whitfield. Were you aware of the study? Had you even 
heard about in? 

Ms. Jackson. Generally, I know that there are many studies out. 
That particular study, I have not reviewed. 

Mr. Whitfield. Well, you have heard time and time again that 
people are concerned about loss of jobs. I mean the issue on cap 
and trade, of course, is that, yes, China, they are not using scrub- 
bers. They are not using carbon capture and sequestration. They 
are bringing on one new coal power plant every 2 weeks. How do 
we deal with that, Mr. Secretary, if we unilaterally move to take 
steps and China and India and other countries are not, how do we 
deal with that? 

Mr. Chu. Well, this is an issue where I believe the United States 
should take a leadership role. The President has emphatically stat- 
ed that, and I actually believe that other developing countries like 
China, Mexico has already stated that they want as a goal to re- 
duce their carbon even though they are a developing country that 
they would like to reduce their carbon emission by 50 percent by 
2050, and I think if China — if the United States does take the lead 
China will follow. 

Mr. Whitfield. Well, I hope that as you work with the com- 
mittee that you all will keep these jobs as a priority because if we 
are losing 2.2 jobs in existing industries as they did in Spain and 
they only picked up one job in green, the economy, then that is a 
losing proposition. And I would also just point out a study that 
Johns Hopkins did, for example, that said if you replace three- 
fourths, for example, of U.S. coal based energy with higher priced 
energy because we are doing to increase the price of energy with 
cap and trade and other things it would lead to 150,000 premature 
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deaths annually in the U.S. alone. Now that was a study at Johns 
Hopkins. Have you all seen that study because we hear a lot of 
henefits, you know, from moving in the direction we are moving but 
this shows the negative aspect of it. Have you seen that study? 

Ms. Jackson. No, Mr. Whitfield, but I would be happy to review 
it. 

Mr. Whitfield. OK. Well, my time is expired. Thank you. 

Mr. Waxman. The gentleman’s time has expired. The chair would 
request of the gentleman that he submit that study because I think 
the committee would like to look at it carefully. Ms. DeGette. 

Ms. DeGette. Thank you, Mr. Chairman. I would like to follow 
up, first of all, on some questions that were being asked that Mr. 
Rush was asking about the effect of this legislation on low income 
individuals. And I am wondering. Administrator Jackson, if you 
could tell us in EPA’s analysis how the discussion draft might af- 
fect the economy and individual households, in particular low in- 
come households. 

Ms. Jackson. Certainly. The overall message from EPA’s mod- 
eling, and again it was based on assumptions from the drafters 
that I can discuss in a second was that the impact is quite modest 
on the economy in general and that the impact on the average 
household annualized over a year, an annualized impact for a year 
is around $98 to $140. 

Ms. DeGette. And why is that? Why is that impact relatively 
modest because to many outside observers they think that this is 
going to present a huge cost burden to American families. 

Ms. Jackson. Well, one of the opportunities and one of the 
things that I know this committee has before it to discuss is what 
happens with the money generated from the allowances. The value 
in the cap and trade system is in this currency called allowances. 
And one of the assumptions we made in the modeling was that 
about 40 percent of that money would go back to the American peo- 
ple to households in the form of rebates. 

Ms. DeGette. So even though the discussion draft is silent as to 
where the allowances would go if the committee made the deter- 
mination to put at least 40 percent back to American families then 
that would help reduce the impact on individual households, cor- 
rect? 

Ms. Jackson. Certainly that is the driver. 

Ms. DeGette. Another question that I have, and this is really for 
Secretary Chu but also either of the other witnesses could answer. 
I am wondering what your thoughts are about how realistic the 
discussion draft’s reduction targets are both near term and long 
term. 

Mr. Chu. I think they are aggressive but I think we can meet 
them. If you look back in history of how we have actually met cer- 
tain things, the Clean Air Act, clean water, how we dealt with the 
ozone layer, invariably what happens especially that aggressive but 
obtainable target of 2050 that you reduce carbon by 83 percent, I 
think it is science and technology that is going to lead the way to 
give us those solutions. In the near term, efficiency will give us 
most of the gains immediately and it will also save us money. 

Ms. DeGette. Let me ask you this question. Much has been 
made by some of my colleagues on the other side of the aisle of the 
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fact that India and China in particular but also other developing 
countries don’t seem to have much of a interest in controlling glob- 
al climate change right now. Is that a reason for us to not move 
ahead with our aggressive goals in the U.S., Mr. Secretary? 

Mr. Chu. The view of China has changed dramatically in the last 
several years. I had the opportunity about a year and a half ago 
to speak with Premier Wen Jiabao for about an hour on this issue. 
They are taking it very seriously because they see the impacts of 
climate change in their own country, and so they are very 

Ms. DeGette. Well, let me stop you. What about India? 

Mr. Chu. India is less far along in this realization. 

Ms. DeGette. So to answer my question then in particular with 
India but to a lesser degree with China and maybe other devel- 
oping countries, is there lack of prioritization of this issue reason 
for us not to move forward? 

Mr. Chu. No. We have to move forward. Right now the United 
States and China represent 50 percent of the carbon emissions of 
the world, and as we go forward we have to take those leadership 
positions. 

Ms. DeGette. Now if, say, we don’t get China participating fully 
although we hope we will, if we don’t get India and the other devel- 
oping countries participating, what is that going to do towards the 
bill’s reduction targets. In other words, are the draft legislation’s 
targets tied to reductions in these third world countries or can we 
maintain some reductions in and of ourselves? 

Mr. Chu. No. I think what the bill is saying is that we will go 
forward and we will start to reduce, aggressively start to reduce 
the carbon emissions in the United States. But in a cap and trade 
scheme, it also provides for offsets. Some of those offsets, much of 
those offsets, will be in the United States to the parts of our coun- 
try, but some of that could also be used to help bring in developing 
countries. 

Ms. DeGette. Thank you. Thank you, Mr. Chairman. 

Mr. Waxman. Thank you, Ms. DeGette. Representative Bono 
Mack. 

Ms. Bono Mack. Thank you, Mr. Chairman. And I thank our 
distinguished panel of experts for their time today, and I just want 
to start by saying my congressional district is probably one of the 
most beautiful congressional districts with all due respect to all of 
my colleagues, and I am extremely proud of the work we have done 
on renewables. We have invested, we believe, if you start at one 
end of my congressional district you will see windmills that we are 
very famous for. You can go to the other end and see a lot of geo- 
thermal capacity and certainly a lot of hope in between for solar 
projects. But, conversely, my congressional district is also one of 
the top 5 hardest hit in the housing crisis. So this legislation is 
keenly important to me and to my district. As a Californian, I be- 
lieve in innovation and I believe there is a lot in this bill that can 
go a long way towards energy independence. I believe there is a lot 
in this bill that will promote the technologies that we all believe 
in. 

But again I have very, very big concerns about the cost and what 
this will do to my constituents. California’s rates are on average 
about 65 percent higher than the rest of the nation for electricity. 
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and this truly can be a matter of life and death for my constitu- 
ents. In the summertime we see the deaths occur for people who 
are afraid to turn on their air conditioning. Years past, we saw a 
flawed deregulation bill in California that created vast, unattended 
consequences where we saw rolling blackouts, and we saw what 
flawed policy, whether it be out of Sacramento or Washington even- 
tually, can do to harm people. 

So my concerns in this bill I believe has been well known and 
my colleague, Mr. Upton, has asked each of you answer the ques- 
tions in writing about what will this do for the cost of energy on 
our consumers, and I look forward to seeing those answers from all 
of the panelists. I would like to know from Administrator Jackson 
the EtJ, California’s AB-32, the Western Climate Initiative, and 
Northeast RGGI system all handle transportation fields outside of 
the cap and trade program and in the case of California in par- 
ticular works with fuels through a low carbon fuel standard. We 
have portions of both approaches in this draft legislation. Is it your 
opinion that putting fuels under the cap and trade is the right ap- 
proach or can we separate fuels out with a low carbon standard? 

Ms. Jackson. My opinion is that it is extraordinarily important 
that we deal with transportation fuels and that we do it in a way 
where we see meaningful reductions in the carbon foot print of 
those fuels like a renewable fuel standard, like the low carbon fuel 
standard which are in this bill. I do believe that there are alternate 
approaches, and I think the committee will have the opportunity to 
discuss that and find the most effective way of dealing with it. And 
I think anything EPA can do to assist you in those discussions we 
are happy to. 

Ms. Bono Mack. Well, you can start by answering a question, 
should it or should it not be under an economy wide cap and trade 
system? 

Ms. Jackson. Well, I think that it can be addressed either way 
and I don’t think there is a right or a wrong. I think that it should 
be evaluated and discussed in terms of what gets the best result. 

Ms. Bono Mack. Secretary LaHood, I am a firm believer that the 
new clean diesel needs to be a little bit more thoroughly discussed 
in Washington that there is great promise in clean diesel but I 
might be entirely misguided. I would love to know your thoughts 
on clean diesel, and if there is a role whether it be under low car- 
bon fuel standard or just increased CAFE where clean diesel might 
fit in. 

Mr. LaHood. First of all, I will agree with you that you have one 
of the most beautiful districts in the country, and some of the most 
beautiful golf courses too, by the way. But I am not prepared to 
talk about the diesel standard. I don’t know whether Secretary Chu 
or Administrator Jackson can do that but I would be happy to get 
back to you after I look into it. That is not something that I have 
expertise in. I don’t know if either one of these two folks want to 
say something about it not. 

Mr. Chu. Yes. I think the Department of Energy is certainly 
funding programs that develop clean diesels. As you know, there 
has been a change in the technology in diesels and moderate size 
diesel engines can now satisfy the very stringent California EPA 
rules on particular matter on NOx that we didn’t think was pos- 
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sible 5 or 10 years ago. I should also say that I am very proud of 
the fact that the Department of Energy funded a program that 
works with Sandia Lahs with Cummings that makes large diesel 
engines to actually use high performance computing to design a 
cleaner diesel and it actually reduced the design time hy 15 per- 
cent. The engine was designed in software and huilt and said it 
satisfies our design goal and they went into production. So clean 
diesel is something that we will he investing in. 

Mr. Waxman. The gentlelady’s time has expired. 

Ms. Bono Mack. Thank you. 

Mr. Waxman. Representative Green. 

Mr. Green. Thank you, Mr. Chairman. Like our colleagues, I 
would like to welcome our new secretaries, and particularly our 
former colleague, Ray LaHood. Ms. Jackson, the EPA produced a 
preliminary analysis of the economic impact of the discussion draft 
that was publicized yesterday and the analysis did not measure the 
overlapping impacts of a carbon cap, the renewable electricity 
standard, the efficiency standards, the new plant regulations, and 
low carbon gasoline program. From what I understand, it was a 
preliminary draft and when can we expect the analysis measure 
that includes all parts of the bill taken together? 

Ms. Jackson. Well, I think that we will be happy to provide ad- 
ditional modeling analysis once the bill is ready, once you have an 
actual bill. It was a discussion draft. It was incomplete. EPA was 
asked by the drafters to model a narrow portion of it, and as I men- 
tioned we had to make quite a few assumptions to do that, but 
EPA stands ready to provide additional modeling analysis at the 
request of the committee. 

Mr. Green. I appreciate it. In fact, since we are going to mark 
up in our subcommittee next week, I don’t know if we can get those 
specifics to you because some of those decisions are being made 
now but I appreciate the update on the analysis. The discussion 
draft both regulates refining through a carbon cap and imposes a 
new gasoline standards for carbon essentially regulating these 
fuels twice. Last year, when the Senate considered a climate bill 
their estimates of gasoline price increases as high as 129 percent, 
and of course last year’s price of gasoline was $4 so 129 percent 
was very substantial compared to what gasoline may be today. 

My question for both EPA and DOE, would EPA and DOE per- 
form an analysis of the case prices and supply that considers the 
impact of the implementation of the second stage of the renewable 
fuels program, the new low carbon program, and the carbon cap be- 
fore we mark up the legislation. Is that possible that would look 
at both of those, the new low carbon program and the carbon cap 
before we get to a markup on the legislation? 

Ms. Jackson. Are you asking about the low carbon program in 
this bill, sir? 

Mr. Green. In this bill, the low carbon program in this bill, along 
with the other requirements that we are going to have on refining 
capacity and ultimately the price of fuel. Does EPA and DOE have 
the capability to do that? 

Ms. Jackson. I know that EPA’s capabilities are focused around 
the impact of the cap and trade on emissions and then allowance 
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prices, but I am certainly happy to work with the Department of 
Energy to make sure we get you whatever we can. 

Mr. Green. Secretary Chu, is that possible? 

Mr. Chu. Pardon? Is what possible? 

Mr. Green. Since we had some estimates in the Senate last year 
on the climate change bill as high as 129 percent gasoline cost in- 
creases, does DOE perform an analysis of the gasoline price and 
supply that considers the impact of the implementation of the sec- 
ond stage renewable fuels program, the new low carbon program, 
and the carbon cap before we have an opportunity to mark up the 
legislation? 

Mr. Chu. Yes. We will get the EIA and we will get you that in- 
formation. 

Mr. Green. Thank you. I guess this one is for Dr. Chu, Secretary 
Chu. In testimony you talk about the Administration believes the 
renewable electricity standard could help create a stable invest- 
ment environment for America’s innovators to do what they do 
best, create new jobs and entire industries. And I know coming 
from the State of Texas, we don’t have a percentage. I know the 
bill calls for 25 percent renewable electricity standard. The House 
in 2007 passed a 15 percent renewable electricity standard that in- 
cluded electricity efficiencies. Why is the difference to have a na- 
tional standard as compared to what a lot of states are doing? 
Some particularly in the south have hard kilowatt hours that they 
say this is what we are going to use from renewable electricity. 
And Texas is a good example because of growth in wind power. But 
why do we need a national standard to allow the states who are 
already doing it? 

Mr. Chu. Well, surprisingly when I — or maybe not surprisingly, 
but when I meet with industry representatives many of the indus- 
tries’ representatives who are in these renewable energies want a 
national standard. It creates a uniform basis with that plus trading 
and the option for states to do this will create a market so that 
people who want to develop these new industries and further ad- 
vance and deploy them will say that we have a market that we can 
make these hundreds of millions of dollars in investment across the 
country. 

Mr. Green. My colleague. Congresswoman DeGette, from Colo- 
rado pointed out some of the concerns I think some of us may have 
about international agreements because I represent an area that is 
refining capacity and the refining that we do in Houston, Texas 
could easily be transferred to China or India or Libya or Saudi Ara- 
bia who would love to enhance their product. Instead of being crude 
oil suppliers, they would love to be refined product suppliers. Our 
concern is that the United States needs to be a leader, but we also 
need to recognize that some of the requirements we do similar to 
what our trade legislation has in the past that even if a country 
has very strong environmental laws they are typically not enforced. 

Don’t you think particularly dealing with climate change and car- 
bon because if a ton of carbon goes up in Houston, Texas and a ton 
of carbon goes up in China, it is basically the same on the world- 
wide impact unlike some of our other pollutants. Do you feel like 
this legislation, at least the draft that we have now, is strong 
enough in dealing with not only the United States leading but also 
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bringing the developing world along in trying to make sure that we 
don’t have that dislocation of some of our basic industries? 

Mr. Waxman. The gentleman’s time has expired, but we would 
like to ask the witnesses to answer. 

Mr. Chu. Very briefly, I think this is the reason why this bill is 
advocating cap and trade, the cap and trade allowances begin in 
developing countries. I think the Administration wants to work 
very much with this committee on deciding how to dispose of the 
allocations. We already talked about the sensitivity, the most vul- 
nerable parts of our society, and also there is a sensitivity with re- 
gard to the heavily energy intensive industries, so this is some- 
thing the Administration will work with the committee in dealing 
with these issues. 

Mr. Waxman. Thank you, Mr. Green. Mr. Walden. 

Mr. Walden. Thank you very much, Mr. Chairman. And I want 
to thank our panelists for being here today. The first question I 
have given the complexity of this legislation, I just want to make 
sure each of you has actually read the draft bill in its entirety. Can 
you give me a yes or no, have you read it in its entirety? 

Mr. LaHood. I haven’t had time to read all 600 pages. 

Mr. Walden. 648, but that is 

Mr. LaHood. I have not had time to read all 648 pages. 

Mr. Chu. Neither have I. 

Mr. Walden. Ms. Jackson. 

Ms. Jackson. Nor have I. My staff have certainly read through 
it. 

Mr. Walden. OK. Well, then I want to draw your attention to 
a couple of issues. First of all, I come from a district that is very 
rural, 70,000 square miles, home to 11 national forests where we 
have all kinds of catastrophic fires and enormous overgrowth of 
wood fiber. Is there a scientific reason. Dr. Chu, for excluding 
woody biomass off federal land under the definition on page 8 of 
biomass, and why would the Administration support that exclu- 
sion? 

Mr. Chu. Well, the Administration will be working with the draft 
of this bill. 

Mr. Walden. Do you support this draft? Do you support the defi- 
nition of biomass as found on page 8? 

Mr. Chu. I would certainly look forward to working with you in 
terms of looking at how biomass is defined. 

Mr. Walden. OK. Well, biomass is defined right now on page 8 
as you couldn’t take any of this off federal land. Federal land is 
completely excluded. I would love to know the scientific reason for 
doing that. Second, there are all these other definitions that pri- 
vate timber growers in my part of the world tell me would basically 
make it impossible for them to participate in woody biomass devel- 
opment. Whether that is a chip plant, whether that is a pellet 
plant, whether that is — all this stuff is being invested in right now. 
Our department of environmental quality in Oregon says basically 
there is virtually no emissions from heating sources that come that 
are heated with the wood pellets. This is a disc. They want to make 
these in my district using woody biomass off private and federal 
ground, put it in a mix with coal burning power plant reduce car- 
bon emissions and improve efficiencies, and yet under this legisla- 
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tion you couldn’t do that. It wouldn’t count. Let me move on to 
hydro. Is hydro renewable or not? 

Mr. Chu. Hydro power is renewable. 

Mr. Walden. Can you give me the scientific reason for why 
hydro power prior to 2001 is not renewable in this legislation? 

Mr. Chu. I think whether it is included in this legislation or not 
just like the definition of biomass is not a scientific question. 

Mr. Walden. OK. I agree. So there is no scientific reason. It is 
a political reason. 

Mr. Chu. I think the issue here with hydro power one wants to 
encourage new forms of renewable 

Mr. Walden. OK. Let me go to that. Page 11, new forms. It says 
the hydroelectric project installed on the dam is operated so that 
the water surface elevation at any given location and time that 
would have occurred in the absence of the hydroelectric project is 
maintained subject to license, et cetera, et cetera. Now my under- 
standing, we have a lot of wind energy in my district. All this en- 
ergy is with the hydro system being able to store water when the 
wind is blowing and be able to balance out the load. This is Bonne- 
ville Power. Apologies to my colleagues here. This is wind energy 
1,000 megawatts that dropped to 0. This is the hydro system. Now 
is there any way that new hydro could be used to balance out wind 
energy if the pool level cannot be modified? 

Mr. Chu. Actually, I think that the — especially in Oregon and 
with Bonneville Power Administration, this is something I heartily 
not only support but am encouraging them to look at pump storage 
as a method of storing wind energy. 

Mr. Walden. Right. And I don’t have any problem with that. I 
think it is great but you are going to store that behind some dam, 
right? 

Mr. Chu. That is correct. 

Mr. Walden. You are going to affect the level somewhere, aren’t 
you, if you have hydro, if you had a hydro facility? Could we meet 
this definition that says at no time and in no location behind a fa- 
cility that the water level could change because you added hydro? 
How would you read that? 

Mr. Chu. Well, I must confess I am not familiar with this par- 
ticular part of the 

Mr. Walden. Page 11. And with all due respect, I am going to 
move on because I only have 40 seconds. Back to Ms. Jackson. In 
your EPA evaluation of the cost of this legislation, you only in- 
cluded, if I heard you correctly, the cap and trade provisions, cor- 
rect, in your analysis? 

Ms. Jackson. Correct. EPA was asked to model the impact of the 
cap and trade. 

Mr. Walden. OK. So in your model since I have not had a 
chance to read through it, what percentage do you allocate to auc- 
tion, what percent were allocated credits, and what cost per ton of 
carbon did you factor in your model? 

Ms. Jackson. The allowance price that came out of EPA’s anal- 
ysis in 2012 is $12 to $15 a ton, $17 to $22 a ton in 2020. And I 
forgot the other part of your question. 

Mr. Walden. Percent of auction and percent of allocation. 
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Ms. Jackson. The model did not, I believe, I can double check 
this for you, but I don’t believe that question needed to be an- 
swered in order for the modeling to occur. I will double check. 

Mr. Walden. Because that hasn’t been answered in the draft 
text either. 

Mr. Waxman. The gentleman’s time has expired. 

Mr. Walden. Thank you, Mr. Chairman. I thank the witnesses. 

Mr. Waxman. Ms. Capps. 

Ms. Capps. Thank you, Mr. Chairman. I want to just take a sec- 
ond to continue for my friend, Mr. Walden, from Oregon. I grew up 
in the shadows of Grand Coulee Dam and we do have a lot of hydro 
energy in this country, and I know this discussion is what we 
should be doing this as a draft bill. My thought would be that if 
we counted everything we already have it would less incentivize us 
to go forward, and this legislation, I would hope, from my reading 
of it is something that we want to push us forward, and then at 
some point we will have a debate about what counts from what we 
already have just for starters. 

As the 39th Earth Day was celebrated on Sunday in my district, 
there was a lot of enthusiasm and anticipation that this year could 
mark a big turning point, that we are finally addressing in a very 
significant way some longstanding energy issues and the challenge 
now of global warming. A question quickly for each of the 3 of you. 
Secretary Chu, one of the important features of the discussion draft 
is that it is a very comprehensive approach to our energy problems 
and one title devoted to clean energy, deployment which will help 
us win the race against China and other countries to establish 
leadership in clean energy technology. Title 2 on energy efficiency, 
a huge title also, and Title 3 that sets up a system to reduce global 
warming pollution and hold energy companies accountable. And, fi- 
nally, a title seeking to protect consumers as well as our industries 
as we transition to this new energy policy huge shift in the 21st 
century. 

A lot of people have been arguing that this is taking on so very 
much, that this comprehensive approach is way too much, that we 
should parse these out. Can you give us a brief but compelling rea- 
son why it is important to address these in a comprehensive way? 

Mr. Chu. I think it is because again going back to what the 
President has said. We have been doing this piecemeal for decades, 
and, quite frankly, because there are going to be trade offs here, 
there, and everywhere, so I commend this committee and the chair- 
man on actually moving forward with a comprehensive bill. This is 
what the country needs. 

Ms. Capps. Thank you very much. Administrator Jackson, the re- 
cent endangerment finding is showing that greenhouse gases in- 
deed do threaten the public’s health and welfare. And, you know, 
despite our very best efforts in this bill and other legislation as 
well, the climate is changing, has caused effects and will despite 
these efforts continue to do so, and that is why — I am a public 
health nurse by background, and I am committed along with you 
and others to ensuring that this legislation helps the American 
public and also helps developing countries adapt to the public 
health impact of climate change. I actually have some legislation 
to introduce separately on this topic. What are some significant 
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and targeted investments such as monitoring, planning, education, 
and so forth that would ensure that we promote and protect public 
health in a changing climate? 

Ms. Jackson. Well, one of the easiest investments that can be 
made is communities or governments investing in heating centers 
or places that protect people from extremes of climate. If we are 
looking at warming in areas, we have seen the impact, literally 
deaths, that happen in heat waves, and one of the ways that can 
easily be addressed is by making climate centers or comfort cen- 
ters. You see that especially in urban areas. And on top of that, I 
think you mentioned education. First, public health professionals 
are on the front line of this so I thank you for your work, and edu- 
cating people about how to deal with changes in the climate and 
how to, if they have health effects that are going to be exacerbated 
by that how to be aware and alert, not unlike we do with ozone 
alert days making them understand what is coming so that they 
take care of themselves is probably one of the first ways to keep 
you from having to take care of them first. 

Ms. Capps. Thank you. Thank you so much, and there is more 
to come, I know. But, finally. Secretary LaHood, our former col- 
league, the average person in the United States now spends about 
20 percent of their income per month on transportation largely on 
maintaining and driving personal vehicles. What are some specific 
ways this legislation will help invest in people’s ability to take 
more affordaWe low carbon and transportation opportunities? 

Mr. LaHood. We think that there are opportunities to develop a 
concept called livable communities where you provide opportunities 
for people to get out of their automobiles, they want to walk to 
work, ride their bike to work, take a light rail to work, take a bus 
to work, and the model for this really is Portland, Oregon. They 
have done a marvelous job in really creating an opportunity for 
people to get out of their car and have opportunities. And we are 
working with the Secretary of HUD in developing a program that 
I hope can be included in the authorization bill of transportation 
and also a program under HUD to really move forward with livable 
communities and create some models around the country and some 
pilots around the country to form different alternatives to people 
just using their automobiles. 

Obviously, the announcement the President made on high speed 
rail, the work we are doing with transit districts under the Eco- 
nomic Stimulus Bill for more buses, cleaner buses, and the oppor- 
tunities for light rail, we think this is our opportunity in transpor- 
tation and HUD to work with this committee to create opportuni- 
ties for people to use alternatives other than automobiles. 

Ms. Capps. Thank you very much. 

Mr. Waxman. Thank you, Ms. Capps. Your time has expired. Mr. 
Terry. 

Mr. Terry. Thank you, Mr. Chairman. Mr. LaHood, my first 
question is for you, and this is a parochial question more than any- 
thing that has to do with cap and trade. But in the stimulus bill 
to our metropolitan area transit company buses, all we get is buses. 
We don’t get rail in our area. We are only a metropolitan area of 
700,000 so we don’t qualify. Our bus company is trading out their 
older diesel for just a newer brand diesel, not a cleaner energy, not 
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natural gas. Is that the intention of the stimulus dollars is just to 
let them trade out different one piece of diesel equipment for an- 
other piece of diesel bus? 

Mr. LaHood. The transit portion of the Economic Recovery Plan 
is our ability to work with transit districts around the country that 
want to buy new vehicles, build facilities whether they be bus fa- 
cilities or bus shelters or facilities where 

Mr. Terry. So the energy efficiency aspect isn’t a criteria? 

Mr. LaHood. I visited a bus company in St. Cloud, Minnesota, 
and the orders for these buses are way, way up. If they are build- 
ing — 

Mr. Terry. But I just want to know if energy efficiency or clean 
energy is part of the criteria. I thought this was a softball question. 
I didn’t know it was difficult. 

Mr. LaHood. Our people in the Federal Transit Administration 
are encouraging transit districts to buy fuel efficient buses for their 
transit districts. 

Mr. Terry. OK. I appreciate that. Dr. Chu, real quick, this isn’t 
even a question, just my rhetoric, but you said in your opening 
statement that you know coal is going to continue to be an energy 
source but we hear statements about cap and trade being used as 
a tool to force out coal as a fuel and even President Obama said 
when he was campaigning that under my plan of cap and trade 
system the electricity rates would necessarily skyrocket so if some- 
body wants to build a coal plant they can. It is just that it will 
bankrupt them because they are going to be charged a huge sum 
for all of the greenhouse gas that is being emitted. So you can see 
when the President makes statements like that that there is some 
cynicism when we hear about, well, coal is still going to be a fuel. 

Now, Administrator Jackson, does setting the rate at $11 or $12 
per ton of CO2 meet the Administration’s goal of bankrupting coal 
fired plants? Does that meet their goal? 

Ms. Jackson. The Administration has no goal that is nefarious 
for coal. The President is on TV in ads. I see him talking about 
clean coal and how clean coal is crucial not only for the environ- 
ment but to create jobs and make coal which is right now 50 per- 
cent — 

Mr. Terry. I am going to interrupt because I only have a minute, 
45. Methane is a greenhouse gas that is in here, and it is reported 
that methane is going to be calculated at a time of 25 times the 
potency of CO2. Can you point me to a scientific study that says 
methane is 25 times more potent than CO2 as a greenhouse gas? 

Ms. Jackson. I would be happy to give you scientific backup for 
that statement. 

Mr. Terry. I would appreciate that. Last, in regard to methane, 
what industry do we have in the United States that has to worry 
about methane emissions? 

Ms. Jackson. Well, methane is natural gas, CH 4 , so the natural 
gas industry obviously if any leaks in many states addressing leak- 
age from natural gas pipelines is one vey quick and important way. 
The other are landfills, landfills gases in our country. As food 
waste decays, as organic waste decays it makes methane. And pre- 
viously that has been vented 
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Mr. Terry. What is the largest emitter of methane gas in the 
United States? 

Ms. Jackson. It may well be livestock. 

Mr. Terry. Welcome to Nebraska, the cattle state. OK. Is it then 
the EPA’s plan to start regulating the methane from cattle emis- 
sions? 

Ms. Jackson. EPA has no plans to regulate cattle emissions. 

Mr. Terry. But there is nothing in this bill that exempts cattle? 

Ms. Jackson. This bill takes regulation of greenhouse gases for 
sources into this bill away from the Clean Air Act, and it is the 
Clean Air Act threat where people have spun these ridiculous no- 
tions of EPA taxing cows or regulating 

Mr. Terry. Well, that has been stated by publicly elected officials 
from Congress so it is not spun stories. But the point is about if 
nothing is in this bill that exempts the cattle industry, won’t cattle 
have to be regulated? 

Ms. Jackson. I do believe there is an exemption but I will check 
on that. Obviously, this discussion draft it meant to make sure 
those interests are protected. 

Mr. Waxman. Just on that point for the gentleman’s information 
only very large sources are covered by this and there is a specific 
exemption for what would be considered cattle. We now go to Ms. 
Harman. 

Ms. Harman. Thank you, Mr. Chairman. I recall in the last cen- 
tury when Ray LaHood and I had offices next to each other in the 
back of the back of the Cannon Office Building. Mine at least was 
contiguous space. His was divided by some kind of a construction 
barrier. My guess is that his digs have improved. I would like to 
welcome this panel and say how impressed I am by your creden- 
tials and experience on this issue. You can play a big role in guid- 
ing us, helping us, and helping the Administration to fashion the 
right legislation, the right comprehensive legislation on climate 
change. I want to hold up my regular prop which is the U.S. CAP 
blue print for legislative action. U.S. CAP is testifying in the next 
panel, but I want to say how impressed I am that a diverse group 
of industry and environmental representatives has developed a con- 
sensus on basic principles, and then how impressed I am that this 
committee has used this as the basis for the bill. 

I just want to ask you briefly to comment on whether you agree 
that U.S. CAP has played an important role here and whether you 
agree that these consensus principles which are not partisan are a 
very useful starting point. Let us start with Ray LaHood. 

Mr. LaHood. I am going to defer to these other two folks but I 
know from discussing this with staff that they have played a very 
valuable role. 

Ms. Harman. Thank you. Dr. Chu. 

Mr. Chu. My understanding is that document says — I haven’t 
read it in detail, but my understanding is that document says that 
14 to 20 percent reduction in carbon emission by 2020 is economi- 
cally possible to the United States, so that statement alone coming 
from industry is a very powerful statement. 

Ms. Harman. Secretary Jackson. 

Ms. Jackson. I certainly agree with my colleagues. 
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Ms. Harman. Thank you. Now, Dr. Chu, welcome to a fellow Cal- 
ifornian. Your experience in California is very valuable to those of 
us from California, but I think also to this effort since California, 
as everyone here knows, has been the leading state in terms of 
strict environmental regulation. There was a New Yorker article in 
December entitled Note to Detroit, Consider the Refrigerator. And 
this is a story by you, little profile, little picture of you here, and 
the experience of California which set out to regulate the efficiency 
of refrigerators. Of course, the industry objected but then, guess 
what, engineers rather than lobbyists figured out whether compli- 
ance was possible and now lo and behold the size of the average 
American refrigerator has increased by more than 10 percent while 
the price in inflation adjusted dollars has been cut in half 

Meanwhile, energy use has dropped by two-thirds. I tell this 
story. Dr. Chu, because you had a role in this. You talked about 
it. In this bill in the efficiency sections we have some new bipar- 
tisan standards on regulating the efficiency of outdoor lighting, and 
we also have a cash for clunkers provision which would encourage 
folks to trade in old clunker refrigerators and appliances, trade 
them in, get ride of them, not plug them in in the basement, in ex- 
change for efficient appliances. And I just welcome your thoughts 
and thoughts by anyone else on the panel about these provisions 
and the experience that California has had regulating the efficiency 
of appliances. 

Mr. Chu. Well, the refrigerator story is one of several stories but 
in fact the efficiency has gone up so that the present day refrig- 
erators are using one-quarter of the energy they used in 1975. In 
fact, it was the anticipation of regulations, the regulations didn’t 
start for several years, but as soon as the manufacturers realized 
that they couldn’t go to either party that both parties in California 
strongly supported these regulations the efficiency immediately 
started improving. The reason the price went down inflation ad- 
justed by a factor of 2 was because the better insulation and the 
smaller compressor of the refrigerator led to a reduction in the 
price. 

Now I cannot emphasize how important this was. If you look at 
the energy saved today, we have roughly 150 million refrigerators, 
the energy we are saving today relative to the 1974 standards are 
actually more energy saved than all of the wind and solar energy 
we are now producing in the United States, just refrigerators alone. 
And so we can do similar dramatic improvements in building effi- 
ciencies, transportation. Building efficiencies can be even a bigger 
success story than refrigerators. 

Ms. Harman. Any other comments? 

Mr. Chu. Well, I can go on and on. 

Ms. Harman. No. I was asking the others. Secretary Jackson. 

Ms. Jackson. Well, he is certainly the expert, but I think that 
story is repeated over and over again that often times the move- 
ment toward regulation and the call for national standards unlocks 
innovation. I am an engineer, you know unlocks engineers to move 
to where the market is going to be and unlocks the private sector 
investment to do it. We have seen it with cars. We have seen it 
with the phase out of gases that affect the ozone layer. Every time 
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we have a challenge once we make up our mind we are going to 
do it innovation kicks in and makes it a lot cheaper and quicker. 

Ms. Harman. Thank you so much. My time has expired. I just 
add that we are now seeing it with indoor lighting which this com- 
mittee regulated a couple years ago and California is moving on to 
clunker television sets. Thank you, Mr. Chairman. 

Mr. Waxman. Thank you, Ms. Harman. Mr. Rogers. 

Mr. Rogers. Thank you, Mr. Chairman. You know, one of the 
things Ms. Harman and I are working together on an incentive pro- 
gram to get us there, and when you look at the places where we 
provided incentives the market kicks in faster, cheaper, better. And 
I get a little worried that this is a huge government mandated pro- 
gram that is very complicated. Who is involved in the trading? Who 
actually determines at the end of the day what the value of CO 2 
or methane is? How do you quantify it? So a lot of the jobs we are 
talking about are going to be folks who aren’t really producing any- 
thing but they are going to be living on the backs of those who are 
producing something because the government mandated a system 
that really hasn’t been flushed out all that well. 

And I would hope that we would stop and pause for a minute 
and try to find ways to incentivize people. I had a bill in 2006, an 
energy star system for servers, computer servers, because the larg- 
est growing energy use in the United States at that time were serv- 
er parts. And lo and behold built on an incentive system, it has 
radically changed the way — now they advertise on those servers 
which are the most efficient servers, and it changed the way. If you 
talk to the people in the industry, they say it absolutely changed 
the way we buy, produce, sell servers. Fantastic. We didn’t man- 
date anything. And it concerns me for a couple of reasons. 

And I wanted to talk to the Secretary for a minute. I come from 
Michigan. Nobody is hurt more in this economy than we are, and 
to say that this Administration has done more for the car compa- 
nies than anyone else is a bit shocking to us who live there. And 
I will give a couple examples. They went in and the guy who cut 
the work force from General Motors in half got concessions from 
the union, produced the Car of the Year last year, the GTS Cad- 
illac, oh, by the way, produced the Car of the Year, the Malibu, 
both of which are built in my district, by the way, this year. The 
government came in and said you got to go, you are fired, oh, and 
take the board with you and you have 30 days for a viability plan. 
That is pretty hard to recover from when you are going through all 
of those tough times. 

And, oh, by the way, they have more cars that get over 30 miles 
to the gallon than any other car company period in the world. The 
government didn’t do that. They did that. The Chevy Volt, which 
Mr. Dingell so aptly talked about will revolutionize the way we 
think about commuting and how we power our cars. It is the first 
time it is an electric driven engine that is charged by gasoline 
versus the other way around, which really radically departs even 
from hybrid technology, very exciting. Billions and billions of dol- 
lars of research, decades, they were ahead of the curve. And what 
do we do? We come to this committee and kick them around. They 
finally the attention of the American people. Really? 
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In 2007 they mandated $80 billion in cost on these car compa- 
nies. Gasoline went to $4.50 and they are struggling to make it and 
we are losing jobs as fast as we can count them. So be careful when 
you tell us that. The proposal for cap and tax will raise the energy 
rates for producing everything in the United States of America. 
Secretary Chu, you mentioned that, gee, if we raise the rates of 
gasoline it is going to hurt average Americans. Absolutely right. If 
we dramatically raise the rates of electricity, we will not be com- 
petitive when it comes to building anything in the United States. 
It is an attack on the middle class. 

It is an absolute slap in the face to everybody that got up and 
built good cars or they built houses or they got in their car and 
drove somewhere to build something of use in the United States. 
And guess what India said this week? They are not going to play 
along. Go ahead. United States, make yourself uncompetitive be- 
cause we have got lots of mouths to feed and we would love to be 
the new center of the middle class in the next several hundred 
years. I am just shocked that you would say that about a company 
who has done so much to survive and will lead the way in 2011 
when that Chevy Volt rolls off the line. Also, in the new proposal 
there is an inventory tax increase. And if you produce anything in 
a just in time manufacturing system, you are going to be hurt by 
this inventory tax increase so manufacturers are going to take it 
on both ends of this. 

That is very frustrating to those of us who represent lots of peo- 
ple who believe that the middle class is important. I had questions 
but the fact that you stand before us and tell us that you have done 
more for the automobile companies than any other administration, 
as you can tell put a burr under my saddle. We certainly don’t 
think so, and we would hope that you would look at every job lost. 
You talk about green jobs created. You forgot to tell us how many 
manufacturing jobs go overseas, and we know there is a bunch of 
them. So, Mr. Chairman, I would argue we better go slow and we 
better worry about the middle class in this country that is quickly 
evaporating because of all of the weight and burden we are putting 
on their ability to produce anything in the United States. 

Mr. Markey [presiding]. The gentleman’s time has expired but. 
Secretary LaHood, if you would like to make a comment, we would 
allow you to do so. Thank you. The chair recognizes the gentleman 
from Washington State, Mr. Inslee. 

Mr. Inslee. Thank you. I am from Washington. I just want to 
tell you I got some constituents who are so happy you 3 are here 
today. They have been waiting for you to get to Washington, D.C. 
The obvious one is Dennis Hayes, one of the two co-founders of 
Earth Day, but the non-obvious ones are the people at the Sapphire 
Energy Company, which are developing algae based biofuels which 
have 0 net CO 2 emissions, the people at Infinia in Washington that 
have developed a sterling engine based solar power system, the 
people at AltaRock in North Seattle which are developing one of 
the world’s leading engineer geothermal systems, the people at 
McKinstry that is the world leading energy efficiency contractor 
really probably in the world, the Better Place people that are devel- 
oping an electrical infrastructure for electric cars, the Ramgen com- 
pany in Bellevue Washington, which has developed a way to se- 
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quester CO2 so we maybe can use coal cleanly and create hundreds 
of jobs in this country. These people are thrilled that you are here 
to promote these job creation exercises. 

Now we have heard on many occasions people have said that 
President Obama said that this was going to be bad for the econ- 
omy some time. I have heard him say repeatedly that in fact this 
bill is going to grow jobs and ultimately be good for the economy. 
I think this bill has been quite well balanced because it speaks to 
multiple technologies and multiple ways to create jobs. It hasn’t 
just picked favorites. Is that a fair assessment of this? I will just 
ask Dr. Chu that. 

Mr. Chu. Yes, it is a fair assessment. I would also want to em- 
phasize that it is looking towards the future. To use a sports anal- 
ogy, when Wayne Gretzky was asked how come he was such a mor- 
tal hockey player he said because I skated to where the puck will 
be, and I think this bill actually brings that — it positions America 
to go to the future and for the jobs of the future. 

Mr. Inslee. I want to ask you about the low carbon fuel stand- 
ard. I think an important portion of this bill that will promote the 
development of low carbon emitting fuels. We have tried to address 
this so that it is consistent with the other parts of the bill or other 
regulatory systems. For instance, it does not kick in effectively 
until the renewable fuel standard essentially expires so we have 
tried to tailor it in a careful fashion. It also really drives on the 
European experience that a cap and trade bill while very important 
is not the only game in town, and I think their experience is you 
have to take multiple approaches to this big challenge, not just a 
cap and trade system. I just wonder if you have any comments, ei- 
ther Dr. Chu or Secretary Jackson, in that regard. 

Ms. Jackson. I absolutely agree that the design of the discussion 
draft is such that it phases the low carbon fuel standard in after 
the renewable fuel standards that are authorized also by a law of 
Congress are done. And I could not agree more that experience has 
shown that a cap and trade program while an extremely powerful 
tool to harness the kind of private capital that you just referenced 
in your opening remarks and certainly that is the key. The key is 
to make those who are investing in green energy future able to do 
it in a way that they know with certainty that this country is turn- 
ing its gaze towards that. It makes the private sector full partners 
in the game, and I think it is part of why U.S. CAP — it is not just 
the big companies of U.S. CAP who have done extraordinary think- 
ing on this in partnership with NGOs, but also the smaller folks. 

Mr. Inslee. Thank you. I will take that as an answer. I do want 
to ask one more question. The longer I look at this, it becomes ap- 
parent that our ability to really maximize these clean resources of 
solar and wind and hydrokinetic and the like depends on the devel- 
opment of a grid system fit for this century which we do not have 
today. I think one of the great quotes I have heard is that the bad 
news is that Thomas Edison would recognize our grid system. This 
is not really a salutary remark. One of the things I hope we can 
work on in the development of this bill is a way to increase the 
ability to cite increased transmission systems so that we can access 
the solar in the southwest and the wind in the Midwest and the 
off shore wind and the hydrokinetic to move it where we need it. 
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but we have some proposals to try to have back stop authority for 
the federal government to assist the siting of transmission in the 
event that we can’t do it through sort of the typical channels. 
Would you encourage us in that regard? Any comments you have, 
I would appreciate it. Dr. Chu, perhaps you want to 

Mr. Chu. I would encourage you to try to develop this. I think 
you are quite right. As we go forward and develop renewable en- 
ergy that we have to concurrently develop a new transmission sys- 
tem that can handle that. The fact that wind and solar are variable 
means that you have to have a much more robust system that is 
able to port energy very rapidly from different parts of the country, 
so increased siting authority is one element. It can’t be the only 
element because after all just with increased siting authority alone, 
I think there has to be other elements that would help encourage 
the states and local areas to allow that, but is a very important 
part of our way into the future. 

Mr. Inslee. We hope you will continue to encourage us all. 
Thanks very much. 

Mr. Waxman. Thank you, Mr. Inslee. Ms. Blackburn. 

Ms. Blackburn. Thank you, Mr. Chairman. Thank you all for 
your patience this morning. Ms. Jackson, I wanted to talk with you 
a little bit about your pronouncement of regulating CO 2 under the 
Clean Air Act and that you could do that or the agency could do 
that with or without Congress and our consent, and I would like 
to know what your time table is. How do you see the agency mov- 
ing forward on that regulation? 

Ms. Jackson. I would certainly like to just clarify that. It is not 
with or without Congress’ consent. It is actually the Clean Air Act, 
the law passed by Congress and signed by the President, that com- 
pels us to and the Supreme Court’s interpretation of the Clean Air 
Act that compelled EPA to make a finding, and it is a proposed 
finding. As far as time table, that time table starts with the pro- 
posal and a 60-day public comment. If it is finalized, and pre- 
suming it is finalized regulatory action would proceed after that. 
The history of the Clean Air Act, which is a good guide, is that pro- 
posed regulations under that Act take months to propose and, you 
know, after that the process 

Ms. Blackburn. OK. Let me ask you this then. With whatever 
emission standard that you use in that as you go through that pe- 
riod, will sectors of the economy such as Mr. Terry was talking 
about farming, and we all have great concerns about farming. 
Right now, building construction, we have tremendous concerns 
about that. Are they going to be forced to meet that standard? 
What do you see coming out at us through that? 

Ms. Jackson. If there is regulation under the Clean Air Act in 
the future, if that happens, EPA would move as it does on other 
regulations to look at the largest sources first, and in our economy 
the largest sources of greenhouse gases are mobile sources, auto- 
mobiles, and trucks, and then the large stationary sources, espe- 
cially the power generation sector, so I think we could expect that 
if there were regulations that would be where EPA’s first regu- 
latory actions would be. And, again, I don’t believe we would ever 
get to the small sources. I think those discussions are really being 
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made to scare people with a very unlikely future instead of focus- 
ing on the big issue which is cars and power generation. 

Ms. Blackburn. So you see it affecting cars. Would you apply 
that also to this bill in addition to your actions under the Clean 
Air or your proposed actions under the Clean Air Act, would you 
look at the bill and say the same thing that you would focus more 
on the large items such as transportation rather than farming and 
home construction? 

Ms. Jackson. As the drafter pointed out, as the Chairman point- 
ed out, actually the bill says that regulations would be for those 
large sources over 

Ms. Blackburn. OK. Let me come to Mr. LaHood then. And, Mr. 
Secretary, I would just like to ask you when you look at the low 
carbon fuel standard in the bill. What do you see that doing to 
prices at the pump if the focus is going to be on the large sectors 
like transportation fuels? What do you see that doing to the price 
at the pump? 

Mr. LaHood. Well, I wouldn’t have any idea. I don’t know if Dr. 
Chu would or not. I simply don’t know the answer to that. 

Ms. Blackburn. OK. Dr. Chu, any comment? 

Mr. Chu. It will increase the price at the pump but the other 
issue is that also in this bill what we are focusing on is trying to 
hold transportation costs the same and so this is also we are en- 
couraging higher mileage vehicles, things of that nature. And de- 
pending on how this committee working with the Administration 
works the allocations the impact on the American people for the 
total cost of living we hope to be as moderate as possible. 

Ms. Blackburn. So, in other words, you all see this as increasing 
the cost to the American consumer, the price at the pump and the 
price of electric power generation? 

Mr. Chu. We see this as shifting costs so that what happens as 
we return the allocations back to the American public and to the 
energy sectors that would be most adversely affected that the over- 
all cost of living, if you will, which is the essential thing, plus the 
fact that we are aggressively moving towards higher efficiency, 
higher efficiency cars, higher efficiency homes that those costs ac- 
tually could be held constant. 

Ms. Blackburn. OK. Mr. Chu, let me ask you this about the re- 
newable energy, the 20,000 megawatts of renewable energy that 
would need to come on line every year in order to meet the 2025 
deadline at the 25 percent renewable energy standard. Do you 
think that that is a realistic goal? 

Mr. Chu. Yes, it is. 

Ms. Blackburn. And then how did you come to that conclusion? 

Mr. Chu. Well, actually in the following way. I actually asked 
the EIA for an analysis several weeks ago, and that we did is we 
took a base line of where we saw the base line going. Then we 
added to it the stimulus, the Economic Recover Act, which actually 
accelerates the deployment of renewable energy. Also, in the provi- 
sion of the bill there are small power producers, for example, a uni- 
versity that has a cogent plant in a small town, you take those off. 
You don’t want this university to have a renewable portfolio. You 
take that off the mix from the 25 percent. It decreases the target 
by about 3 percent. Depending on whether efficiency is going to be 
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worked into this bill to take another 5 percent off, you are now 
talking about a difference of doing nothing and the 25 percent tar- 
get as something on the scale of 5 or 6 percent additional beyond 
what the country — what the EIA projects the country is doing, so 
it is actually quite a reasonable bill in my opinion. 

Mr. Waxman. The gentlelady’s time has expired. Mr. Matheson. 

Mr. Matheson. Thank you, Mr. Chairman. I welcome the panel 
here. And, Secretary Chu, maybe following up on the discussion 
with Mr. Inslee, I know when I had a chance to see you a few 
weeks ago, we had a brief discussion about the electric trans- 
mission issue about the need for finding ways to encourage greater 
investment and greater beefing up of that infrastructure. You had 
mentioned you had been having discussions, I think, with EIA and 
others about this. This draft probably needs to be beefed up on its 
transmission section. Do you have thoughts about how we should 
be looking at that issue and things we should incorporate in this 
draft bill in terms of encouraging investment in our transmission 
grid? 

Mr. Chu. Well, I am looking forward to actually working with 
the committee on this. Let me also say that not only the Depart- 
ment of Energy but Department of Interior, Agriculture, CEQ, have 
been meeting regularly. We have now regularly scheduled meetings 
in trying to formulate what we should be doing in terms of trans- 
mission and distribution. And so it is very much on our mind be- 
cause as I said before this is a very necessary part of moving the 
country forward. We have somewhat old-fashioned energy and dis- 
tribution system. It is divided into vertically organized utility com- 
panies, RTOs, ISOs, and in the past what happened is that these 
various sectors look out and they try to make the best judgments 
they can within their realm of responsibility. 

And what that has led to is we don’t have something that serves 
the nation in the best possible way, that we have incredible renew- 
able energy resources, but they are distributed geographically 
across the country so I think anything that can help the siting, 
anything that can help get the states and the local communities to 
say, yes, this is a necessary part of the development of the United 
States would be very appreciative. 

Mr. Matheson. I think there is broad consensus that we need 
to look at transmission policy in this Congress, and I am pleased 
to hear you are meeting with these other agencies. I think any 
input that you could offer us for legislative action to help move that 
forward, I think would be appreciate by all of us. The next question 
I want to ask you. Secretary Chu, if I could, one of the struggles, 
I think, that I am having right now with putting this whole bill to- 
gether is that we have had hearings on specific issues for 2 V 2 
years, and now we are trying to look how it all looks as one pack- 
age. And the concept of cap and trade is that there is going to be 
a market base set of incentives to meet the cap, and that is the 
driver to let the market place figure out the most efficient ways to 
go about doing this. 

And yet there are a number of other sections of the bill where 
Congress goes in and specifically says, OK, on this technology we 
want to encourage it in this way and for that technology, that 
issue, we want to encourage it that way. And it is hard to find the 
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right mix for how much Congress should get into those individuals 
or not. For example, carhon capture and sequestration, I think it 
is appropriate that we got to encourage that with the carhon cap- 
ture sequestration of this bill. Have you thought about the context 
of this bill where we have a renewable portfolio standard, we have 
the energy efficiency standard, we have a lot of different compo- 
nents of the bill that are trying to achieve lower carbon emissions, 
but it is under this broad category of cap and trade. 

And should we — do you have concern about is Congress overly 
prescribing what we should do as opposed to the cap and trade 
mechanism that allows the market place to make those decisions? 

Mr. Chu. I think I will agree with you. Overall the cap and trade 
allows — it actually incentivizes the United States industry to look 
for lower carbon solutions. However, it is not going to start until 
2012. It is going to have to ramp up. We need to give industry and 
consumers time to adjust. And so I view, for example, the renew- 
able electricity standard as a different tool that is also necessary 
because a renewable electricity standard then creates a market 
place, a guaranteed market place, for things like wind, solar, new 
geothermal, the river hydro, things of that nature. And that guar- 
antees the market place so if I were an investor and said do I want 
to invest tens to hundreds of millions of dollars, will I have a mar- 
ket for that? 

Mr. Matheson. Do you think no carbon emission coal production 
should be included in that mix then in terms of encouraging inves- 
tors? 

Mr. Chu. I think the overall goal should be to encourage all 
forms of no or very low carbon emissions, but I would be glad to 
be working with the committee on these issues. But just say that 
the renewable electricity standard is a different mechanism that is 
somewhat orthogonal to cap and trade. It is to create a market, to 
create a draw that will guarantee the investors that they can actu- 
ally have a customer. 

Mr. Matheson. Thank you, Mr. Chairman. 

Mr. Waxman. What was that word, octagonal? 

Mr. Chu. Pardon? 

Mr. Waxman. You said a word that I didn’t understand. 

Mr. Chu. Oh, orthogonal. That means — sorry. It means the car- 
bon cap and trade is a way of overall globally putting the real cost 
of energy into the market place and letting the market then seek 
solutions. It is overall what we need but in addition to that it is 
something that more quickly stimulates investment in new tech- 
nologies I think is also needed so in that case it is not exactly the 
same thing in a different way. It satisfies a different need. 

Mr. Waxman. Thank you. Mr. Scalise. 

Mr. Scalise. Thank you, Mr. Chairman. Administrator Jackson, 
in your opening statement you talked about the jobs that would be 
created, green jobs that would be created, under a cap and trade 
bill. Can you quantify how many jobs you estimate would be cre- 
ated under this legislation? 

Ms. Jackson. I believe what I said, sir, is that this is a jobs bill 
and that the discussion jobs bill in its entirety is aimed to jump 
start our moving to the green economy. 
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Mr. SCALISE. And I think you quoted President Obama saying 
that it was his opinion that this bill would create millions of jobs. 
I think you used the term millions. Is there anything that you can 
base your determination on how many jobs would be created? 

Ms. Jackson. EPA has not done a model or any kind of modeling 
on jobs creation numbers. 

Mr. ScALiSE. Because you did do the analysis, and there are defi- 
nitely a number of questions I have with the assumptions that are 
made in your analysis. I wasn’t sure since you used the term a jobs 
bill in your opening statement, I just wanted to know if you had 
anything to quantify or back that up. 

Ms. Jackson. Well, I back it up on somewhat common sense 
which is that if we are trying to move to a clean energy economy, 
and we heard Secretary Chu talk about the fact that the innova- 
tions that we come up with in this country are being used by other 
countries and manufacturing is moving there. The rhetorical ques- 
tion is what is the plan to keep them here and how do we convince 
the private sector that we mean it, that we are going to be using 
the technologies. 

Mr. ScALiSE. And this isn’t something that you said, some people 
in the Administration have claimed that there is no alternative 
plan. That is not an accurate statement because clearly there is an 
alternative plan that was presented last year on comprehensive en- 
ergy. There is one that is being worked on this year on an alter- 
native plan to cap and trade that would create jobs, pursue alter- 
native sources of energy, but also make sure we don’t lose the jobs 
we have. And I think that has been a big concern raised by many 
groups predicting the number of jobs and with the term millions 
thrown around many industry groups have used the term that mil- 
lions of jobs would be lost, exported out of the U.S. economy into 
countries like India and China. Do you have any estimates on how 
many jobs will be lost by cap and trade? 

Ms. Jackson. All I know — I am not a jobs expert. All I know is 
that jobs have been lost and our economy is hurting, and this is 
a plan to address that by moving a manufacturing sector here that 
the world will need and that our country will need. 

Mr. SCALISE. While you might not be a jobs expert, you obviously 
are talking about and touting this bill as a jobs bill. If you would 
claim that it would create jobs, are you making an assumption that 
it won’t lose any jobs, that no jobs will be lost or if you don’t make 
that claim, how many jobs would you expect to be lost? Groups 
have made very large claims. I mean the National Association of 
Manufacturers claims our country would lose 3 to 4 million jobs as 
a result of a cap and trade energy tax, so I just wanted to know 
if you or any other members of the panel want to answer that ques- 
tion. 

Ms. Jackson. I will go first and then I will turn it over to the 
other panelists, but I know that lobbyists claim large doomsday 
scenarios, quiet deaths for businesses across the country. That is 
what lobbyists said about the Clean Air Act in 1990, and it didn’t 
happen. In fact, the U.S. economy grew 64 percent while this coun- 
try cut acid rain by more than 

Mr. ScALiSE. So you don’t think that there will be job losses. You 
are saying those doomsday scenarios by those groups 
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Ms. Jackson. I believe one of the tasks in moving forward as 
this committee discusses is to figure out the cap and trade process 
and the other aspects of the bill can be used to jump start and 
move us forward 

Mr. ScALiSE. A lot of those details that aren’t in the language 
and that has been one of the expressions that has been by many 
members of this committee is that a lot of those details still are not 
written in this bill, the allowances. A big portion of the bill how 
this trading program would even work isn’t in the bill. Since it is 
silent on allowances, does the Administration have a position on al- 
lowances and how many allowances should be given for free to in- 
dustry groups, to consumers? Do you all have a position on how al- 
lowances should be given away because that is an unanswered 
question in this bill? Do you have a position? Does your department 
have a position? 

Ms. Jackson. The President has said that he believes that there 
should be a 100 percent auction of allowances. 

Mr. ScALiSE. Should that be rebated to consumers because one 
of the concerns is how much and many predictions are out there 
backed up by a lot of evidence on how much money taxpayers, 
American families would pay. Peter Orszag, the President’s own 
budget director, last year gave testimony that a 15 percent reduc- 
tion in carbon emissions would lead to a $1,300 a year increase in 
utility bills for every American family on top of the fact that they 
would be paying higher for gas prices, which many of you have al- 
ready acknowledged, as well as other energy-related items, so some 
members of the Administration have actually put some quantified 
numbers there. So on the rebate side, would you be willing to re- 
bate any amount that a consumer would have to pay in higher util- 
ity rates back to them based on the allowances? 

Ms. Jackson. The President has also called for allowance value 
to be returned to those 

Mr. SCALISE. And I am running out of time so just yes or no. 

Mr. Waxman. The gentleman’s time has expired so we will give 
the witness a chance to answer the question. 

Ms. Jackson. Thank you. The Administration looks forward to 
working on those questions, and the President, though he has 
called for 100 percent auction, is interested in working with this 
committee on ways to mitigate impacts on the economy, and be- 
lieves that the bones of that are in this discussion draft. And there 
is flesh to be put on those bones but that challenge could be ad- 
dressed. 

Mr. Waxman. Thank you, Mr. Scalise. Ms. Christensen. 

Ms. Christensen. Thank you, Mr. Chairman. Three questions, I 
think. Administrator Jackson, I even asked several times about the 
recently proposed finding that greenhouse gases endanger public 
health which list in particular 6 gases. As you know, the Congres- 
sional Black Caucus and the Health Brain Trust, which I chair, 
also have as priorities the same population groups that you identify 
as being most vulnerable. And I realize you are still in the com- 
ment period and you have been asked a couple questions about 
this, but are you satisfied that this bill could do what is necessary 
to address this finding, and, if not, is there anything that could or 
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would be added to this comprehensive bill which among other 
things reduces harmful emissions to address this? 

For example, I think we list 5 greenhouse gases. We don’t list the 
floral carbons, and I am a little rusty on my organic chemistry, but 
should we add that to the list? 

Ms. Jackson. I do believe we need to address floral carbons and 
I do believe that there are easy ways to do that. I know that one 
of the things being considered is a Montreal protocol like address. 
To answer your larger question, yes, I believe this bill does a much 
better job than what EPA could do now under the authorities it 
has. This is a better solution. There are other solutions. The Clean 
Air Act offers some direction but it is incomplete at best, and so 
I believe this bill is a much better way of addressing the 
endangerment finding, the proposal that we released last week. 

Ms. Christensen. Thank you. Secretary LaHood, your depart- 
ment lists in your testimony several very active programs that re- 
duce greenhouse gases and advocate cleaner energy in many areas, 
and I particularly appreciate the livable communities effort because 
as we try to address health, we look at the larger picture and the 
social determinants, and I think that this gets to that. And don’t 
forget, we talked about adding the Secretary of Health and Human 
Services with HUD, the HUD secretary in this effort. But do any 
of the projects that you have referenced specifically reach out to 
blighted, distressed communities, poor communities, minority com- 
munities that need this help the most? 

Mr. LaHood. Absolutely, and that is the reason that we are 
working with the HUD secretary. And I might mention that I am 
working with my two colleagues that are here with me today on 
the whole livable-communities issues. But Secretary and Dunham 
and I have had numerous discussions about this, how we can really 
share the resources from both departments in looking at commu- 
nities, not only in terms of housing and different types of housing, 
but the transportation needs that need to be met so people can go 
to work and go to their doctors appointments. And we are going to 
include rural areas in this, too, because the rural areas have as 
great a need as any part of our country, and there will be a real 
collaboration within the administration to make the whole livable 
community include housing, not only in the urban area, but in the 
rural areas, and incorporate some of the activities that are going 
on in these departments, too. 

Ms. Christensen. Dr. Chu, it seems as though the nuclear-en- 
ergy questions have kind of let up for a while, but just so I am 
clear, and it follows up on Congressman’s Rush’s question, where 
the bill refers to low-carbon energy producers, doesn’t that auto- 
matically include nuclear-energy producers. 

Mr. LaHood. I would agree with you that nuclear energy is a 
low-end, near-zero-carbon energy source. 

Ms. Christensen. So when we talk about supporting and pro- 
moting low-energy carbon producers, we are, in essence, including 
nuclear energy. 

Mr. LaHood. Yes, I mean, as I have pointed out before, there are 
other bills; whether it is incorporated in this bill is something that 
the administration will be working with this committee on. But cer- 
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tainly the restarting nuclear energy has been supported, has been 
included in other bills, including the Economic Recovery Act. 

Ms. Christensen. Right, and I think you have been very clear 
about the administration’s position. Thank you. 

Thank you, Mr. Chairman. 

Mr. Waxman. Thank you very much. The chair now recognizes 
the gentleman from Illinois, Mr. Shimkus. 

Mr. Shimkus. Thank you, Mr. Chairman. I do appreciate the 
panel here. It is good to see my friend Ray LaHood, who was a 
mentor and a friend, and I am really excited about your position. 
Dr. Chu, I look forward to meeting with you personally and having 
another chance in this committee to talk about the numerous 
things that are going on with the Department of Energy. I know 
your background. I have been following your experience, and I real- 
ly do look forward to spending some time with you, and I hope we 
can get that arranged. Let me start out, those who have been fol- 
lowing this debate for many, many years, there is no hiding where 
I am at. This is the largest assault on democracy and freedom in 
this country that I have ever experienced. I have lived through 
some tough times in Congress, impeachment, two wars, terrorist 
attacks. I fear this more than all of the above activities that have 
happened, and I will tell you why as I go through, but I have some 
questions. 

Secretary LaHood, has China agreed to a low-carbon fuel stand- 
ard? Yes or no? 

Mr. LaHood. I don’t know. 

Mr. Shimkus. I think it is no. How about India? Have they 
agreed to some type of low-carbon fuel standard? 

Mr. LaHood. I don’t know. 

Mr. Shimkus. I would think that would be important to this de- 
bate if we are going to be world competitive. 

Dr. Chu, has China agreed to an international regime to cap car- 
bon dioxide? 

Mr. Chu. Not yet. 

Mr. Shimkus. Not yet. How about India? Has India agreed to an 
international regime to cap carbon dioxide or other greenhouse gas- 
ses? 

Mr. Chu. No, they have not. 

Mr. Shimkus. Administrator Jackson, what is the largest emitter 
of methane gas? 

Ms. Jackson. I believe we determined earlier, sir, that it is prob- 
ably livestock. 

Mr. Shimkus. And I don’t think that is correct. I think that the 
largest emitter of methane gas is wetlands. So if wetlands is the 
largest emitter of methane gas, you are not proposing that we 
drain wetlands, are you? 

Ms. Jackson. Sir, we are talking about anthropogenic causes of 
global warming. Wetlands are a natural feature. We are not going 
to regulate wetlands. 

Mr. Shimkus. So the answer is, no, you are not proposing drain- 
ing wetlands. 

Ms. Jackson. No, we are not proposing draining wetlands. 

Mr. Shimkus. Thank you. Let me follow up on Congressman 
Green’s line of questioning. The problem that we have on the anal- 
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ysis of what Administrator Jack Newjew proposed to us is not your 
fault. It is the fault of this draft which has a big gaping hole, and 
that is what are the costs of the credits? What are the allocations? 
And my fear or my belief is that this is an intentional move to de- 
ceive us so that we are not allowed to do the cost-benefit analysis. 
Now, we know the cost-benefit analysis of the Lieberman-Warner 
Bill because the allegations were addressed, and those numbers 
have that the cost of energy cost of natural gas is an increase from 
26 to 36 percent by 2020, and 108 to 146 by 2030. Now, this is a 
bill that is less stringent than this proposal. The electricity cost in 
2020 under the Lieberman-Warner Bill was 28 to 33 percent in- 
crease, and in 2030, 101 percent to 129 percent. Do you dispute 
that analysis of the Lieberman-Warner Bill, anyone? 

Ms. Jackson. I believe that analysis was done between EPA and 
DOE, and that is part of the analysis. The analysis of this discus- 
sion draft does not show skyrocketing. 

Mr. Shimkus. Because we don’t have all of the data. We don’t 
have all of the credits. It is the height of hypocrisy for this admin- 
istration and this leadership to bring a bill to a hearing when we 
don’t have the data to ask the great questions about the cost. And 
here is why: we talk about the Clean Air Act Amendments and No 
Job Lost, but I will tell you, my committee, these folks, have seen 
these. This is Kincaid-Peabody Number 10, Kincaid, Illinois. The 
Clean Air Act of 1990, do you know how many miners lost their 
jobs? And I have the ONIDIR stats; 1,200 mine workers lost their 
jobs. In the State of Ohio, we have got colleagues in this committee. 
Do you know how many jobs were lost in Ohio under the Clean Air 
Act Amendments? Let me ask this to Administrator Jackson. Do 
you know how many coal-miner jobs were lost in Ohio because of 
the Clean Air Act Amendments which you were addressing earlier? 

Ms. Jackson. No, sir. 

Mr. Shimkus. Thirty-five thousand, so those of us who want jobs 
are going to try to defeat this bill, and we are going to hold our 
colleagues on the other side accountable, especially if they are from 
areas that depend on the fossil-fuel economy. 

And I yield. 

Mr. Waxman. The gentleman’s time has expired. We will now 
hear from Ms. Castor. 

Ms. Castor. Thank you, Mr. Chairman, and thank you to our 
panel for your leadership and your testimony today. The American 
people are hungry for a new direction and a modern energy policy. 
I think the American people are so far beyond a lot of the partisan 
discussions in Washington. This really isn’t a partisan debate. 
That’s not what I hear back home. 

First of all, I want to thank you for your efforts on the recovery 
plan, because it shouldn’t be lost on us, for a historic foundation 
for a new direction for energy policy has already been laid under 
the recovery plan, and it is marrying job creation with our new en- 
ergy future. The weatherization programs to save people money on 
their electric bill, greater energy efficiency, the transmission grid, 
these are vital investments for the future of this country. But we 
have got a whole lot more to do, and this discussion draft is a good 
starting point, but as you can tell, it is not going to be easy. 
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Dr. Chu, a couple of months ago, the State of Florida received 
a final report on Florida’s renewable energy potential assessment, 
received by the Florida Governor’s Office. The Lawrence Berkley 
National Lab was involved as well. It states that solar technology 
has the largest renewable energy potential in the State of Florida. 
I guess this is not any surprise for the Sunshine State, but right 
now, we produce maybe two percent of our energy in Florida from 
renewable, and the leading producer isn’t even solar energy. It is 
biomass. 

It has been interesting, because even just with the discussions at 
the federal level and the state level, our electric utilities have start- 
ed to invest in solar technology. The FPL is making a significant 
investment in South Florida in solar technologies, so I think this 
lends credence to your marketplace ideas and how important it is 
going to be. 

Will you go into greater detail on what we can do to make solar 
technologies more affordable? And is it going to be on the large 
scale? Are we doing enough in the discussion draft? Could you 
highlight certain concepts in the discussion draft? And what role do 
homeowners have to play, because there is a hunger out there to 
install solar panels if they were affordable and it made sense. 

Mr. Chu. Well, I think the first thing is the wonderful thing 
about solar energy, and I would agree with you in that report, is 
it has an enormous potential in the long run, if you consider how 
much sunlight energy is hitting the earth. I did a quick calculation 
a couple of years ago which suggested that a few percent, less than 
five percent of the world’s deserts, if you can harness solar energy, 
20 percent of the energy hitting that, and distribute it and store 
it, that would satisfy the world’s current electricity needs, just five 
percent of the world’s deserts. 

So the first thing I think one can do is there are lots of programs 
statewide, and also the federal government encouraging solar, but 
one of the things is that solar energy is generated at a time when 
you need the most amount of energy, during hot summer days, 
when the air conditioning is taxing the ability to generate elec- 
tricity. So I would advocate to encourage all states to evolve into 
what we call real-time pricing. If you ask, on those hot summer 
days where people are running their air conditioning, what is the 
real cost of energy, well, it is quite high because the utility compa- 
nies have to have installed backup generation systems for those 
one or two percent of the days, where in order to avoid a brownout, 
you have to have them running. But a lot of the time, most of the 
time, they are sitting idle, so that is invested capital sitting idle. 
So if you do real-time pricing so that on those hot summer days 
the real price of electricity for the electricity company, for the gen- 
erators, is quite high. But alternatively, at nighttime, it is quite 
low. So that will encourage both businesses and homeowners to 
start to, if they can put off the use of energy at night, and use it 
during the day, that means we have to build less new power 
plants. The return on a particular investment will be much higher, 
which will drive the energy costs down for the businesses and for 
consumers. Real-time pricing will allow solar energy to give a big 
boost, because it is producing that energy when it is the most ex- 
pensive. 
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So that is one thing. The other thing is, quite frankly, we should 
be taking a leadership in inventing new solar technologies. Our 
first loan the Department of Energy approved was to a company 
that is going to next-generation thin-film solar technology. The 
company estimates that thousands of new jobs will be created. The 
jobs are incredibly important, and we are also trying to develop the 
technologies so the United States resumes its leadership position in 
new solar technologies that can drive the cost down considerably. 
And that is the other important part of this. 

Mr. Waxman. Thank you, Ms. Castor. 

Now, the chair recognizes Mr. Radanovich. 

Mr. Radanovich. Thank you, Mr. Chairman. I want to welcome 
the secretaries and administrator to the committee. Mr. LaHood, it 
is great to see you back in the Congress. 

I represent the San Joaquin Valley in California. A lot of farming 
happens there, and there is a lot more my constituents are wor- 
rying about than global warming right now. We have got an impo- 
sition from the Endangered Species Act that has shut down the 
pumps in the delta, and a lot of my farmers are getting a zero allo- 
cation this year. It is costing 40,000 to 60,000 jobs, and it is going 
to result in about a $9 billion in the state’s industry. And I hon- 
estly think that my state is suffering more from environmental 
alarmism than it is global warming, and added to that, this concept 
of cap and trade to me just seems to make the problem worse. 

Secretary Chu, welcome. I noticed that you paid a visit to Cali- 
fornia recently. I think you were quoted in the LA Times saying 
that because of global warming, agriculture in California was going 
to be gone in about 30 years. And one other quote, and I just want 
to have a dialog on this, was a quote that somehow we have to fig- 
ure out how to boost the price of gasoline to levels in Europe, which 
at the time was $8 a gallon. My concern for my constituents is that 
if you adopt something like a cap and trade system, the math 
doesn’t work. You add a price of gas onto the fact that we have a 
manmade drought in California, taking the water away. If you in- 
crease the price of a gallon of gas or diesel from $5 back up to $6 
a gallon, the way it was last year, you are going to see the state’s 
largest industry, $90 billion, the main supplier of fruits and vegeta- 
bles to the nation, farm out. And if you don’t like the fact that 70 
percent of your energy comes from foreign countries, how would 
you like to have 70 percent of your food supply leave the country, 
because that is what happening in my neck of the woods? 

I, for the life of me, can’t figure out how you think that you can 
do something like this without dramatically increasing the national 
debt and deficit by subsidizing a false economy and by raising the 
price to consumers on energy. I think when the public finds out the 
true cost of this thing, you are going to see a smack down that the 
World Wrestling Federation would be proud to see by the public to- 
wards this plan, which is unreasonable. I think research, devel- 
oping efficiencies in energy, and smoothing this transition to an- 
other source of fuel, I think, is a great idea. But this cap and trade 
notion, once the public finds out what their price is in the home 
at the fuel pump, they are not going to buy this. This will stop. 
This will not go anywhere when you see the true cost of this thing 
come down. 
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In the energy portfolio of the United States, 70 percent of it con- 
sists of fossil fuels, 20 percent is nuclear, 10 percent is renewable, 
and of that renewable portion, 10 percent of it is hydroelectricity. 
That is about three percent. So you are proposing to take seven 
percent of our energy portfolio and make it how much, how long? 
And I guess my question to anybody who is going to answer this 
is what do you think is going to be the cost to the household, be- 
cause I see numbers of $3,000 or over $3,000 of the cost of this 
plan to the household. And then, we have talked about the high 
price of gas. Secretary Chu, $8 or whatever. I mean it is an in- 
crease on the energy supply of the United States. How on earth do 
you think you can pull this off without breaking the back of the 
government and of the consumer? 

Ms. Jackson. I will go first, and then, I will turn it over to the 
secretary. 

EPA’s modeling shows not at all those cost ranges, sir. It shows 
$98 to $140 for the average household per year, not $3,000. That 
is a misstatement of an MIT study that actually shows something 
close to 

Mr. Radanovich. In your opinion. 

Ms. Jackson. Well, certainly it is my opinion. 

Mr. Radanovich. I mean I am not sure I trust you for the facts 
as much as I would trust that study. How can I know? I mean how 
do I know your modeling is correct, and what are your assump- 
tions? You mentioned 40 percent of the cap and trade revenues 
goes back to the household. How does that work? How does that 
happen? 

Ms. Jackson. The history of EPA’s modeling shows that we are 
usually conservative, that we usually overestimate the cost, not un- 
derestimate. 

Mr. Radanovich. How does that 40 percent get back to the con- 
sumer? 

Mr. Waxman. The gentleman’s time has expired. The witness 
will have a chance to answer briefly. 

Mr. Radanovich. If you could answer, how does that 40 percent 
get back? 

Ms. Jackson. The 40 percent was modeled as a rebate back to 
American consumers, to American households. 

Mr. Radanovich. A check in the mail? 

Ms. Jackson. It gets back to them. I don’t know the model. 

Mr. Radanovich. Could you let me know how that gets back to 
the consumer, please? 

Ms. Jackson. Well, sir, it is not my decision to make. 

Mr. Radanovich. Well, then, maybe you better remodel so you 
can explain to people how that is going to get back in their pockets. 
Thank you, Mr. Chairman. 

Mr. Waxman. Will the gentleman yield to 

Mr. Radanovich. Well, I don’t have any time left, but I 

Mr. Waxman. The statement about California agriculture being 
gone, that wasn’t because of the bill. That was because of global 
warming. Is that correct? 

Mr. Radanovich. An interpretation of the results of global 
warming 40 years from now. 
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Mr. Chu. Actually, if that was the quote, it was inaccurate, be- 
cause I know about this. I was citing some studies, two studies, in 
fact, of predictions of what will happen if we continue on a busi- 
ness-as-usual model, and they took two scenarios. An optimist sce- 
nario, you keep carbon below 500 parts per million, a target that 
we are all trying to work towards, and in that study, in the first 
part of the century, by 2050, the snowpack in California will be re- 
duced, and the optimistic scenario, by 26 percent. We will have 74 
percent of the snowpack that we have today. And in the more pes- 
simistic scenario, business-as-usual scenario, it would be down to 
60 percent. By the end of this century, the 21st Century, it is con- 
siderably less, as much as 93-percent decrease in the snowpack in 
California if we continue as business as usual. And so it was that 
concern for the agriculture of California that I was speaking of. 

Mr. Radanovich. And I respect that. If I could respond, Mr. 
Chairman? Environmental alarmism in the form of the Endangered 
Species Act that is a runaway locomotive, and the cost of this cap 
and trade system will kill agriculture long before global warming 
does. Thank you, Mr. Chairman. 

Mr. LaHood. Mr. Chairman, I have a letter here from John M. 
Riley, correcting the statement that they made, and it is a leader 
to the Republican leader, which has a much lower cost per family, 
and if it is possible to have this put in the record, if not, I will dis- 
tribute it to the committee, but it is a corrective letter, which 
states, correctly, the right information. 

Mr. Waxman. Without objection 

Mr. Shimkus. I would object, Mr. Chairman. 

Mr. Waxman. The gentleman would object. 

Mr. Shimkus. Just so if my former colleague can do that, I would 
like the article from the Weekly Standard that debunks those num- 
bers also included into the record. 

Mr. Waxman. Without objection, we will take both documents 
and put them in the record. 

[The information was unavailable at the time of printing.] 

Mr. Waxman. Ms. Sutton? 

Ms. Sutton. Thank you, Mr. Chairman. And thank you for your 
testimony. It has been very, very insightful. 

I think that at the beginning you all laid out the challenge that 
we face. We talked about the potential for jobs under this bill and 
your desire to jumpstart us towards that new green economy. And 
Secretary Chu, you also agreed that there is great potential, but 
you really put your finger on the point when you said that the 
question is how do we transition from here to there? And that is 
extraordinarily important to the people that I represent to the peo- 
ple in Ohio, and I think it is extraordinarily important to people 
far beyond Ohio. This is something that is going to require all of 
us to be a part of and all of us to benefit from, so not just in the 
long term, but in the near term. And so I think it is that near-term 
challenge that is the one that is so difficult for us to get past. 

Now, some comments were made by one of my colleagues a little 
while ago, and I think that the statement was those of us who 
want jobs are going to try to defeat this bill. I am not somebody 
who is going to try to defeat this bill. I certainly want jobs. I want 
them in the future, and I want them now for my folks. They need 
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them both now and then. I do want to find ways — and I believe it 
can be done-to collaborate, to get to those jobs of the future, with- 
out sacrificing the livelihood of the people in the process, because 
that gap in the middle is where we can lose so much. So that is 
where I come from with respect to these complicated issues and 
challenges we face, but it has to be done. We have to go where we 
know we need to go and we all agree we should go, but we can’t 
lose people in the process. 

So the first question I have. Secretary Chu, is regarding coal. Of 
course, about 86 percent of electricity consumed in Ohio, and more 
than half of the country’s electricity is produced by coal-fired power 
plants. Even with aggressive gross scenarios, and your testimony 
reflects this, the renewable energy, combined with energy efficiency 
measures, coal will still me a major U.S. energy source, at least in 
the near term, and probably well into our future. 

Clean coal technology is critical to address climate change here 
and abroad, yet there are no commercial scale carbon capture and 
storage projects worldwide. Secretary Chu, you have stated that we 
must develop an inexpensive way to capture and store carbon emis- 
sions from coal-fired plants, and that the U.S. has to take a lead. 
The Recovery Act, obviously, provided significant funding for CCS 
demonstration projects, but how does the administration plan to ac- 
celerate the development of these technologies, including those that 
offer very high levels of CO 2 capture? 

Mr. Chu. Well, what we are doing is the following: we have had 
a certain amount of Economic Recovery Act money, $3.4 billion, in 
total, devoted towards trying to accelerate the progress on capture 
and sequestration of carbon from coal. We are moving forward as 
fast as we can. We have decided to fund a number of projects. We 
are looking forward to exploring all of the avenues we think have 
a reasonably good change of leading to the beginning of deployment 
in the next eight year, or optimistically, even less. So right now, 
what technology we should use is not there. Gasification is a prom- 
ising technology. We would like, very much, to bring that to a com- 
mercial demonstration scale to see if it is economically viable. But 
there are other things. We also have to capture carbon at the stack. 
There are existing coal plants that have just been put up. A mod- 
ern coal plant is a couple of billion dollars, and you are not going 
to turn this investment off, and as I said before, China is rapidly 
expanding their coal facilities, so we have to develop technologies 
that can capture the carbon at the stack, so we are looking a myr- 
iad of ways. I should also say that there are very active discus- 
sions. There are roughly ten projects being considered in Europe 
and several in Asia to really collaborate so that our dollars go as 
much as possible. So this is something very important to the 
United States. We have the largest coal reserves in the world. 

Mr. Waxman. Thank you, Ms. Sutton. 

Ms. Sutton. Thank you. 

Mr. Waxman. Mr. Burgess. 

Mr. Burgess. Thank you, Mr. Chairman. 

Like representative Bono, I have one of the most beautiful dis- 
tricts, at least in North Texas. We have solar. We have research 
and development at Entech. We have got academic research at the 
University of Texas at Arlington that is on my Fort Worth campus. 
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Wind energy, we manufacture the big windmill blades at what was 
formerly an oil-field-services warehouse up in Gainesville, Texas. 
We don’t have geothermal. We have got a lot of landfill and landfill 
methane, but when you think of the State of Texas, we have and 
have had a fairly robust renewable portfolio standard. We are the 
leader in wind energy. This is, of course, the result of the current 
governor and the previous governor, Rick Perry and George W. 
Bush, who made a commitment to wind energy, but Texas produces 
a lot of energy. So in order to meet a percentage in the renewable 
portfolio standard by 2020, even though we are the nation’s leader, 
by far, in the production of wind energy, if we are not able to count 
the energy that we produce with landfill methane, if we are not 
able to count, pound for pound, the amount of carbon dioxide that 
we save with energy efficiency, then we will have a very, very dif- 
ficult time meeting energy-efficiency standards. Can you address 
that? Are there ways that we may write the regulations such that 
we could get credit for what we are doing with energy efficiency? 

Administrator Jackson, you said it was up to 40 percent of the 
energy that we consume now could be saved, but we are going to 
be restricted on how much of that we can count towards our renew- 
able portfolio standard. Is that correct? 

Mr. Chu. Well, I will speak first. I am not sure about the details 
of the bill. I mean this is a good point of discussion, whether you 
can consider if you begin to capture the methane from landfills and 
sewage treatment plants, this is methane, otherwise, that would 
have escaped in the atmosphere. 

Mr. Burgess. Let me interrupt you because I only have a limited 
amount of time, and we have made the point for the chairman, and 
I think he heard you. 

Dr. Chu, you said in response to a question. United States is los- 
ing jobs, losing being the leader in technology development. Admin- 
istrator Jackson, you said in your testimony that we are going to 
be producing clean-energy jobs, jobs that cannot be shipped over- 
seas. Yet Dr. Chu is concerned because many of the photovoltaics, 
many of the wind turbines are manufactured overseas, and if we 
make an enormous investment in photovoltaic and wind turbines, 
are those jobs not already shipped overseas? 

Mr. Chu. Actually, no, there are agreements 

Mr. Burgess. But Secretary, with all due respect, you answered 
a question saying we have lost the leadership position in this coun- 
try because that manufacturing has gone overseas, so we are no 
longer the leader. 

Mr. Chu. Well, I said that the technology leadership has gone 
overseas. The wind turbines were developed overseas, the modern 
wind turbines. But right now, today, the president is in Iowa. 

Mr. Burgess. The second wind-producing state. 

Mr. Chu. Yes. 

Mr. Burgess. Well under Texas, for the record. 

Mr. Chu. But my point is that it is an old Maytag plant where 
jobs were lost, but it is now manufacturing the towers for wind tur- 
bines. 

Mr. Burgess. But still the point is that those jobs can go over- 
seas. There is nothing in the legislation that I have seen before us 
that would prevent those jobs. When we make a statement was 
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made in the testimony submitted to us, “jobs that cannot be 
shipped overseas,” how are you going to ensure that those jobs are 
not going to be shipped overseas? Are we going to have trade bar- 
riers or tariffs? What are going to be the mechanisms that we will 
use? 

Ms. Jackson. Sir, most people refer to energy-efficiency jobs. 
Those cannot be shipped overseas because energy-efficiency work 
must be done at home. 

Mr. Burgess. Photovoltaics and wind turbines? 

Ms. Jackson. Now, renewable sources can certainly go overseas 
and some have gone. We are in a race to get them back and to keep 
them here. 

Mr. Burgess. Let me interrupt because I am going to run out of 
time, but Dr. Chu, this last question will be for you. We heard Dr. 
Radanovich talk about the major economic convulsion that perhaps 
could result from the legislation that we are considering before this 
committee. We heard Ranking Member Barton talk about how did 
the oil get so far up north where it is so cold to begin with. Mr. 
Dingell is gone. Mr. Rogers is gone, but the great Michigan glacier 
from 15,000, 20,000 years ago actually melted because of global 
warming. I will stipulate that warming is happening. But we have 
not heard from anyone who has come and testified in this com- 
mittee as to the smoking gun, if you will, that demonstrates that 
mankind is responsible for the global warming that is occurring as 
an aberration outside of naturally occurring solar cycles. So major 
economic convulsion, yet we lack the fundamental piece of evidence 
that would tell us that this is what we must do because we are, 
after all, causing the problem to occur. 

You are a scientist. Dr. Chu. Can you, perhaps, give some com- 
fort to Mr. Radanovich’s constituents and my constituents that we 
indeed have that missing link that mankind is responsible for what 
is occurring. Perhaps the carbon dioxide is going up because the 
solar cycles have changed and the planet is warming. There is an- 
other plausible explanation. 

Mr. Waxman. Mr. Burgess, your time has expired. 

Mr. Burgess. So I will yield to Dr. Chu for an answer. 

Mr. Waxman. Dr. Chu, you can give an answer, and then, we 
have to move on. 

Mr. Chu. In brief, I think there is very strong, compelling evi- 
dence that the lion’s share of what we are seeing, the warming that 
we are seeing, is due to human activity. I would be glad to meet 
with you and to go over the details of what that 

Mr. Burgess. I wish you would. Your NOAA scientists could not 
provide us that information, so I would very much like to hear it 
from an expert such as yourself. 

Mr. Waxman. Mr. Gonzalez. Let me announce as I recognize Mr. 
Gonzalez, Administrator Jackson and others on the panel were 
promised they would be able to leave at 1:00, and I regret that all 
of the members won’t have a chance to ask questions. He will be 
the last one to ask questions, and then, we will proceed with the 
next panel, for those who did not get a chance to ask questions of 
this panel ask the first questions for the second panel. Mr. Gon- 
zalez. 
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Mr. Gonzalez. Thank you very much, Mr. Chairman. My ques- 
tion will he directed to Secretary LaHood. It is great to see you, 
and we do miss you. 

First of all, the general observation is that we all believe that as 
a result of this piece of legislation that the cost of energy will in- 
crease, and the consumption behavior is going to be modified, and 
that is a good thing, actually, and as I have said before, these are 
not insurmountable obstacles in passing a piece of legislation that 
is reality based. My concern is going to be more on fossil fuels and 
the need and the use of them during this transition or conversion 
period as we adopt new technologies, as more efficient vehicles are 
made available, alternative-fuel vehicles, battery operated, and 
such, because I think that is going to take time. 

Taking into consideration some of the following: we assume that 
we have a fixed number of vehicles now on the road, and we have 
to figure out how many of those are going to be retired, where are 
going with sales of vehicles and so on. Historically, 15 to 16 million 
vehicles were sold in the United States. For 2008, that was reduced 
to about 12 or 13 million. In 2009, it is projected it will be 8 or 
9 million. Historically, I guess I will call it the shelf-life of the vehi- 
cle, before you turn that over, is about 11 years. And I don’t know 
when you put all of these figures together where we are going to 
end up. I am trying to get an idea from Secretary LaHood of how 
long he thinks this transitional period will occur as we gain greater 
efficiencies and such. 

We also know that out of all of the millions of cars in the United 
States, which I have been told 200 million, and I will need to check 
that, there may be only 116,000 that are powered by natural gas, 
and that the market share of hybrids comprises no more than 2.2 
percent of our entire vehicle population in the United States. Tak- 
ing into account how long it will take the technology, how long it 
will take the manufacturers to make the vehicles available and 
such, can we determine the need for the traditional fossil fuels, 
what I call the transitional or conversion fuels, as we leave one 
stage where we presently find ourselves to that which we are try- 
ing to attain when it comes to greenhouse gas emissions. Secretary 
LaHood. 

Mr. LaHood. Well, we complied with the president’s executive 
order to have a rule that will require the car manufacturers to 
have a much higher CAFE standard by 2011. And now that that 
work is done, we are working with EPA and others to try and fig- 
ure out the path forward beyond 2011 to develop with car manufac- 
turers and other the idea that we can get o a higher gasoline 
standard. So the direct answer to your question on fuel efficiency, 
the car manufacturers have to meet a much higher standard on 
CAEE standard by 2011 on the cars they manufacture. On the bat- 
tery powered, they are way ahead of the curve on this. GM is going 
to be rolling out an automobile that is run on batteries. The hybrid 
vehicles are taking off. The flex-fuel vehicles are taking off. But we 
know that within the next couple of years, the American auto- 
mobile manufacturers will have automobiles that will be powered 
by batteries, and we know that the fuel efficiency standards will 
be set much higher by 2011, and then, even higher than that be- 
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yond that. So those are sort of the benchmarks that we are working 
with, with the American and other automobile industries. 

Mr. Gonzalez. And it does trouble me, because I want to support 
this final piece of legislation, that we are not dealing with realistic 
expectation of what the manufacturers will be able to provide out 
there for a willing and able buyer. We are not factoring in the eco- 
nomic hard times for the next few years, because I think they are 
going to be there, and people retaining their cars for longer periods 
of time. Manufacturers not being able to even meet the needs of ve- 
hicles that are totally more efficiently, but if they are, they are 
probably going to be hybrid, meaning that they still have an inter- 
nal combustion engine that is going to be run with traditional fossil 
fuels. That doesn’t mean we are throwing in the towel and giving 
up on this endeavor. All I am saying is let us be realistic about the 
need for a domestic production and refining capacity in the United 
States. 

Mr. Secretary, in looking at energy independence when it comes 
to fuels, do we need to increase or decrease domestic production 
and refining capacity of fossil fuels in the United States in the fore- 
seeable future? 

Mr. LaHood. Well, I can’t be specific in answering that question, 
but it is something that everyone is investigating, looking into, de- 
bating. But I don’t have a specific answer for that at this point. 

Mr. Gonzalez. Thank you very much. I yield back, Mr. Chair- 
man. Thank you. 

Mr. Waxman. Thank you very much, Mr. Gonzalez. 

I want to thank our three witnesses. You have been very, very 
helpful to us and patient in answering the questions, and we thank 
you so much for you input, and we will look forward to working 
with you on this legislation. Thank you. 

[Recess.] 

Mr. Markey [presiding]. The hearing will reconvene. We thank 
all of you for your patience, and we would ask our next group of 
witnesses to please come up and to take their seats in front of their 
names on the witness table. 

Thank you all very much for being here. Our next witness is Mr. 
Chad Holliday. Mr. Holliday was the CEO of DuPont until his re- 
tirement on January 1 of this year, and now serves as the chair- 
man of its board. He is also the past chairman of the Business 
Roundtables Task Force on Environment Technology and Economy 
for the World Business Counsel for Sustainable Development. He 
coauthored the book Walking the Talk, the Business Case for Sus- 
tainable Development. Mr. Holliday, we welcome you. Please begin 
when you feel comfortable. 
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STATEMENTS OF CHARLES HOLLIDAY, JR., CHAIRMAN, DU- 
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DENT AND CEO, NRG ENERGY, INC. 

STATEMENT OF CHARLES HOLLIDAY, JR. 

Mr. Holliday. Thank you very much. It is an honor to he here 
today. We appreciate you taking time for our presentation. I do 
come here in two roles. I come as the chairman of DuPont and also 
a member of the U.S. Climate Action Partnership, a group of com- 
panies and NGOs who have come together to forge a consensus 
view regarding the U.S. action on climate-change issues. 

Mr. Markey. Mr. Holliday, could you move the microphone in 
just a little bit closer. 

Mr. Holliday. We have put together this blueprint, which I 
think you are familiar with, which was the result of two years of 
work of discussing, greatly, the different options, and I believe that 
has been useful, and we are very glad to see that you have taken 
this into account in the bill that is before us today. We look for- 
ward to working with you and your colleagues to further improve 
the bill as you advance through this legislative process. 

DuPont’s approach to greenhouse gas production is for and by 
our experience the chloro fluorocarbons, or CFCs in the 1980s, when 
atmospheric research on the role of CFCs became actively involved 
in what is called the Montreal Protocol. This international agree- 
ment allowed us to phase out the use of ozone-depleting sub- 
stances, while providing adequate time and market signals to de- 
velop affective alternatives. These reductions also had great green- 
house gas benefits. 

The reduction for the Montreal Protocol were six times greater 
than the full reductions from the Kyoto Protocol, if it was fully en- 
acted. So what we have seen from this experience is great benefits 
can come from this kind of activity. I am very proud of my com- 
pany’s work in that, and I am also very proud of our country’s work 
in making that a success. 

As DuPont has become more aware of the potential business and 
environmental implications of climate change, we have looked for 
ways to contribute solutions. Since 1990 to 2004, we have reduced 
our own greenhouse gas emissions by 72 percent, while every 
project returned a positive return to our shareholders. We did it by 
using what we call an internal cap and trade mechanism that mir- 
rored what a cap and trade would do in the external environment, 
inside, allowing the recourses to flow to the very best project. We 
think that is critical as we do something across the entire economy. 

Yet I want to be clear: voluntary efforts are not enough by them- 
selves. We need a program that will focus the work and resources 
on the best opportunities while we drive the lowest cost, and that 
will take legislation across our entire economy. 

I firmly believe this is an opportunity for American industry to 
reinvent itself. There has never been a bigger opportunity that is 
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more perfectly sized to what American company and American uni- 
versities can come together to make happen. So we are fundamen- 
tally behind this approach, and we believe it will have a very posi- 
tive long-term impact to our overall economy. 

U.S. CAP is this diverse coalition I have described earlier, and 
we have worked very hard to resolve very difficult issues with our 
different perspectives from NGOs and companies from different in- 
dustries, and we think it has been very helpful. We have made sub- 
stantial progress, but we would be the first to say we have not an- 
swered all of the questions, and we are very glad to see that you 
have included much of this in the work that you have before us 
today. 

We are pleased to see this taking great forward steps, and we 
look forward to working with you as we go forward to hopefully 
come out with something that has the same power as the Montreal 
Protocol did once before. Creating an effective climate-change pro- 
gram will not be easy, but it is necessary, and the discussion is 
moving in the right direction. We appreciate all of the steps that 
you are doing to make this a success, and we believe these steps 
must be very aggressive and must recognize and encourage early 
actions for it to be very successful. Many companies have taken 
early actions, and undoubtedly, there will be a start date to what- 
ever legislation you end up with. The last thing we want is all ac- 
tion to stop until that start happens, so including early action is 
very critical. We must also encourage innovation, research develop- 
ment, demonstration and deployment programs throughout the en- 
tire spectrum of our economy to make it a success. We believe that 
will be the best way to ensure that consumers are no unduly bur- 
dened by this bill. And we must use policy tools and offsets to keep 
the costs of the program manageable while achieving our long-term 
goals. 

In closing, I will refer to an old saying I think you must know 
very well. We must lead, follow, or get out of the way. Gentlemen, 
this is a time our country should lead. Thank you very much. 

[The prepared statement of Mr. Holliday follows:] 
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Statement of Chad Holliday 
Chairman 

E.L DuPont de Nemours and Company, Inc 
before the House Energy and Commerce Committee 
April 22, 2009 


Thank you. Chairman Waxman and Representative Barton for convening a hearing today 
on this important topic. I am pleased to be here representing DuPont. I am also here as a 
member of the U.S. Climate Action Partnership, a group of companies and NGOs who 
have come together to forge a consensus view regarding US action on the challenging 
issue of climate change. I would also like to applaud the draft bill we have before us 
today. It provides a sound basis for moving the US forward on this important issue and it 
reflects thought, deliberation and real leadership on the part of its authors. We look 
forward to working with you and your colleagues to further improve the bill as you move 
through the legislative process. 

At DuPont our goal is sustainable growth, which we define as the creation of shareholder 
and societal value while reducing our environmental footprint along the value chains in 
which we operate. Our sustainable approach to climate change is informed, in part, by 
our experience with chlorofluorocarbons in the 1980s. When atmospheric research on 
ozone depletion led to the realization of the role of CFCs, we actively engaged in the 
development of the Montreal Protocol and an international agreement to phase out the 
use of CFCs. Our experience with the Montreal Protocol showed us the vital role for 
policy in creating a predictable pathway for change. With the Protocol in place we knew 
where we were headed and we put our science to work to get serious about phasing out 
CFCs and developing better replacement materials. 

That experience helps inform our efforts today. DuPont and the other members of 
USCAP believe that the science on climate is sufficient to compel prudent action. Over 
the last twenty years DuPont has become more aware of the potential business and 
environmental implications of climate change, and we have looked for ways to contribute 
to solutions. In 1994 we publicly committed to voluntary global greenhouse gas reduction 
goals. Between 1990 and 2004 we reduced our own greenhouse gas emissions by 11 % 
globally through a variety of efforts. By 2015, we will further reduce our greenhouse gas 
emissions by 15% from a base year of 2004. We have also committed to help our 
customers reduce their greenhouse gas emissions by providing products that help them do 
so, including our new automobile air conditioning refiigerant. This new product has one 
fifth of one percent the global warming potential of the current product in use. That is a 
350 times improvement. And so the path we began many years ago with the Montreal 
Protocol of using science to deliver better solutions continues. 


1 
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However, voluntary efforts alone will not solve the climate problem - we need sound 
policy that takes broad, coordinated, economically sustainable action across the entire 
economy. We need clear, strong and workable emission reduction goals that will show 
us the pathway to a low-carbon economy. And we need a cap-and-trade program that 
will allow a carbon market to emerge and focus our efforts on the emission reduction 
opportunities that offer the most environmental benefit for the lowest cost. The current 
economic situation has reminded us all of the importance of using our resources 
efficiently and wisely, and a federal climate program must be both environmentally 
effective and economically sustainable. At the same time, we caimot allow the current 
economic conditions to slow our efforts. I believe that this may be the single greatest 
opportunity to reinvent American industry, putting us on a more sustainable path forward. 
A federal climate program has the potential to create real economic growth through 
innovation. 

DuPont will continue to do its part, working not only to further reduce our own footprint, 
but also by using our science to bring new products to market that help others reduce 
their emissions. Our sustainable solutions contribute to the growing alternative energy 
market, in windmills, photovoltaic solar cells and next generation biofuels. We create 
value-adding materials produced from agricultural feedstocks rather than petroleum, like 
our DuPont™ Sorona® polymer, and products that enable greater energy efficiency, such 
as next generation refrigerants and DujPont™ Tyvek® HomeWrap®. Effective climate 
legislation will provide companies like DuPont the certainty we need to increase our 
investment and accelerate development and deployment of technologies that will be 
critical to a low-carbon economy. 

The diverse members of USCAP bring a range of perspectives to this coalition. That 
diversity has meant that consensus has at times been difficult to achieve and has required 
extensive analysis and deliberation. I have spent many hours with my USCAP colleagues 
in this endeavor, and our staffs many more. We have worked hard to resolve many of the 
difficult and often contentious issues that an effort of this magnitude will inevitably raise. 
In many, many areas we have made substantial progress. We believe that the consensus 
achieved by the members of USCAP, who represent a tremendous breadth of the US 
economy and civil society, provides a useful guide for policymakers such as yourselves 
who ultimately bear the responsibility of finding a politically viable solution and • 
transforming ideas into law. This was the core idea behind the formation of USCAP, and 
we are pleased to see that many of the ideas we have developed are reflected in this bill. 

If the members of USCAP can reach this level of agreement we believe that the US 
Congress can as well, taking advantage of the natural leadership role for the US in 
addressing this serious global issue. If we don’t lead, other countries will. 

As a result of the time we have spent within USCAP deliberating these issues that you 
address in your bill, we have a greater appreciation for the complexity and magnitude of 
the task before you. Creating and implementing a comprehensive, effective climate 
change program will not be easy, but it is necessary, and the draft bill makes genuine 
progress. We appreciate your recognition of the inextricable linkages between climate 
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and energy policies that must provide the diverse and adequate low-carbon energy 
supplies we will need as we combine economic growth with greenhouse gas emission 
reductions. The legislation must encourage continued early actions to reduce emissions 
in the years before a federal climate program takes effect, and recognize the actions of 
those who have already taken steps to make voluntary reductions in their own greenhouse 
gas emissions. It must also drive innovation and open up new markets by funding 
aggressive technology research, development, demonstration, and deployment programs. 
And the bill must use policy tools, such as the sound use of offsets, to keep the costs of 
the program manageable while achieving our environmental goals. 

In closing, DuPont has taken these actions and policy positions because they are the right 
things to do, both for business and the environment. We will continue to work hard to 
bring new products and technologies to market that will help address the global climate 
challenge. But business cannot solve the problem alone. Federal legislation will help 
create the marketplace that will drive innovation, economic growth, and environmental 
progress. DuPont is proud to be part of USCAP, which reflects both a growing group of 
businesses who believe that it is time for the US to take action on climate change and 
diverse NGOs working hand in hand to address this challenge. We appreciate this 
opportunity to exchange views with you, and look forward to working with you to enact 
effective legislation. 
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Mr. Markey. Thank you, Mr. Holliday, very much. Our next wit- 
ness is Mr. Red Cavaney, a senior vice president for government 
and public affairs for ConocoPhillips. Mr. Cavaney is the former 
president and chief executive officer of the American Petroleum In- 
stitute and American Plastics Council. He has served on the Senior 
White House Staffs of Presidents Ronald Reagan, Gerald Ford, and 
Richard Nixon. 

Welcome, Mr. Cavaney. Whenever you are ready, please begin. 

STATEMENT OF RED CAVANEY 

Mr. Cavaney. Thank you. Chairman Markey, Chairman Wax- 
man, and Ranking Member Barton, and members of the committee. 
On behalf of ConocoPhillips and our chairman and CEO, Jim 
Mulva, I am pleased to participate in this important hearing. 
ConocoPhillips supports the development of a comprehensive na- 
tional climate protection program that addresses greenhouse gas 
emissions, while at the same time, ensuring the supply of secure 
and affordable energy that is necessary for our nation’s continued 
economic recovery and future growth. 

We believe the integrated set of policy regulations contained in 
the U.S. CAP blueprint for legislative action represents a viable 
path forward to this end. I have been asked to offer U.S. CAP’s in- 
sights on options to reduce the impact of climate-change technology 
on transportation-fuel consumers. In addition, I will touch on some 
policy areas that are of particular interest to ConocoPhillips and 
our industry. 

Our company recognizes that public policy to address climate 
change will come at a cost to U.S. consumers and businesses, but 
we believe, in the long run, the benefits to the overall American 
economy will outweigh these costs; however, in these challenging 
economic times, individuals and companies may not take much 
comfort in the promise of future benefits as they struggle to make 
a mortgage payment or to make payroll. This is why U.S. CAP be- 
lieves it is critically important that any climate-change policy in- 
cludes provisions aimed at dampening the impact of policy on both 
consumers and businesses. 

As a major provider of transportation fuels to the U.S. consumer, 
ConocoPhillips is keenly aware of how sensitive most consumers 
are to increases in the price of gasoline at the pump. To address 
the impact of climate policy on transportation-fuel consumers, U.S. 
CAP recommends the judicious use of allowance value to ensure 
the consumers transportation-fuel impacts from allowance prices 
are generally proportionate to their electricity and natural gas im- 
pacts. Allowance value for transportation consumers could be ap- 
plied over a range of options that reduce transportation-fuel con- 
sumption. 

The impact of climate policy on companies that produce and de- 
liver transportation fuels will also have implications for the con- 
sumer. Under the provisions of the discussion draft, the U.S. refin- 
ing sector would face a multibillion-dollar annual compliance obli- 
gation while serving an accounting function for the government as 
the point of regulation for the end-users transportation-fuel emis- 
sions. This would be in addition to our compliance obligations asso- 
ciated with our own greenhouse gas emissions, with the current re- 
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newable fuel standard, and with any low-carbon fuel standard in 
the future. 

Based on the scale of our potential compliance burden, we are 
deeply concerned about our ability to fully pass on these costs, 
given the potential implications that even a small percentage of un- 
recoverable costs could have on this historically low-margin busi- 
ness. The consequences of not getting the policy right could be pre- 
mature reduction in U.S. refining capacity, additional increases in 
gasoline prices, rising transportation, fuel imports, and further loss 
of American jobs. 

We stand ready to offer constructive suggestions for fair and eq- 
uitable allowances for improving the low-carbon fuel standard in- 
cluded in the discussion draft, and in a variety of areas, from con- 
tainment to market oversight to incentives for carbon capture and 
store. Based on the recent and ongoing work of the committee, we 
are encouraged by the potential of a path forward that could gain 
broad support, both within the halls of Congress and within homes 
across the land. We commend the comprehensiveness with which 
Chairman Waxman and Chairman Markey are approaching this 
legislation and their careful consideration of U.S. CAP’s blueprint 
for legislative action. 

In closing, Mr. Chairman, and on behalf of ConocoPhillips, I 
thank you for your leadership and for the opportunity to partici- 
pate in today’s hearing. We look forward to continued work with 
your committee on this very important matter. 

[The prepared statement of Mr. Cavaney follows:] 
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ConocoPhillips Testimony for House Energy and Commerce Committee 
The U.S. Climate Action Partnership Hearing 
April 22. 2009 

Mr. Chairman and Members of the Committee, 

Thank you for your invitation to appear before you as a member of USCAP. I am Red Cavaney, 
Senior Vice President, Government Affairs for ConocoPhillips. I am pleased to be here today to 
participate in this important hearing on behalf of USCAP and to reiterate ConocoPhillips’ support 
for development of a comprehensive, national climate protection program that addresses 
greenhouse gas {“GHG”) emissions while ensuring the availability of the secure, affordable and 
reliable energy supply necessary for continued economic recovery and growth. ConocoPhillips 
supports the integrated set of policy recommendations contained in the USCAP Blueprint for 
Legislative Action {"Blueprint") as a viable path fonward. We are pleased that the Committee 
members and their staff have found the USCAP proposal useful when drafting the American 
Clean Energy and Security Act of 2009 discussion draft {“Draft"). For the purposes of this hearing 
I have been asked to speak on behalf of USCAP about the potential impact of climate policy on 
American transportation consumers. In addition, I will also mention several policy areas that are 
of particular importance to ConocoPhillips and our industry. 

ConocoPhillips recognizes that human activity, including the burning of fossil fuels, is contributing 
to increased concentrations of GHGs in the atmosphere that can lead to adverse changes in 
global climate. We joined USCAP in the spring of 2CX)7 because we believed the energy industry 
has much to contribute to the U.S. climate policy dialogue. Our partnership with USCAP 
represents a unique opportunity for effective public policy engagement. We have valued the 
mutual learning that has taken place among USCAP members and we are pleased with the 
reception that the Blueprint has received both within the halls of Congress and with a variety of 
other stakeholders. 

ConocoPhillips' view is that a mandatory U.S. national climate protection program linked to other 
national and international programs offers the best policy approach for achieving meaningful 
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global GHG reductions. We continue to hold this position not only because of the environmental, 
social and economic significance of the issue but also because we believe there is a firm 
business case for this position. First, we believe that a well-designed federal climate protection 
program, as opposed to multiple state/regional initiatives and other alternatives, would result in a 
more efficient and less costly approach to addressing GHG emissions and the impacts of climate 
change. Second, industry needs a consistent and enduring climate change program to provide 
the regulatory certainty necessary to make informed, long-term investment decisions regarding 
the development and use of future energy supplies. Finally, we believe such policy can create 
business opportunity. For example, we believe U.S. climate policy should be designed to 
optimize the use of cleaner burning natural gas as a transition fuel to a low carbon economy. In 
addition, well designed climate policy will create new opportunities in areas such as deployment 
of carbon capture and storage, and development of new energy technologies. 

ConocoPhillips recognizes that public policy to address climate change will come at a cost to U.S. 
consumers and businesses, but we are confident that in the long run the benefits to the overall 
American economy will outweigh those costs. However, to quote economist John Maynard 
Keynes, the “long run is a misleading guide to current affairs. In the long run we are all dead." In 
these challenging economic times individuals and companies may not take much comfort in the 
promise of future benefits as they struggle to make a mortgage payment or make payroll. This is 
why USCAP believes it is critically important that any climate change policy includes provisions 
aimed at dampening the impact of the policy on consumers and business. It is evident from the 
details of the Draft that the Chairman Waxman and Chairman Markey share this belief. 

During the transition to a low-carbon economy, the USCAP Blueprint addresses the need to 
mitigate the financial impacts of climate policy on consumers, businesses and the overall 
economy. Specifically, USCAP believes a significant share of the allowance value should be 
used to buffer the impacts of increased costs to consumers at the end of the energy supply chain. 
The purpose of directing allowance value to end-use energy consumers is to avoid disruptive 
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price shocks that could accompany the initial phase of implementing the climate protection 
legislation described in the Blueprint. 

As a major provider of transportation fuel to the U.S. consumer, ConocoPhillips is keenly aware of 
how sensitive most consumers are to increases in the price of gasoline at the pump. While fully 
embedding the cost of GHG emissions from the consumption of gasoline in the price of gasoline 
will add approximately 1 0 cents per gallon for every $1 0 per ton cost of C02, we know that even 
this increase may cause hardship for many of our customers. Perhaps as important is the fact 
that for many, the gasoline pump will be where they come face-to-face with the cost of climate 
policy on a daily basis, and public reaction to that cost will have implications for public acceptance 
and continued support for U.S. climate policy. Because GHG emissions from the use of 
transportation fuels represent nearly one-third of total U.S. GHG emissions, they must be 
addressed as part of any comprehensive climate change policy. To address the impact of climate 
policy on transportation fuel consumers, USCAP recommends the judicious use of allowance 
value to ensure that consumer's transportation fuel impacts from allowance prices are generally 
proportionate to their electricity and natural gas impacts. The Blueprint suggests that allowance 
value for transportation consumers could be applied, for example, to providing vouchers or 
subsidies to consumer purchase of high efficiency and electric vehicles, to public transportation 
and to other means of reducing transportation fuel consumption. 

Reducing end-use emissions from the transportation sector will be complicated, requiring a 
systematic approach that involves fuel providers, vehicle and equipment manufacturers, 
consumers, public officials and policy makers. ConocoPhillips believes it will be important for 
policy makers to fully consider all the various direct and indirect cost impacts to the consumer 
associated with the regulation of transportation sector GHG emissions. In addition to direct costs 
to consumers from carbon regulation, there will be costs associated with implementation of fuel 
and vehicle emissions standards, with transportation infrastructure improvement, and potentially 
with disruptions to the US refining system that could result if fuel providers are forced to close 
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facilities due to an inability to pass along the full cost of compliance, including the management of 
consumer emissions. 

In addition to the direct application of allowance value to mitigate the initial financial impacts of a 
climate program on consumers, other Blueprint recommendations in areas such as cost 
containment and technology support will have the effect of keeping the cost of compliance with 
the program within acceptable limits and continuously driving down the cost of low carbon energy 
sources and solutions. 

The U.S. faces an urgent need to make the country more energy secure and to take meaningful 
action to slow, stop and reverse GHG emissions to address climate change. The country needs 
an environmentally effective and economically sustainable national climate protection program 
that includes both quantitative GHG emission reduction goals and robust provisions to protect the 
U.S. economy. The American Clean Energy and Security Act discussion draft represents a 
meaningful step towards that end. As a major U.S. producer of oil and gas and major producer of 
refined transportation fuel, ConocoPhillips has significant interest in a wide range of issues 
addressed in the Draft and we stand ready to work with the Committee, particularly on those 
areas where we have the most to contribute. 

The oil and gas sector is a critical component of the U.S. economy, responsibly developing our 
domestic reserves, fueling our transportation system, and directly or indirectly creating millions of 
U.S. jobs. Under the provisions of the Draft, this sector would face a multi-billion dollar annual 
compliance obligation as the point of regulation for emissions from end-use transportation fuels. 
This would be in addition to compliance obligations associated with our own GHG emissions and 
with the current Renewable Fuels Standard {“RFS”). It is vital that the mechanisms for allowance 
allocation to trade-exposed energy-intensive industries are applied fairly and in a way that 
comprehends the fundamentals of how these markets work. We are deeply concerned about our 
ability to fully pass on these costs of compliance and the potential implications that even a small 
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percentage of unrecoverable costs could have on what is historically a low-margin business. 

The reduction in U.S. refining capacity that could result would lead to increased transportation 
fuel imports, erosion of our national energy security, and further loss of American jobs. 

We are also actively evaluating provisions in the Draft that would result in an overlay of a Low 
Carbon Fuel Standard with the existing RFS, a condition that would not be aligned with the 
USCAP Blueprint. We are ready to offer suggestions on this provision of the Draft. In addition, 
we share the concerns of other USCAP members who feel that the cost containment provisions 
of the Draft may not be adequate to protect the economy against sustained high allowance 
prices. 

ConocoPhillips is actively conducting research and development and evaluating projects to 
deliver low carbon energy to meet a growing world's needs. We believe carbon capture and 
sequestration {CCS} holds significant promise to enabling the continued use of secure fossil 
fuels. We were pleased to see several provisions in the Draft to support development and 
deployment of CCS and we would urge the Committee to ensure those provisions apply without 
discrimination to all applications of this important technology. 

Finally, like other key stakeholders, we have additional suggestions for the Draft that we feel 
would contribute to development of an effective and efficient climate bill. ConocoPhillips and the 
other members of USCAP remain committed to helping this Congress find cost-effective 
approaches to addressing the dual challenges of climate change and energy security. 

Based on the recent and ongoing work of this Committee, we are encouraged by the potential of 
a path forward that could achieve broad support both within the halls of Congress and in homes 
across America. We applaud the deliberate speed with which Chairman Waxman and Chairman 
Markey are moving to enact legislation. 
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Again Mr. Chairman on behalf of ConocoPhillips we thank you for the opportunity to participate in 
today’s hearing. We look forward to continued collaboration on this important issue. 
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Mr. Markey. Thank you, Mr. Cavaney, very much. 

Our next witness is Mr. Jim Rogers. He is the CEO of Duke En- 
ergy Group. Mr. Rogers has more than 20 years’ experience as a 
chief executive officer in the electricity-utility industry. In addition 
to his position with Duke Energy, he is the chairman of the Edison 
Eoundation and co-chair of the Alliance to Save Energy. 

We welcome you hack, Mr. Rogers. Whenever you are ready, 
please, begin. 

STATEMENT OF JIM ROGERS 

Mr. Rogers. Good afternoon. Thank you very much. Chairman 
Waxman, Chairman Markey, Ranking Members Barton and Upton, 
and members of the committee. I am Jim Rogers, CEO of Duke. I 
am delighted to be here today and delighted to have an opportunity 
to support and discuss the discussion draft before us. 

More than 30 years ago, I started my career as a consumer advo- 
cate, fighting rate increase at utility companies. I sit here today as 
a consumer advocate on behalf of the 11 million customers that we 
provide electric service to in five states, also as a consumer advo- 
cate for those consumers in the 25 states where more than 50 per- 
cent of the electricity comes from coal. 

To supply our customers, we are the third largest generator of 
electricity in this country, third largest coal, third largest nuclear. 
We have a very diverse mix of coal, nuclear, natural gas, hydro- 
power, and we reflect much of the mix of generation in this coun- 
try. We also have invested in renewable such as wind. We have 500 
megawatts under operation and 5,000 megawatts under develop- 
ment in the Western United States. We are also investing in bio- 
mass, where our goal is to build 10 to 12 50-megawatt bio power 
plants throughout the U.S. over the next five years. 

I have been an early, long-time advocate for climate-change legis- 
lation. I was a founding member of U.S. CAP. In our business, we 
plan for 40 to 50 years, and one of the reasons that I have been 
such a supporter of clear legislation on carbon is so that I will have 
the certainty that it will allow me to plan. I would have the cer- 
tainty with respect to the roadmap forward. And most importantly, 
because we are the third largest emitter of CO 2 in the country, I 
recognize that I am part of the problem and that we need to be 
part of the solution. And as I look out over the next period of time, 
between now and 2050, we recognize that every plant that we own 
and operate today will be retired and replaced. So if the mission 
is to provide low-carbon generation in the future, but we need to 
get started now with a clear path forward, and so I appreciate the 
work that you all have done in bringing this discussion draft for- 
ward at this time. 

But while I support climate-change legislation, I also recognize 
the importance of getting the carbon legislation, so it works not 
only for the environment but also for our customers. I know how 
difficult it is to achieve the right balance. U.S. GAP’s blueprint was 
developed after years of difficult discussion and seemingly endless 
negotiations. We are pleased the discussion draft includes many of 
our key recommendations from the blueprint, including a market- 
wide cap and trade program, a cap trajectory that falls within the 
blueprints recommendations, although I would note the early caps 
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are on the aggressive end of the range, where someone has said 
they have to hit the goalpost. It provides for cost-containment 
mechanisms, such as offsets, banking and borrowing, and 
multiyear compliance. It also provides provisions for research and 
deployment of carbon capture and storage to ensure that coal re- 
mains a choice. 

The environment is indifferent as to how the allowances are dis- 
tributed. Consumers and businesses are not. Timetables and tar- 
gets, in my judgment, assure the environment integrity of the bill. 
The key is in the transition. Of course, the elephant in the room 
is the mission section on how allowances will be allocated, a critical 
issue for many of us at the table, and most importantly for our cus- 
tomers. And I know that you all plan to work on this because there 
is much work that needs to get done to make this a reality. 

The other thing I would point out is that it is critical to get this 
transition right, and we at U.S. CAP spent a lot of time focusing 
on that, and within the blueprint are specific provisions that really 
address how we make the transition and why getting the transition 
right is so critical. 

In closing, I would briefly mention nuclear power. Earlier today. 
Secretary Chu mentioned it and his support for it. Any serious 
long-term carbon-reduction plan is an empty plate unless we, as a 
nation, commit to building zero-emission nuclear power plants. 
Other countries meeting carbon-reduction commitments will be re- 
lying on nuclear, and we shouldn’t count it out. 

In concluding, we believe it won’t be cheap; it won’t be easy; it 
won’t be quick. But I must be fair, and legislation must be now. 
Thank you very much. 

[The prepared statement of Mr. Rogers follows:] 
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TESTIMONY OF JAMES E. ROGERS 
CHAIRMAN, CEO AND PRESIDENT 
DUKE ENERGY CORPORATION 
BEFORE THE 

COMMITTEE ON ENERGY AND COMMERCE 
U.S. HOUSE OF REPRESENTATIVES 
WEDNESDAY, APRIL 22, 2009 


Mr. Chairman and members of the Committee: I am deiighted to be here today 
to share with you my thoughts on climate legislation and, specifically, the 
discussion draft that was circulated on March 31. My name is Jim Rogers and I am 
Chairman, CEO and President of Duke Energy Corporation. Duke Energy provides 
electric power to more than 11 million people in five states; North Carolina, 

South Carolina, Ohio, Indiana and Kentucky. Our diversified generation portfolio 
of 37,000 megawatts mirrors the mixture of supply in the U.S. as a whole with a 
blend of coal, nuclear, natural gas and hydropower. We have also made sizeable 
investments in renewables, notably wind where we have more than 500 
megawatts in operation and another 5,000 megawatts under development in the 
western United States. 

I was an early and outspoken advocate of climate legislation. But just as I have 
spoken of the need for the United States to move forward to address climate 
change, I have also discussed the importance of getting carbon legislation right, so 
it works not only for the environment but also for our customers, our 18,000 
employees and millions of investors and the U.S. economy in general. 

For Duke Energy, this is especially challenging. We are the third largest consumer 
of coal in the country and we emit, a tittle more than 100 million tons a year of 
carbon dioxide. In our Midwestern service territory, coal accounts for more than 
90 percent of our electric generation, meaning those customers are particularly 
vulnerable to the cost increases that will occur when carbon becomes a regulated 
emission. 
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Our customers, and the millions of others who live in the 25 states where coal 
comprises a majority of electric generation, have been foremost in my mind as I 
have advocated for a federal economy-wide cap and trade program. Many of 
these people are hurting right now. The Midwest recession started long ago and 
has only deepened with the financial meltdown of 2008. I am mindful of my 
customers' concerns and fears as we move forward on climate change legislation. 

And yet, we must move forward and so I congratulate Chairmen Waxman and 
Markey for continuing to advance the debate, educate members, test ideas and 
proceed toward mark-up. Science tells us we must act now. If we delay, it will be 
harder and more costly to manage the risk of climate change. 

We also need to act now because the rest of the world is waiting. We can't solve 
this problem alone but I don't believe we can expect it to be solved at all unless 
we assert the leadership expected of a great power. 

I am particularly pleased today that I have been invited to testify as a member of 
the United State Climate Action Partnership (USCAP). Duke Energy is a founding 
member of this unique coalition that includes both industry and environmental 
organizations. It has worked hard for more than two years trying to create a path 
forward for Congress to address climate change. I am proud of the consensus 
Blueprint for Legislative Action that emerged. While not resolving every issue, it 
does provide policy recommendations that, when combined, we believe will be 
economically and environmentally sustainable. We are pleased that the 
Committee has incorporated many of our recommendations into the discussion 
draft that is now being considered. 

When we created this coalition back in the spring of 2006, we did so with no 
illusions - only hope. We knew that reaching consensus on an effective climate 
change policy would not be an easy task for such a diverse group. And trust me 
when I say this - it wasn't easy. But I believe the degree of difficulty and the 
diversity of our membership makes the agreements we forged that much more 
significant and, I hope, helpful to you. 

As I have said many times, sound climate change legislation should be based on 
three equal tenants - protecting our environment, protecting the economy, and 
protecting consumers from unacceptably high price increases. Where this trio of 
goals intersects is the sweet spot where both political consensus and good public 
policy exists. 
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The discussion draft proposes an economy-wide cap and trade program and a cap 
trajectory that fails within the recommendations of the Blueprint, though I note 
that they are at the aggressive end of the range. It also proposes a greenhouse 
gas registry and acknowledges the need for significant cost containment 
mechanisms, including allowance banking and borrowing, multi-year compliance 
and the use of of^ets as a low-cost emissions reduction strategy, it allows for a 
periodic assessment of the science to ensure we are on the path necessary to 
make a positive impact on the climate. Finally, there are provisions for 
implementation of a strategic reserve pool and recognition of the need to 
accelerate the development, deployment and commercialization of zero- and low- 
carbon technologies, including carbon capture and storage (CCS). 

There is a good foundation here to build upon and the draft's 648 pages present 
enough material to start several lively conversations about a proposal that isn't 
just about climate change but, in fact, proposes a fundamental shift in U.S. energy 
policy. 

Then there is the case of the missing pages. Those are the ones that contain the 
critical decision on how allowances will be distributed. Those pages, for Duke 
Energy and its customers, are the key to that third tenant of sound climate policy 
- protecting consumers from prices that increase so rapidly that they disrupt 
livelihoods. Ensuring that electric customers are treated fairly and not burdened 
with unnecessary cost increases is a mission from which I will not retreat. 

In the last few weeks, I have been encouraged that our message linking allowance 
allocation and customer protection seems to be getting through. Unfortunately, 
this issue has been misunderstood and mischaracterized, confused with the 
environmental integrity of the cap, compared unfairly to the European Union 
Emissions Trading Scheme, and used to suggest utilities using coal were going to 
use the allowances to make windfall profits. 

The fact is that USCAP has presented the Congress and this Committee with a 
path to smooth the transition to a low-carbon economy. To avoid any possibility 
of windfalls and to dampen the impact of climate policy on electricity consumers, 
USCAP proposes to allocate allowances to local distribution companies (LDCs). 
State regulators, who oversee these companies, will assure consumer costs are 
kept as low as possible. This concept has also been endorsed by the National 
Association of Regulated Utility Commissioners. 
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Let me be clear. There will be no windfall profits for utilities under this proposal - 
only customer protection. While the cap preserves the environmental integrity of 
the new regulatory program, the allowance allocation ensures cost impacts are 
mitigated for end-use energy customers. This is especially important for states 
where climate change will have the largest economic impact. 

Conversely, a full auction of allowances hits consumers harder. While it may 
provide a steady revenue stream to the federal government, it will impact 
customers in coal-dependent states disproportionately by requiring utilities and 
their customers to buy allowances just to keep current facilities running. These 
same customers will then pay even more when their utilities make the significant 
capital investments necessary to meet the increasingly stringent cap. 

The result? Let's take Indiana as an example. If carbon prices hit $20 a ton in the 
first year of the program - which is not unrealistic - Hoosier customers under a 
full auction would see an immediate 30 percent rate increase from today's prices. 
If the same allowances, however, were allocated, customer cost increases 
probably could be kept in the single digits. And the difference in the two 
allocation methods in terms of the environment integrity of the program is 
zero...absolutely zero. 

This 30 percent rate increase, by the way, does not include the 18 percent rate 
increase these customers will be paying for the next-generation integrated 
gasification combined cycle (IGCC) coal facility that Duke Energy is building in 
Edwardsport, Indiana, which we hope will become the first large CCS facility in the 
U.S. So, for anyone worried that allowance allocations will mask the carbon price, 
take a look at Indiana and you will see the future for all customers in our coal 
states. The transition of our current electricity generating fleet to zero- and low- 
carbon technology will be costly and consumers will feel a price signal. 

While the discussion draft tracks the USCAP proposal fairly closely, there are a 
few specific recommendations I would like to make that I hope the Committee 
will consider. 

• Targets and timetables: The discussion draft proposes to begin the 
program in 2012, using a 2005 baseline. The start-up date is the same that 
was used in the last Congress and now allows too little time to begin 
compliance. The early targets, while within the USCAP range, are very 
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aggressive. I would recommend the Committee follow President Obama's 
proposal of setting a near-term goal of achieving 1990 levels by 2020. 

• Offsets: USCAP members recognized the need to promote of^ets as a 
viable tool to provide cost-effective emission reductions. However, I was 
surprised the discussion draft discounts these allowances, requiring 
covered entities to turn in 1.25 offset credits in lieu of one emission 
allowance. I believe the Congress and subsequent rules will ensure these 
of^ets are verifiable, permanent, measurable, enforceable and additional. 
They will be limited either legislatively or through a regulatory process that 
will make it challenging for projects to qualify. So why then, after the gold- 
plating, should they be discounted? Why, if companies can use them to 
achieve the same environmental benefit at a lower cost for their 
customers, does the government treat them as a compliance step-child? 

• Strategic Reserve Pool; I am pleased the discussion draft recognizes the 
importance of the Strategic Reserve Pool as an essential cost containment 
measure. However, the details include a significant - perhaps prohibitive - 
barrier to effective use of the pool by initially including a minimum bid of 
two and a half times the price EPA estimates an allowance will cost. This 
trigger mechanism should be dropped and the Committee should 
encourage the viability of the pool by permitting these allowances to be 
released into the market when allowance prices reach a specific threshold 
price. This price should be set at a level that prevents undue economic 
harm from excessively high allowance prices (e.g. increases in the 
underlying price of naturai gas due to fuel switching) and encourages 
technology transformation. The reserve pool trigger price should start out 
at a reasonable level and escalate over time to align with the establishment 
of commercially available technology that allows reductions to occur in an 
economically efficient manner. In order to be effective, the strategic 
reserve pool should contain an unlimited supply of offsets and the 
government must be empowered to fill and replenish it as needed. 

• Coal technology: I appreciate that the discussion draft recognizes the 
importance of developing carbon capture and storage technology and 
incorporates Congressman Boucher's funding proposal. I do think more 
funding is needed, however, if this technology is to be accelerated and, to 
ensure the funding is stable and reliable, it needs to be provided outside 
the appropriations process. I also urge the Committee to provide more 
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guidance to EPA with respect to the legal, liability and storage rules they 
are directed to write. Early resolution of the rules is vital so that the 
earliest demonstration plants can come on line. 

• Citizen suits: The proposal reducing legal barriers to filing citizen lawsuits 
either against the government or companies that emit greenhouse gases, I 
believe, is a prescription for regulatory chaos and uncertainty. We should 
spend our time, energy and money in addressing the problem - not tying 
the courts up in endless litigation. 

Finally, Td like to say a few words about the myriad of standards and mandates 
that are included in the discussion draft with this ambitious carbon reduction 
program. 

Embedded in and surrounding this market-driven approach to carbon reduction is 
a proposed renewable electricity standard, an energy efficiency standard, a clean 
fuels standard, electric vehicle infrastructure requirements, a coal plant 
performance standard, a smart grid requirement and even a peak load shaving 
requirement. Some of these we have agreed to as part of the USCAP Blueprint; 
others, however, go above and beyond what the Blueprint ever anticipated. 

My position on a renewable electricity standard is clear. I think this issue belongs, 
appropriately, to the states - 30 of which have already adopted one. These 
standards are not uniform, but neither is their renewable energy potential. Over 
the last few years, we have had an explosion in renewable energy development in 
the United States and the world. Wind consistently has been the fastest growing 
segment of energy production for the last five years or so. But even with this leap 
forward, we still have no evidence that wind or solar can be commercially viable 
in many parts of the country. 

The fact is that a study by ICF international showed that, under a "medium" price 
scenario starting at $22/ton C02, renewables enjoyed a steady growth through 
2040, adding more than 156,000 megawatts of new capacity, it also showed that 
these were not spread out evenly throughout the country. This same analysis 
showed the deployment of 225,000 megawatts of coal with carbon capture and 
storage, demonstrating this isn't a problem that can be solved with only one 
technology. 
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So, if renewables are going to slide into the new economy because they become 
the lower cost option, why do we want to establish a public policy that forces 
them in at a higher price? 

1 bndetstand there is passion on this Committee and elsewhere to push ^ 
feriewables to the front of the line. Renewables have been prornoted heavily by 
Congress through numerous subsidies such as tax credits and grants. The 
proposed renewable electricity standard is just another way to push these 
technologies forward faster than the market may allow. This, of course, means 
the price of inserting these technologies will be higher. 

The aggressive timeline to increase renewable generation, which currently stands 
at about two percent, is not about addressing climate change, it's a pre- 
determination as to technology choice and the speed of its installation. The 
discussion draft requires 6 percent renewables by 2012 and 8.5 percent by 2014. 
The (ime-rabies and levels are, in my judgment, unrealistic. We cannot design, 
permit and build a three-fold increase in renewable generation - as well as the 
:iec-:?ssarv transmission ™ in less than the two and a half years remaining before 
the first deadline. Instead of picking the technology, if we must have a standard, 
let's take the renewable electricity standard and the energy efficiency standard' 
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and combine them into a single low-carbon electricity standard, without 
mandates for specific technologies. 

Let's encourage any technology that delivers kilowatts to your home or business 
and leaves no carbon trail to qualify for the new standard. That means not just 
wind and solar but also energy efficiency, carbon capture and storage and 
nuclear. 

As for the proposed energy efficiency standard, as co-chair of the National Action 
Plan on Energy Efficiency, I have been involved with a group of consumer 
advocates, state regulators, environmental groups, utilities and others which has 
developed a set of proposals that will achieve the goals in the discussion draft 
without resorting to specific mandates. We do this by changing the regulatory 
incentives for utilities, assuring a least cost approach. 

On top of this standard are requirements to institute smart grid technologies 
which, despite my keen interest in this area, are as yet undefined. There is also a 
peak load shaving requirement and a host of electric vehicle infrastructure 
mandates. Combined, these efforts constitute an effort by Congress to remake 
the electric power system - a goal that I believe we should and will attain, but one 
that must be done thoughtfully and systematically. 

USCAP did not come to an agreement on nuclear but I have said before and say 
again that a truly serious long-term carbon reduction plan is an empty plate 
unless we, as a nation, commit to making it possible once again to build nuclear 
power plants. Other countries will be deploying this technology to meet their 
carbon reduction commitments, and so should we. 

I thank you again for the opportunity to testify and I trust you will treat my 
comments as they are intended - as positive contributions and suggestions to a 
discussion draft that, I sincerely hope, marks the beginning of constructive 
legislative process that ends within the next year to 18 months on the desk of 
President Obama. 
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Mr. Markey. Thank you, Mr. Rogers, very much. Our next wit- 
ness, Ms. Frances Beinecke, is the president of the Natural Re- 
sources Defense Council and is on the Steering Committee of the 
U.S. Climate Action Partnership. She has worked with NRDC for 
more than 30 years and has held leadership roles in several other 
environmental organizations. 

We welcome you back before this panel. Dr. Beinecke. Whenever 
you feel comfortable, please, begin. 

STATEMENT OF FRANCES BEINECKE 

Ms. Beinecke. Thank you very much, Mr. Chairman, and mem- 
bers of the committee, thank you for the invitation to testify to tes- 
tify today on this Earth Day as a member of the U.S. Climate Ac- 
tion Partnership. I am Frances Beinecke, President of NRDC. 

Chairman Waxman and Markey and Ranking Members Barton 
and Upton, thank you for holding this hearing on the American 
Clean Energy and Security Legislative Proposal. The discussion 
draft is an excellent starting point for enacting comprehensive en- 
ergy and climate legislation this year. Passing effective climate leg- 
islation to address the eminent threat of global warming is NRDC’s 
highest priority, and it is vital to enact legislation as quickly as 
possible. 

We have known for several years that the scientific data on glob- 
al warming points towards urgent action, and now the economic 
data is telling us that action is required as well. Rather than a rea- 
son for delay, the current recession amplifies the importance of act- 
ing quickly. If this Act were enacted tomorrow, millions of clean- 
energy jobs would be created, starting right away, and we antici- 
pate there will be minimum increased energy costs in the near 
term, because the limits on carbon emissions proposed in this 
would not go into effect until 2012, and by that time, the current 
recession should be in the rearview mirror. 

Inaction is simply not an option. Carbon regulation is moving for- 
ward. Last week, the EPA acted on what the law and science re- 
quire and formally found what we have known for many years, 
that carbon dioxide emissions endanger public health and the envi- 
ronment. Congress has the opportunity to shape how carbon is con- 
trolled, going forward, and tMs committee is at work on it right 
now. If we delay and emissions continue to grow, it will become 
much harder to avoid the worst impacts of climate going haywire. 
In short, a slow start means a crash finish, with steeper and more 
costly emission cuts required for each year of delay. If we enact leg- 
islation this year, we can unleash American innovation and tackle 
this global challenge right now. 

Today, I want to focus on three critical issues: allocation of allow- 
ance value, cost containment, and international action. The alloca- 
tion of the allowance value is a major issue for the committee to 
consider and was a central component of the U.S. Climate Action 
Partners Blueprint for Legislative Action. U.S. CAP strongly en- 
dorses an approach for distributing emission allowances that leads 
to achieving public objectives and not private windfalls. U.S. CAP 
believes that we can jumpstart the transition to a clean-energy 
economy without creating undue burden on consumers by initially 
distributing a significant portion of the allowances to capped enti- 
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ties and economies sectors particularly disadvantaged by the sec- 
ondary effects of a cap. This free distribution should be phased out 
over time with a transition to a full auction. 

The Blueprint identifies principals to guide the fair and equitable 
allocation of allowances. First, they should go to end-use consumers 
of electricity, natural gas, and transportation fuels. Specifically, a 
significant portion should to regulated electric and natural gas 
local distribution companies, LDCs, on behalf of their customers, 
particularly in the early years of the program. The overall costs of 
achieving the environmental goals will be minimized if utilities 
used this value first to ensure that they are investing in all cost- 
effective energy-efficient opportunities, and then, rebate the re- 
maining value to their consumers in a transparent matter. 

Second, allowances should be given to energy-intensive industries 
with trade-exposed commodity products that face international 
competition, such as cement and steel. And this will limit the out- 
sourcing of U.S. jobs and the outsourcing of U.S. emissions. 

Third, allowances should also be allocated for competitive power 
generators, low-income consumers, and worker transition and 
training, programs that drive low-emission technology to commer- 
cial viability, programs to reduce emissions from deforestation and 
forest degradation, 20-percent of emission sources, and adaptation 
needs of vulnerable people in ecosystems at home and abroad. 

Previous major environmental initiatives, such as controlling sul- 
fur dioxide emissions, have proved far less costly to accomplish 
than predicted. Nonetheless, there is uncertainty about the cost of 
reducing global-warming pollution, and that is why the U.S. CAP 
Blueprint addresses cost containment. Although there are some 
material differences, the ACTS discussion draft reflects many of the 
measures discussed in the Blueprint. These include a broadly inclu- 
sive cap, emissions trading, unlimited banking of allowances, and 
effective multiyear compliance periods. The discussion draft also in- 
cludes a larger role for emission offsets, provided that they meet, 
and I think this is crucial, strong environmental quality standards. 

Finally, the discussion draft includes a strategic offset and allow- 
ance-reserve pool, intended to prevent allowance price spikes by re- 
leasing additional offsets and/or borrowed allowances into the mar- 
ket in the event of excessively high allowance prices. 

The third issue I want to discuss briefly is international action. 
It is critical that the United States provides a path forward in envi- 
ronmental discussion as we lead to Copenhagen in the fall, and we 
need to provide key tools in the legislation to aid our climate nego- 
tiator in delivering a strong global warming solution, and we think 
the draft addresses this effectively as well. I want to thank you for 
the opportunity to testify and look forward to questions. 

[The prepared statement of Ms. Beinecke follows:] 
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Mr. Chairman and Members of the Committee: 

Thank you for your invitation to testify today as a member of the United States Climate 
Action Partnership (USCAP), regarding the American Clean Energy and Security Act of 
2009. My name is Frances Beinecke. I am the President of the Natural Resources Defense 
Council (NRDC). NRDC is a national, nonprofit organization of scientists, lawyers and 
environmental specialists dedicated to protecting public health and the environment. Founded 
in 1970, NRDC has more than 1.2 million members and online activists nationwide, served 
fiom offices in New York, Washington, Los Angeles and San Francisco, Chicago and 
Beijing. 

Chairmen Waxman and Markey, Ranking Members Barton and Upton, thank you for 
holding this hearing on The American Clean Energy and Security Act (ACES) legislative 
proposal. The ACES "discussion draft" recently circulated by Chairmen Waxman and 
Markey, is an excellent starting point for enacting con^rehensive energy and climate 
legislation this year. The draft bill draws heavily on recommendations of the U.S. 

Climate Action Partnership. We recognize the challenge facing this Committee in 
crafting comprehensive legislation and we very much hope that the Committee will 
continue to chaw upon our partnership. 

Passing effective climate legislation is NRDC’s highest priority. It is vital to enact 
legislation this year. As President Obama said last week, the foundation for growth and 
prosperity in the 21*' Century must be built on solid pillars. Clean, sustainable energy is 
one of those pillars, and promptly enacting comprehensive energy and climate legislation 
is the way to put that pillar in place. Rather than being a reason for delay, the current 
recession amplifies the importance of acting swiftly. If the American Clean Energy and 
Security Act were enacted tomorrow millions of clean energy jobs would be created, 
starting right away. There will be no impact on energy costs in the near term, however, 
since limits on carbon emissions would not go into effect until 2012. By that time the 
current recession should be in the rear view mirror. 
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The stimulus package enacted earlier this year will jump-start significant clean energy 
investments, but it is necessarily a temporary measure. In the absence of a long-term 
policy framework many investment decisions and projects are currently on hold due to 
uncertainty about future carbon emission rules. By clarifying those future rules, this 
legislation will unlock large-scale private sector capital investments starting today, saving 
companies money in the short and long term and boosting the recovery. 

Inaction is simply not an option. Not only would the economic and environmental 
consequences be untenable, inaction is also illegal. Reversing years of denial and delay 
by the previous administration, last week EPA acted in accordance with what the law and 
science require, formally finding what we have know for many years: carbon dioxide 
emissions endanger public health and the environment. 

Action on global warming has already been delayed too long. Every day we learn more 
about the ways in which global warming is already affecting our planet. This is most 
evident today in the Arctic, which I had an extraordinary opportunity to witness first hand 
last summer. In contrast to some claims in the media, earlier this month the National 
Snow and Ice Data Center confirmed that the alarming arctic melting trend is continuing. 
The scientists found that the fraction of arctic ice made up of stable ice that is more than 
two years old reached its lowest point in 2009 since reliable data became available in 
1979. The impacts of rising carbon dioxide levels and global warming are also beginning 
to hit home in the form of more intense storms and droughts, deadly heat waves, and 
disrupted ecosystems. 

We must act now to begin making serious emission reductions if we are to avoid truly 
dangerous levels of global warming pollution. Climate scientists warn us that we face 
extreme dangers if global average temperatures are allowed to increase by more than 2 
degrees Fahrenheit from today’s levels (equivalent to 2 degrees Celsius over pre- 
industrial levels). The Intergovernmental Panel on Climate Change reports that it is still 
possible to stay below this temperature increase if atmospheric concentrations of COj and 
other global wanning gases are kept from exceeding 450 ppm CO 2 - equivalent and then 
rapidly reduced. This will require us to halt U.S. emissions growth almost immediately 
and then achieve significant cuts continuously for the next several decades. In view of 
the grave risks we are running, NRDC supports the proposed targets in the draft 
legislation before the Committee as the minimum we can responsibly undertake. These 
targets are equivalent to the more stringent end of the range contained in the USCAP 
Blueprint. We need to get on that path as soon as possible to maintain a reasonable 
chance of avoiding the worst effects of global warming. 

We also strongly support the integrated approach to energy and climate legislation 
embodied in the American Clean Energy and Security Act discussion draft. Combining a 
comprehensive cap on carbon pollution with effective measures to accelerate investments 
in energy efficiency and clean energy innovations is the best way to get our economy 
moving again and build a foundation for sustainable economic growth for years to come. 
Only a framework that addresses large scale energy development in the context of a 
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declining cap on carbon pollution will avoid policy conflicts and mobilize clean energy 
capital to build the energy infrastructure we need to thrive in the 2 1 " Century. 

If we delay and emissions continue to grow, it will become much harder to avoid the 
worst impacts of a climate gone haywire. In short, a slow start means a crash finish, with 
steeper and more disruptive emission cuts required for each year of delay or insufficient 
action. 


TheRoleofUSCAP 


As a leading environmental organization, NRDC believes Congressional action will be 
facilitated if we can find common ground among differing interests on as many 
controversial issues as possible. We joined USCAP two years ago in recognition of this 
reality. USCAP demonstrates the ability of very diverse interests to come together to act 
for the common good while recognizing and addressing the complicated set of issues 
posed by global warming legislation. 

USCAP is united in the belief that we can and must take prompt action to establish a 
coordinated, economy-wide, market-driven approach to climate protection. The members 
of USCAP believe that properly constructed policy can be economically viable, 
environmentally responsible, and politically achievable. We support enactment of an 
economy-wide, market-driven approach which includes a well-crafted cap-and-trade 
program as its core element. In addition to specified limits on global wanning emissions, 
USCAP supports robust cost-containment measures, complementary policies and 
measures to supplement the cap, and a fully funded federal technology research, 
development, demonstration, and deployment program for climate-friendly technologies. 
Properly designed legislation will encourage innovation, enhance America’s energy 
security, foster economic growth, improve our balance of trade, and provide critically 
needed U.S. leadership on this vital global challenge. 

Swift legislative action will encourage innovation and provide needed U.S. leadership on 
this global challenge. Given that USCAP includes major environmental groups, fossil 
energy producers and users, and leading members of the manufacturing sector, we 
believe that we have achieved a remarkable level of consensus regarding global warming 
legislation and we hope that this level of consensus will be helpful to the Committee and 
the Congress as it moves forward in crafting legislation. 


Policy Solutions for Curbing Global Warming and Building the Clean Energy 
Economy 

As the Administration and Congress grapple with climate, energy, and economic policy 
this year, they should focus on driving investment that will increase efficiency and reduce 
global warming pollution at the lowest possible cost. The following policy tools will be 
needed to curb global warming and secure a clean energy future: 
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1 . A gradually declining mandatory limit or “cap” on pollution. 

2. Codes and standards that rid the marketplace of the worst-performing products and 
technologies. 

3. Performance-based incentives to drive investment in energy efficiency and clean 
energy solutions (funded through targeted use of the value from pollution permits or 
allowances). 

4. Targeted financing support to enable clean infi'astructure investment. 

Strong American leadership in these areas will not only help strengthen our long-term 
economic, national, and environmental security, but it will also bolster our position 
during international negotiations toward reaching a global solution to this global problem. 

The American Clean Energy and Security Act discussion draft includes these key policies 
by combining standards and incentives for rapidly deploying clean energy and energy 
efficiency technologies with firm economy-wide limits on the carbon pollution that is 
driving global warming. 

USCAP Blueprint 

The discussion draft is consistent with the USCAP Blueprint in a number of key areas 
including: emissions targets and timetables; scope of coverage and point of regulation; 
incentives and performance standards for deploying carbon capture and sequestration 
technologies; the use of cost containment mechanisms that preserve the integrity of the 
emissions cap; principles for allocating allowance value (discussed in more detail below); 
and the importance of international action (discussed in more detail below). 

Allocation of Allowance Value: 

While the ACES discussion draft provides detailed proposals on most issues, it is 
deliberately open-ended on how to distribute the valuable emissions "allowances" that 
polluters must have at the end of each year to cover their global warming emissions. 

How many will be given away, and with what performance conditions? How many will 
be auctioned, and how will the revenue be used? These are key questions for this 
committee. 

The diverse membership of USCAP believes that the approach for distributing emission 
allowances must lead to achieving public objectives, not private windfalls. The 
discussion draft opens the door to using the value of the allowances for a wide range of 
critical needs - supporting investments in the clean energy economy, protecting 
consumers (especially low-income consumers), dealing with unavoidable climate change 
impacts, and doing our part to achieve international cooperation against global warming. 

The allocation of the allowance value is a central component of the USCAP Blueprint for 
Legislative Action. Emission allowances in an economy-wide cap-and-trade system will 
represent trillions of dollars in value over the life of the program. USCAP believes the 
distribution of allowance value should facilitate the transition to a low-carbon economy 
for consumers and businesses; provide capital to support new low- and zero-GHG- 
emitting technologies; and address the need for communities and natural resources to adapt 
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to climate change. It is critical that a climate bill help to safeguard our water resources, 
oceans, lands, wildlife, and public health from the hatmflil impacts of global warming, 
especially as some serious impacts can no longer be avoided even with strong emission 
reductions in place. 

USCAP recommends facilitating the transition to a clean energy economy by initially 
distributing a significant portion of allowances to capped entities and economic sectors 
particularly disadvantaged by the secondary eflfects of a cap and that this free distribution 
of allowance value should be phased out over time with a transition to a full auction. The 
Blueprint identifies specific principles to guide the fair and equitable allocation of 
allowances to: 

> End-use consumers of electricity, natural gas, and transportation fiiels, with a 
significant portion of emission allowance value being allocated to regulated 
electric and natural gas local distribution companies on behalf of their customers, 
particularly in the early years of the program. 

> Energy intensive industries with trade-exposed commodity products that face 
international competition, to prevent outsourcing of US jobs and emissions 
overseas to countries that have not committed to commensurate global warming 
pollution limits; 

> Competitive power generators and other non-utility large stationary sources which 
face substantial compliance costs they cannot pass onto consumers; 

> Low-income consumers and worker transition and training; 

> Programs to achieve technology transformation such that these investments 
combined with the cap are sufficient to drive key low-emission technologies to 
commercial viability; 

> Programs to reduce emissions from deforestation and forest degradation; 

> Adaptation needs of vulnerable people and ecosystems at home and abroad. 

Cost Containment Measure: 

Previous major environmental initiatives, such as dramatically reducing carbon monoxide 
emissions from tailpipes and sulfur dioxide emissions from smokestacks, have proved far less 
costly to accomplish than predicted prior to making the commitment to achieve these goals. 
Nonetheless, there is considerable uncertainty about the cost of reducing global warming 
pollution and therefore cost containment measures are a critical component of the USCAP 
Blueprint. Although there are some material differences, the ACES discussion draft reflects 
many of the cost containment measures included in the Blueprint. These include a broadly 
inclusive cap, emissions trading, unlimited banking of allowances, and effective multi-year 
compliance periods. The discussion draft also includes a large role for emission offsets, 
provided that they meet strong environmental quality standards, as recommended in the 
Blueprint. Finally, the discussion draft includes a strategic offset and allowance reserve pool 
intended to prevent allowance price spikes by releasing addition offsets and/or borrowed 
allowances into the market in the event of excessively high allowance prices. 

International Action: 

The American Clean Energy and Security Act discussion draft can also help the US and the 
world secure a strong agreement to address global wanning pollution in Copenhagen, 
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Denmark later this year. US leadership to drive energy solutions and cap our global 
warming pollution is an essential precondition for securing a strong international 
agreement that establishes an equitable and effective framework for robust action by all 
major emitting countries. We need to provide a number of key tools in the legislation to 
aide our climate negotiators in delivering a strong global solution. This discussion draft 
includes some of these key tools by: 

• designing international carbon market access rules to encourage developing 
countries to take concrete action to reduce their emissions; 

• providing incentives to reduce emissions from international deforestation; 

• creating incentives for exporting clean energy technologies which can help generate 
US jobs and provide leverage for securing a strong agreement from major emitting 
countries; and 

• helping developing countries adapt to global warming, which will reduce threats to 
our national security as well as ease the burden on vulnerable communities. 

The current economic crisis presents enormous challenges for American workers and 
virtually every sector of our economy. The crisis, however, also provides a tremendous 
opportunity to address the threat of global warming in a way that ensures long-term 
environmental and economic sustainability. In the next 20 years, the United States will 
invest more than $3 trillion in our energy infrastructure — electric jjower plants, fuel 
refineries, and transmission and transportation infrastructure — and trillions more on 
energy consuming buildings, appliances, and vehicles. ' We can avert the growing climate 
crisis by redirecting our resources toward cleaner, more energy-efficient technologies that 
will reduce emissions of global warming pollution, create millions of quality jobs, and 
bolster our national security. 

Chairman Waxman and Markey, you have stepped forward at a key moment in history and 
you are to be commended for your vision, leadership and courage on this profoundly 
important issue. We look forward to working closely with you and all the other members 
of the Subcommittee and the Committee to report a comprehensive and effective energy 
and global warming bill to the United States House of Representatives by Memorial Day. 

Thank you once again for the opportunity to testify and I would be pleased to answer any 
questions that you may have. 


' World Energy Outlook 2006, International Energy Agency. 
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Mr. Markey. Thank you, Dr. Beinecke, very much. Our next wit- 
ness is Ms. Meg McDonald, who is the director of global issues, 
Alcoa. She also served in Australia as Australia’s Ambassador for 
the Environment, where she was the lead negotiator for the Kyoto 
Protocol and has advised several Australian Government Trade 
Ministers. We welcome you, Ms. McDonald. 

STATEMENT OF MEG McDONALD 

Ms. McDonald. Thank you, Mr. Chairman, Chairman Waxman, 
Ranking Members Barton and Upton, and members of the com- 
mittee. Thank you for the opportunity to testify today as a member 
of the United States Climate Action Partnership, or tl.S. CAP. 

I am here today to express Alcoa’s support for comprehensive cli- 
mate legislation this year. We and others in U.S. CAP have wel- 
comed the comprehensive approach taken it the American Clean 
Energy and Security Act. We, like the other collea^es at this table 
that you have heard, believe that climate change is a global issue, 
which requires leadership and immediate action from every sector 
of society. 

Alcoa is one of the world’s largest producers of aluminum and 
alumina. We are active in all segments of the industry from min- 
ing, refining and smelting to rolling and extrusions with some 
850,000 employees in 34 countries. The majority of our manufac- 
turing base is here in the United States, and two-thirds of our 
smelting capacity, representing 30,000 U.S. jobs. The current global 
economic situation has meant significant and difficult changes in 
that manufacturing profile here in the United States and else- 
where. 

Aluminum is a globally and heavily traded, energy-intensive 
commodity, for which the global price is benchmarked according to 
the London Metal Exchange. Since last June, we have experienced 
dramatic drops in global demand, and the price of aluminum has 
dropped by more than 60 percent. Alcoa has put in place a detailed 
plan to weather the economic storm, with the hope of emerging 
stronger when the economy recovers. 

The energy-intensive nature of primary aluminum smelting has 
meant that the location of aluminum production is driven by en- 
ergy costs. It has also meant that the industry has been a leader 
in energy efficiency. We also believe that aluminum is part of the 
solution to climate change because of its properties of lightweight 
into transport solution and because of its infinite recycling poten- 
tial. 

Since 1990, Alcoa has reduced own direct greenhouse gas emis- 
sions by 36 percent, and that is despite a significant increase in our 
production over that same period. Alcoa has been part of U.S. CAP 
as a founding member and here today because we believe an econ- 
omy-wide cap and trade program, as part of a comprehensive U.S. 
climate program can be constructed as to minimize the impact on 
the economic competitiveness of U.S. business like Alcoa as we 
make our transition to a lower carbon economy. 

There is a board consensus that the leakage cause must be 
solved to achieve effective climate legislation, and we and our U.S. 
CAP colleagues look forward to working with the committee to 
achieve this. There has never been such a critical time for us to be 
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focusing on this issue as many businesses like Alcoa, our work- 
force, and our communities confront the very difficult challenges 
created by the current economic downturn. During the evolution to- 
wards a comprehensive global emissions trading regimes, transi- 
tion arrangements for energy-intensive trade-exposed sectors like 
ours will be necessary to protect our competitiveness and our em- 
ployees’ jobs. It will be essential to protect the employment base 
and contribution to the U.S. economy that industry such as alu- 
minum, steel, chemical, glass, and paper represent, and we think 
the most important way of doing this is through the allocation 
process as well as additional complimentary measures. U.S. CAP 
set out our own detailed thinking on the importance of inclusion of 
these in climate legislation in our blueprint, and we have included 
in that additional cost-containment measures, such as offsets in 
banking, the technology program, international linking of trading, 
and movement to a global system. Importantly, we also believe 
there should be specific credit for early action by companies such 
as ours, which have been reducing our emissions voluntarily. 

Alcoa believes that a cap and trade program that follows this ap- 
proach will be successful in reducing emissions while avoiding 
shifting jobs, investments, and emissions from the U.S. to other na- 
tions. This sort of leadership from the United States is essential for 
setting the stage for reaching global agreement on climate change. 
We also believe that a climate-change framework established on 
this basis will bring a new vision and policy direction which will 
spur innovation through the U.S. economy and elsewhere. And we 
think if we act wisely and swiftly, this will assist in restoring 
growth, increasing jobs, and providing the means for America to be 
a global leader in low-carbon technology. 

Chairman Waxman and Markey, Alcoa joins our other U.S. CAP 
collea^es in looking forward to working with you, the sub- 
committee, and the committee in your objective in reporting a com- 
prehensive and effective energy and global warming bill to the 
United States House of Representatives by Memorial Day. 

[The prepared statement of Ms. McDonald follows:] 
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Mr. Chairman and Members of the Committee: 

Thank you for your invitation to testify today as a member of the United States Climate Action 
Partnership, or USCAP. 

My name is Meg McDonald and I am Director, Global Issues of Alcoa Inc. 

I am here today to express Alcoa's support for comprehensive climate change legislation this year. 
We and others in USCAP have welcomed the comprehensive approach taken in the American Clean 
Energy and Security Act (ACES). We believe climate change is a critical global issue which requires 
leadership and immediate action from every sector of society. 

Alcoa is one of the world's largest producers of aluminum and alumina. We are active In 
ail segments of the industry - from mining, refining and smelting to rolling and 
extrusions, with some 85, 000 employees in 34 countries. 

The majority of our manufacturing base is here in the United States and two thirds of our smelting 
capacity. 

The current global economic situation has meant significant and difficult changes in that 
manufacturing profile here in the United States and elsewhere. 

Aluminium is a globally and heavily traded energy- intensive commodity for which the global price is 
benchmarked according to the London Metal Exchange. Since last June, we have experienced 
dramatic drops In global demand and the price of aluminum has dropped by more than 60%. 

Alcoa has put in place a detailed plan to weather the economic storm and emerge stronger virhen the 
economy recovers. 

The energy intensive nature of primary aluminium smelting has meant that the location of aluminium 
production is driven by energy costs. This has also meant that the industry has been a leader in 
energy efficiency. 

We also believe that aluminium is part of the solution to climate change because of Its properties of 
light-weighting for transport solutions and because of its infinite recycling potential. 

Since 1990, Alcoa reduced our direct greenhouse gas emissions by 36 percent. 
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And that’s despite a significant increase in production over that same period. 

I am here to testify today about how we believe an economy-wide cap-and-trade program as part of a 
comprehensive U.S. climate program can be constructed so as to minimize the impact on the 
economic competitiveness of US business as we make the transition to a lower carbon economy. 

There is a broad consensus that the leakage problem must be solved to achieve effective climate 
change legislation and we and our USCAP colleagues look fonvard to working with the committee 
achieve this. 

Never has there been such a critical time for us to be focusing on this issue as many businesses, our 
workforce and our communities confront the very difficult challenges created by the current economic 
downturn. 

During the evolution toward a comprehensive global emissions trading regime, transitional 
arrangements for energy intensive trade exposed sectors will be necessary to protect our 
competitiveness. This will be essential to protect the employment and contribution to the US economy 
that industries such as aluminium, steel, chemicals, glass and paper represent. 

We think the best way of doing this is through the allocation process and additional complementary 
measures. 

USCAP has set out our detailed thinking on the importance of inclusion in climate change legislation 
of additional cost containment measures such as 

1 . offsets and banking 

2. technology program 

3. international linking and 

4. movement to a global system 

Importantly, we believe there should also be specific credit for early action by companies, such as 
ours, which have been reducing emissions voluntarily. 

Alcoa, as a member of USCAP believes that a cap-and-trade program that follows this approach will 
be successful in reducing emissions whilst avoiding shifting jobs, investments and emissions from the 
U.S. to other nations. This sort of leadership by the United States is essential for setting the stage for 
reaching global agreement on climate change. 

We also believe that a climate change framework established on this basis will bring a new vision and 
policy direction which will spur innovation through the economy. We think if we act wisely and swiftly, 
this will assist in restoring growth and provide the means for America to be the global leader in low- 
carbon technology. 

Within such a legislative framework with market signals and incentives, the American entrepreneurial 
spirit will deliver the sustainability solutions required to meet our many economic, energy, 
environmental and national energy security challenges. 

Chairman Waxman and Markey, Alcoa joins our other USCAP colleagues in looking forward to 
working with you, the Subcommittee and the Committee in your objective of reporting a 
comprehensive and effective energy and global warming bill to the United States House of 
Representatives by Memorial Day. 

Thank you for the opportunity to testify and I would be pleased to answer any questions that you may 
have. 
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Mr. Markey. Thank you, Ms. McDonald, very much. 

And our next witness is Mr. David Crane. He is the president 
and CEO of NRG Energy. Mr. Crane has heen the president and 
CEO of NRG, a wholesale power-generation company, since Decem- 
ber of 2003. We welcome you back, Mr. Crane, and we look forward 
to your testimony. 

STATEMENT OF DAVID CRANE 

Mr. Crane. Thank you. Chairman Markey and Chairman Wax- 
man, Ranking Member Barton and Upton. Chairman Markey, as 
you mentioned, we are a competitive power-generation company, or 
wholesaler, as you say. We produce approximately 70 million mega- 
watt hours per year, and like others in our industry, we do it in 
as a safe, inexpensive, and environmentally benign manner as post- 
war technology permits, and when I talk about postwar in this 
case, I am talking about post-World War II technology permits. But 
as global concern over climate change has grown, the management, 
employees, and possibly most importantly, the shareholders of 
NRG are aware that we have a moral imperative to reduce sub- 
stantially the carbon intensity of our electricity production. Today, 
I welcome the opportunity to appear at your committee as you 
begin consideration of whether there should be an economic imper- 
ative aligned alongside that moral imperative to reduce emissions. 

And I wanted to also offer you three general observations. Eirst, 
combating climate change is inextricably linked to our country’s fu- 
ture energy usage and to a national energy policy, and the best an- 
swer lies in the center, where both environmental protection and 
energy security can be enhanced while avoiding the prospect of 
short- to medium-term dislocation to the economy. This, in my 
mind, is the fundamental principal upon which U.S. CAP was 
founded, and it informs virtually all of the recommendations set 
forth in the U.S. CAP Blueprint. A shared concern of five environ- 
mental groups and 25 major American corporations led, over the 
course of two years, to a carefully calibrated and interlinked set of 
recommendations. As such, we believe all members of the com- 
mittee should carefully consider these recommendations, whether 
you are more motivated by reducing emittances of carbon in the at- 
mosphere or by reducing remittances of American wages and 
wealth to the Middle East in order to pay for foreign-source fossil 
fuel. 

My second major point is that the potential embedded within cli- 
mate-change legislation for regional wealth transfer and value de- 
struction is real but can be effectively addressed with a sensible 
balanced between auctioned allowances and allowances allocated 
on a year-end basis and with complimentary measures for clean 
coal and other core technologies, including new, advanced nuclear 
projects. Wind, solar efficiency, and smart meters are all worthy 
technologies that our company is investing in, and they all deserve 
government support. But the fact is that if you run the numbers, 
it is nearly impossible to see how we win the battle against climate 
change without the successful demonstration and global deploy- 
ment of clean coal technology and advanced nuclear plants. 

The transitional, partial allocation approach, which Erance has 
referred to, will help drive these investments as well as easing re- 
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gional imbalances. It will give emitters like us a financial runway 
of sufficient length to gain lift in our efforts to innovate and invest 
in low-carbon technologies that are critical to success in the fight 
against global warming. This is important because carbon will not 
be conquered just through increased funding of the Nation’s re- 
search. It will be conquered when companies in the electricity sec- 
tor, like Duke and NRG, lead the way in demonstrating cutting- 
edge, low-carbon technology at scale and deploying it en mass. 

To illustrate, in 2006, NRG announced a plan to invest up to $15 
million and 10,000 megawatts of new low- or no-carbon projects in 
this country. Since that announcement, we have made significant 
advances in major investments in wind, solar, CCS, and advanced 
nuclear development. We are doing all of this as part of our philos- 
ophy that NRG wants to be a first-mover in the technologies, the 
projects, and the businesses that will be spawned by sustainability 
and climate change. 

Third and finally, the electricity industry, currently, is the larg- 
est emitting sector in the United States, but as it decarbonizes, it 
will become a central part of the solution, both in our ability to ex- 
port our new technology to electric industries in other emitting na- 
tions, and in our ability to displace other forms of carbon-producing 
energy in other sectors in this country. At the center of our fossil 
fuel energy basis right now are the car, the high-voltage trans- 
mission system, and the base-load powerplants that feed it. Con- 
gress is in the position, right now, to alter fundamentally and for 
the better each of the three, but the electric car or the smart grid 
and low- to no-carbon base load power, emphasizing clean coal and 
advance nuclear, they need to be advanced together as part of a co- 
herent and coordinated national energy and environment policy, 
and I believe it is exactly right to base that energy and environ- 
mental policy on a free-market basis like the cap and trade ap- 
proach contemplated by the Waxman-Markey discussion draft. 
That will enable us to unleash the power of our free-market system 
on this issue. And even in the weakened state of the American 
economy, as an unabashed capitalist, I would say American cap- 
italism remains the most potent peacetime force for a change on 
this planet. 

To do this, if we do this, I think all of us need to work, again, 
to define and find the common ground in the center. If we succeed, 
I am convinced that when the history is written of our age, it will 
be said that the first giant leap for mankind into the post-hydro- 
carbon age began in the ninth year of the third millennium, when 
the United States Congress pointed the American public away from 
consuming the earth’s resources in a non-sustainable way so that 
the life experience that all of us have enjoyed will be enjoyed equal- 
ly by future generations of Americans. Thank you. Chairman. 

[The prepared statement of Mr. Crane follows:] 
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Mr. Chairman and Members of the Committee; 

Thank you for the opportunity to testify today regarding the American Clean Energy and 
Security Act. My name is David Crane, and 1 am the President and Chief Executive 
Officer of NRG Energy. NRG is a wholesale electricity generator, so while ours is not a 
household name, we nonetheless produce enough electricity to supply roughly 20 million 
American households. Those homes, together with our facilities and our employees, are 
located in California, Massachusetts, New York, Connecticut, Delaware, Maryland, 
Louisiana and Texas, in the districts of a number of members of this committee. We 
work hard to ensure that the electricity we produce, approximately 70 million megawatt- 
hours a year, is generated in as safe, inexpensive and environmentally benign a manner as 
the technology permits. But as global concern over climate change grows, the 
management, employees and shareholders of NRG are aware that we have a moral and, 
potentially, a future economic imperative to reduce substantially the carbon intensity of 
our electricity production. 

It is for this reason that I welcome the opportunity to testify today on the importance of 
what your Committee is about to engage in as you take up consideration of the Waxman 
- Markey discussion draft. I will confine my remarks to three general observations, 
which I will elaborate on briefly: 

1 . First, when it conies to combating climate change, which is inextricably linked to 

our Country 's future energy usage and national energy policy, the best answer 
lies in the center, where both environmental protection and the energy security of 
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the United States can be enhanced while avoiding the prospect of short to 
medium term dislocation to the economy. 

This, in my mind, is the fundamental principle upon which USCAP was founded and it 
informs virtually all of the recommendations set forth in USCAP’s Blueprint. Five 
environmental groups, motivated by their extreme alarm over climate change but who 
also recognized that the public and policy-makers would not be willing to sacrifice the 
American way of life to address an issue of little impact to their daily lives, combined 
with 25 CEOs of many of America’s largest energy, industry, transportation and even 
consumer product companies, who share that environmental concern, but are also 
mindful of their mission to provide the American public affordable goods and services 
and well-paying jobs. These overlapping circles of shared concern led, over the course of 
two years, to a carefully calibrated and interlinked set of recommendations which we 
believe all members of the Committee, whether you are more motivated by reducing 
emittances of carbon into the atmosphere or by reducing remittances of American wages 
and wealth to the Middle East in order to pay for foreign-sourced fossil fuels, should 
carefully consider. 

The USCAP Blueprint is based on a market approach which, through sensible regulation, 
essentially harnesses the strength of American capitalism to solve the carbon problem, as 
quickly as necessary and as seamlessly and affordably as possible as far as the American 
consumer is concerned. That is the right approach. Even today, with our economy in a 
temporarily weakened state, American capitalism remains the most potent force for 
peacetime change that exists on this planet. It is my deeply held believe that if Congress 
passes and the President signs legislation that provides us a clear framework of targets 
and timetables for carbon reduction and provides us with the new tools we need - and 
facilitates our continuing to use some of the tools we already have - American business, 
operating within the context of our free market system, will take the lead in solving the 
problem of greenhouse gas emissions in a manner that shields the American consumer. 

2. Second, the potential for significant dislocation and value destruction both to 
individual companies and regions of the United States is real but can be 
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effectively addressed with a sensible balance between auctioned allowances and 
allowances allocated on an interim basis and with complementary measures for 
clean coal and other core technologies, including new advanced nuclear projects. 

Wind, solar, efficiency and smart meters are all worthy technologies that deserve 
Government support, but the fact is that if you run the numbers, consider the enormous 
reduction in global emissions that the scientists are telling us are necessary and note the 
type of power plants that are coming on line every week in the developing countries, it is 
nearly impossible to see how we win this battle without the successful demonstration and 
global deployment of clean coal technology and advanced nuclear plants. 

This is doubly important because clean coal and advanced nuclear are also key to 
addressing the significant wealth transfer that might occur within the United States 
through climate change legislation and/or a federal renewable energy standard to the 
detriment of the coal-rich Midwest and the nuclear-powered South. Complementary coal 
measures, of the type called for by the USCAP Blueprint and that could be supported by 
Congressman Boucher’s “wires charge” bill, are very important in this regard, as are 
USCAP’s proposal for a partial allocation of carbon credits to emitters on an interim and 
declining basis. That portion of initial allowances would be allocated on the basis of net 
compliance costs to avoid any potential for a European Union-like carbon “windfall” . 

By keeping emitters initially neutral to carbon impact in the early years of a carbon 
regime, but then reducing that allocation over time until it disappears, you give emitters a 
financial runway of sufficient length to gain lift in our efforts to innovate and invest in 
low and no carbon technologies and projects that are critical to success in the fight 
against global warming. This is important because carbon will not be conquered just 
through the increased funding of the nation’s research universities and labs with auction 
proceeds. It will be conquered when companies like Duke and NRG lead the way in 
demonstrating cutting edge low carbon technology at scale and deploying it en masse. 

For our part, in 2006, NRG (which is a $5 billion market cap company) announced a plan 
to invest up to $15 billion in 10,000 megawatts of new low and no carbon projects in the 
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United States. Since that announcement, we have spent several hundred million dollars 
developing wind farms; we recently acquired a very large solar thermal development 
program that, if it comes to fruition, represents more than a $1 billion investment in total; 
we have announced a scale post-combustion carbon capture and EOR project at our 
largest coal plant and we are one of the lead proponents of new advanced nuclear 
development, with a $8 billion project under consideration by the DOE’s loan guaranty 
office. We are doing all of this in anticipation of comprehensive federal climate change 
legislation as part of our philosophy that NRG wants to be a first mover in the 
technologies and the projects that will be spawned by climate change legislation. As you 
can see, we at NRG have the will and the capability to drive decarbonization in our fleet 
and in the industry. What we need from Congress is a market price signal for carbon, a 
transitional “no windfall” allocation approach that doesn’t take away our means to invest 
these billions of dollars, and the other complementary measures and policies of the 
USCAP Blueprint. 

3. Third, the Committee should recognize that the electricity industry, currently the 
single largest emitting sector in the United States, as it decarbonizes will become 
a central part of the solution - both in our ability to export our new technologies 
to electric industries in other emitting nations and in our ability to displace other 
forms of carbon-producing energy in other sectors. Of course, / am alluding in 
particular to the mass displacement over time of the internal combustion engine 
by the all electric car. 

Energy production does not exist in a vacuum. It is fundamentally connected to the 
society we keep and the type of civilization we are and we want to be. At the center of 
our fossil fuel energy-based society right now are the car, the high voltage transmission 
system and the base load power plants that feed it. Congress is in a position right now, 
with the economic straits we find ourselves in as a country, to alter fundamentally and 
vastly for the better each of the three; 

• By jump-starting Detroit’s ability to bring about electric vehicles and electric 
refueling infrastructure; 

• Through funding, standards and incentives for a smart grid and smart meters; and 
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• Through complementary measures for clean technologies, most notably baseload 
clean coal and advanced nuclear. 

You can act as a catalyst for a virtuous cycle begetting a cleaner, more sustainable, more 
affluent society. I ask each of you simply that you always keep in mind the context in 
which we produce power and what should be our common goal. If you do this, and if all 
of us work to define and find the common ground in the center, 1 am convinced that when 
history is written three generations from now, it will be said that the post-hydrocarbon 
age began when, in the ninth year of the third millennium, the United States Congress led 
the way in turning Americans away from consuming the Earth’s resources in a non- 
sustainable way, to focus instead on the type of value creation and life experience that 
can be sustained and enjoyed fully by their own grandchildren. 

Thank you again for the opportunity to testify. I would be pleased to answer any 
questions you may have. 
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Mr. Markey. Thank you, Mr. Crane, very much, and we thank 
all of you. 

And now, we will turn to questions from the committee members, 
and we will begin by recognizing the gentleman from California, 
Mr. McNerney. 

Mr. McNerney. Well, thank you, Mr. Chairman. I want to thank 
the panel for coming here today, and I find your testimony good 
and interesting. 

In your testimony, Mr. Holliday, you mentioned that DuPont re- 
duced greenhouse gas emissions while reducing costs. Am I correct 
on that? 

Mr. Holliday. Yes, we reduced 72-percent greenhouse gas emis- 
sions over the period of time described, and we did it by letting the 
resources go to the very best projects, so every project we author- 
ized at least earned 12-percent return, which was good for our 
shareholders, and so that is what we think is so key about the cap 
and trade approach, that it allows the resources to go to the best 
projects so people can trade and develop those. We think it makes 
a big difference. 

Mr. McNerney. Was there a net job gain or net job loss, or was 
it neutral? 

Mr. Holliday. For the United States, it was a net job gain from 
that. 

Mr. McNerney. Ms. McDonald, I am going to ask you a similar 
question. You said that Alcoa reduced the GHG emissions by 36 
percent. Was there an increase in cost or a decrease in cost for op- 
erations as a result of that program? 

Ms. McDonald. It was a result of some major changes in reduc- 
ing our process emissions, and that has resulted in not only de- 
creased costs but has increased our efficiency greatly. 

Mr. McNerney. Well, thank you, and that brings me to my 
point, which is the thing that excites me about this bill is that if 
we do it correctly, we can get to the point where we pay less for 
energy and have better results and create a lot of green jobs in the 
process. 

I would like to ask the other panel members that I haven’t asked 
yet if they agree with that optimism. Do you think we can reduce 
energy costs and have a better quality of life and create jobs at the 
same time? Starting with Mr. Cavaney. 

Mr. Cavaney. I believe on the front end, one of the things that 
is particularly important about looking at a framework as U.S. 
CAP has pulled together, it has a number of linked elements that 
help reduce the higher costs and the more volatility that we are 
likely to see in the earlier years. But as time goes on, as my col- 
league had mentioned, what you will find is you find over time the 
efficiencies will get better, and better, and better, and therefore, 
there is less need and less volatility in the system, and then, you 
will end up having made that transition in the most effective way. 

Mr. McNerney. Thank you. Mr. Rogers. 

Mr. Rogers. I think, over time, you are going to see the price 
of electricity rise. I think that is inevitable, and that is why it is 
critical that we get the regulatory models correct so that there are 
adequate investments in energy efficiency so that we are able to 
give consumers control over their use of electricity, and over time. 
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they can reduce their bills by reducing their usage levels and pro- 
ductivity gains. 

But it is inevitable that the price of electricity is going to rise 
over the coming decades, and that comes off a decade-and-a-half 
where the real price of electricity has actually fallen. 

Mr. McNerney. Well, that is going to happen. Electricity prices 
are going to rise anyway, but I believe we can get ahead of that 
cost curve with efficiency gains, and that is the point that I am try- 
ing to make. 

Mr. Rogers. I don’t want to mislead you. I think the price of 
electricity is going to rise in every event. It will rise in compliance 
with carbon legislation, but the way we address that is with pro- 
ductivity gains in its use, because what I envision is not only do 
we retire and replace existing plants with new plants that will 
drive prices up, but as we go from an analog grid to a smart grid, 
that will drive prices up. In 30 states where they have adopted re- 
newable portfolio standards, that will drive prices up, and over 
time, you are going to see prices continue to rise. 

The big question is can we incent energy efficiency investments 
to control usage and get productivity gains. 

Mr. McNerney. Thank you. Ms. Beinecke? 

Ms. Beinecke. I would just like to emphasize that there are tre- 
mendous opportunities in energy efficiency. In California, you’ve 
had great experience. Even though the cost may be higher per kilo- 
watt hour, the usage is left because of the very great mandate for 
energy efficiency there, so energy efficiency is the cheapest, fastest 
way to get real reductions in carbon emissions and that will de- 
crease the direct cost to the consumer, so the quicker that we can 
unleash that opportunity, the better it will be for the consumers 
across the country. And there’s just huge opportunities in the 
building sector, in the appliance sector, in commercial buildings, at 
home, et cetera, so there is a huge opportunity there. 

Mr. McNerney. Mr. Crane, you’ve got about six seconds, but 
they will give you another 30, maybe. 

Mr. Crane. Thank you. Chairman. Congressman, to me, the an- 
swer to your questions depends on what your view of future fossil 
fuel prices are. Our company’s view is that they are more likely to 
be like they were last June than they are right now. And if you 
think about that, and you think about where there money for fossil 
fuels goes, that there is no doubt in my mind that the American 
public will be more prosperous with the adoption of the type of 
technologies that will be incented by this legislation. 

Mr. McNerney. Thank you. 

Mr. Markey. The gentleman’s time has expired. The chair recog- 
nizes the gentleman from Texas, Mr. Barton. 

Mr. Barton. Mr. Chairman, are there members on that side that 
haven’t asked any questions yet? Have we recognized all of them? 

Mr. Markey. No, we have not. 

Mr. Barton. Then, let us recognize that. 

Mr. Markey. Thank you. We appreciate that. That’s very gen- 
erous. Thank you. 

We will recognize next the gentleman from Maryland, Mr. Sar- 
banes. 
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Mr. Sarbanes. I appreciate it very much, and I appreciate that 
courtesy as well. 

Mr. Barton. Just give me a vote when we go to mark up. 

Mr. Sarbanes. There’s no free lunches anymore in America are 
there? 

Thanks for your testimony. I want to come back a little bit to the 
discussion you just had about the extent to which the expectations 
about consumer efficiency effect the models or the projections. And 
obviously, my view of the auction question, in other words how 
much free distribution there should be, at what levels and for how 
long, versus auctioning these allowances, as well as my view of 
what percentage of the proceeds ought to be coming back to the 
ratepayers, is significantly affected by my confidence or lack of con- 
fidence in the consumer, with some kind of rapidity, put these effi- 
ciencies in place. And I assume that the models that you have done 
are putting kind of assumption in place as to how quickly you can 
move with respect to the consumers efficiencies. 

But it is very elusive, and there is a kind of leap-of-faith element 
in many different aspects of this issue. I was curious of what the 
incentives are that you are thinking of offering to your ratepayers 
to become more efficient themselves, to take ownership of this, be- 
yond, simply, their desire to escape the added burden that is going 
to come from increased electricity cost as you indicated. I mean 
what kind of partnerships are you going to enter into? What sort 
of programs will there be? And anybody can answer that. 

Mr. Rogers. I think what is going on in virtually every state 
that we operate in, there is a total rethink of the regulatory model. 
In California, they adopted decoupling, but quite frankly, that 
leaves companies just economically indifferent and not much gets 
achieved through economic indifference. What will fundamentally 
change investment in energy efficiency will be a model that incents 
companies to invest in reducing megawatts in the same way we are 
incented to meet the growing demand to building a megawatt. 

So we have proposed in each of the states we operate in a save- 
a-watt approach, which basically compensates us in the same way 
for reducing megawatts, so what you can see is that we will take 
hundreds of millions and billions of dollars over time, once the reg- 
ulatory model is in place, to actually invest in our customers, to 
help them have productivity gains in their use of electricity, and 
I believe what will come, if we look back 5 to 10 years from now, 
what we call energy efficiency today will be very primitive com- 
pared to what will be done over the next decade. And I believe that 
will be driven at the state level. That will be driven by changing 
the regulatory models. 

Mr. Sarbanes. So your investment could be seen as another way 
as giving the consumer kind of a rebate or a reward for being more 
efficient, and then, it kind of feeds on itself. 

Mr. Rogers. Well, I actually think that technology is really the 
key here. I have come to believe to that putting a list of 15 things 
on the refrigerator for a family to do to reduce their usage is going 
to get the job done. Yes, there will be 10 percent of the people or 
15 percent of the people that would do that, but the ability to de- 
ploy technology, where you are writing software for the home, soft- 
ware for business, so you are using technology to match up to the 
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comfort and convenience of the customer, and that automatically 
happens, so it is back of mind in the same way when somebody 
walks into a room and throws a switch, the lights come on. Nobody 
asks is that nuclear? Is that coal? Is that wind? 

We hope that the technology will evolve and the software will be 
written that it automatically occurs, and those energy efficiency 
gains occur in the home by the way is been programmed. 

Mr. Sarbanes. OK, my time is up. I just wanted Mr. Chairman 
to note, for the record, this morning, I was at the U.S. Coast Guard 
yard in Baltimore, which, today, became the only U.S. Coast Guard 
facility in the world that is now going to be powered 100-percent 
by renewable energy. It is a landfill. They are capturing methane, 
piping it under the highway and bringing it into the Coast Guard 
Yard, and it is a real model for the federal government in partner- 
ship with private enterprise to take the lead. Thank you. 

Mr. Markey. I thank the gentleman very much, and we now 
turn and recognize the gentleman from Vermont, Mr. Welch. 

Mr. Welch. Thank you, Mr. Chairman and Chairman Waxman. 
I thank the panel members for your leadership on this. 

As we have been having discussions and getting questions from 
both sides of the aisle, a major concern is the economy and what 
the impact is of taking action. And I would say there is two schools 
of though here. One is that if we take action, it actually will threat- 
en jobs, and I think many of people who take that position, it is 
not just political. It is a legitimate concern. And the other, and I 
think this is embodied by the bill that Mr. Waxman and Mr. Mar- 
key have presented to us for discussion, embraces the confidence 
that we can actually create jobs, and it is the better way for our 
economy. 

I want to get your comments on that and how we address these 
concerns that some people are making about jobs, because we can 
either get stalled or answer the legitimate concerns that are raised. 
And I will start, Mr. Holliday, with you. I mean you have heard 
all of the concerns, and probably, you have had those discussions 
within your own company. 

Mr. Holliday. Exactly, and that is why we think in our Blue- 
print, the way we have talked about phasing things in, taking into 
account how the allowances are allocated so we don’t have a sud- 
den shock to the system is very important. 

What I see from our company is in solar systems, biofuels, en- 
ergy efficient systems for home, there are so many opportunities, 
if we had the market here, we would develop the manufacturing 
and new jobs here. It is a ve^ complex situation. I don’t want to 
say it is simple, but I think it is very possible. 

Mr. Welch. But your company is affected. I mean if we get it 
wrong, then employment could be adversely affected in your com- 
pany, and obviously, you have got a responsibility to maintain your 
bottom line for your shareholders, so you have come to this conclu- 
sion that it is better to act. 

Mr. Holliday. Absolutely, without question. 

Mr. Welch. And Mr. Rogers, how about you? Same thing, I mean 
you are in an industry where the more you produce and sell, the 
better your bottom line, and you are talking about a new way of 
doing business. 
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Mr. Rogers. We believe now is the time to act. First, we are 
going to get more bang out of the buck that is spent in that part 
of the stimulus, the Green Stimulus, if we have a price of carbon 
and a roadmap going forward. So we think that gives us a chance 
to amplify on the dollars that have been spent. 

Secondly, I believe it is not shovel-ready jobs that we are going 
to produce. We are going to produce real 21st century jobs. As you 
start to look at deployment, in Indiana, we are building a coal gas- 
ification facility, and that will be the cleanest coal plant, but it also 
will become a site where we can do carbon capture and sequestra- 
tion and start to scale it. So in my judgment, there will be lot of 
jobs developed and tied to having a price on carbon and having a 
clear vision with respect to the roadmap forward. 

Mr. Welch. Thank you. Ms. McDonald, how about Alcoa? They 
have considered this, obviously. 

Ms. McDonald. Yes, we have, and we think that the long-term 
certainty that this legislation can provide is really important in 
providing that sort of confidence over the long term, because we be- 
lieve that this is an issue that really requires action and requires 
U.S. leadership. And we believe the sort of technology that will be 
unleashed if we get the framework right will provide a basis for us 
to invest and for the lightweight technology has to be a market- 
faring product. 

Mr. Welch. I want to get your opinion on a thought that came 
to me as I was listening to the concerns raised by folks who were 
worried about us taking action. It is about jobs, and the people 
have their points that this will help or will hinder. And I share the 
view that you have expressed that it will help. 

But will there be any problem, as people on the panel see it, if 
we put into the bill some mechanism by which we could do an as- 
sessment every six months or so about what the impact was of re- 
newable electricity standards or what the impact was of the cap 
and trade so we are answering the question specifically as we go 
along and building into the legislation some capacity to make ad- 
justments that in the implementation of anything complicated will 
require adjustments? 

I will start, Mr. Crane, with you. 

Mr. Crane. I don’t exactly about the six-month thing, but I think 
the U.S. CAP blueprint talks specifically about cost-control mecha- 
nisms to make sure that you are moderating the system as it goes 
along and looking at impact. 

Mr. Welch. OK, Ms. Beinecke? 

Ms. Beinecke. I think it is a good idea. I think that there has 
been a lot of studies done by different organizations, looking at 
what the job potential is. There certainly a lot of believe that the 
jobs are there, documenting it, and then calibrating areas that 
need incentives and those that don’t. It is a good thing to note. 

Mr. Welch. Thank you. I think my time is up. I will yield back. 
Thank you all very much. 

Mr. Waxman. Thank you, Mr. Welch. Mr. Blunt? 

Mr. Blunt. Thank you, Mr. Chairman. I don’t want to unneces- 
sarily repeat anything that has already been done here, but I do 
have some questions. I know Mr. Rogers, in his submitted testi- 
mony, raised the issue about the renewable electricity standards 
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that were included and had concerns about those. Does anybody 
else share the concerns about the renewable standards? 

Mr. Rogers, can you talk to me just a little bit more about that, 
how you think those standards could better serve the purpose of 
the bill here? 

Mr. Rogers. My judgment is, as a cap and trade, once you let 
the market work, the market will select the right technologies, and 
the price on carbon will allow that to happen. We already have 30 
states with a renewable portfolio standard, so we are on the way 
to that happening. And what you will note is every one of them is 
different, because every state is different in terms of the avail- 
ability of renewables. 

The other point I would make is, in a sense, a renewable port- 
folio standard, the way it is designed, it is picking technologies 
when those technologies have already got significant tax stimulus 
that are investment tax credits, bonuses. We are all aware of that 
as a wind producer, the availability of those incentives. So I think, 
in a sense, having a cap and trade system and a renewable port- 
folio standard, in a sense, is belt and suspenders, and a picking of 
technologies is not needed under a robust cap and trade system. 

Mr. Blunt. Should nuclear be one of the available renewables? 

Mr. Rogers. If the goal line is a low-carbon future, you would 
expand and transform the renewable portfolio standard into a low- 
carbon standard. But now, we are on the road to command and 
control, and it raises a fundamental question about whether you 
really need a market approach cap and trade if all of a sudden you 
are moving to a 60-percent renewable low carbon portfolio because 
you are picking the technologies rather than letting the market 
pick it. 

Mr. Blunt. Now, you think it would be practical at all for the 
states to determine in their state what their renewable standard 
should be for their states? I thought I heard you almost suggest 
that that was a workable alternative. 

Mr. Rogers. I think it is a workable alternative, and that is why 
30 states have stepped up and done it, but you will notice in many 
of the states, what they have done is they have included energy ef- 
ficiency as a component. The other thing they have done is they 
have a provision that provides an economic out because people on 
the state level are concerned because they are closer to the con- 
sumer. They are concerned about the price impact of a renewable 
portfolio standard, particularly if the prices are extremely high and 
will drive the price of electricity up in a sharp and unyielding way 
for consumers. 

Mr. Blunt. Thank you. Mr. Holliday or anybody else can address 
this as well. Do you have any sense as where w move into where 
we are less competitive because of our utility rates that the two 
huge developing nations, India and China, would not try to move 
in and take advantage of that option, and is there any evidence 
that they have ever held back to not compete in a way that takes 
advantage of their new situation? 

Mr. Holliday. Well, I think we ought to see China and India as 
serious competitors to the country, and that is why I believe this 
action that we are talking about today is the right step if we can 
become leaders in more efficient energy. The overall equation is 
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how efficient is our energy? How about the cost of our energy 
versus the cost in China or the cost in India? So we have to make 
sure that that is the case. Very much, they are our competitors. 

Mr. Blunt. And is the timeframe that we are getting there the 
right timeframe in your opinion? 

Mr. Holliday. I think we need to lay out the game plan, and the 
industries will know what the opportunities are. My judgment is 
that science and the technology will come along faster than we cur- 
rently think once we know exactly where the goal line is. 

Mr. Blunt. So how long do you think it would take us to get to 
the point that we were a lower-cost energy producer? The transi- 
tion here is actually what bother me the most. It is not the goal. 
It is getting there at a time that doesn’t create a competitive dis- 
advantage for us. 

Mr. Holliday. We are working on solar technology now. Solar is 
only 15 percent efficient. Fifty percent of the solar cells are made 
in China. They are my customers. I make the raw materials here 
for those solar cells. So if we could put in the right systems, I don’t 
see why we couldn’t move that solar cell manufacture here very 
fast and start making a difference with only a 15 to 30 percent effi- 
ciency. I can’t give you an exact timeline how long that will take, 
but it will be over a decade. 

Mr. Blunt. Well, how does cap and trade make this more utility 
efficient? 

Mr. Holliday. If cap and trade does, as Jim Rogers described, 
lets the resources move to the most efficient system, which is what 
is critical about it. That is what we have done inside our company, 
but it will take time. This is not a one- or two-year fix. 

Mr. Blunt. But aren’t you adding cost to the system? I guess 
that is the timeline that I am most concerned about. And Mr. Rog- 
ers, I am going to let you answer this, too, because you obviously 
have an answer here, but go ahead, Mr. Holliday. 

Mr. Holliday. Yes, I think there will be some increase in the 
costs in the system, just as Jim described. I think it is critical that 
as you enact this legislation that it have the right safeguards that 
if China and India don’t ultimately follow, we have got some ways 
to make adjustment. 

Mr. Blunt. And is it your opinion are any of those safeguards 
in the legislation now as you have looked at it? 

Mr. Holliday. What we have proposed in our Blueprint from 
U.S. CAP, there is. I haven’t studied the detailed legislation to be 
100-percent sure. 

Mr. Blunt. Mr. Rogers? 

Mr. Rogers. Congressman, I think that you have really focused 
on one of the key issues, and that is this: we have go to get the 
transition right, and that is to smooth out the cost impact on con- 
sumers on a long enough period, and we have got to map up the 
transition period to our technology roadmap and the availability of 
technologies at prices that make sense. And I think we can do that. 

And I would say one other thing, and this really goes to the ear- 
lier question. I believe now is the time to address carbon legisla- 
tion, when the economy is in a recessionary period, because we will 
be more focused on the economics of this than the theology of it. 
And what I mean by that is this: we can address climate. We can 
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put a price on carbon. We can put a cap on emissions and let it 
decline over time. The key is to get the transition right, and that 
is a longer discussion about allocation of allowances. 

Mr. Blunt. Thank you. 

Mr. Waxman. Thank you, Mr. Blunt. We have several members 
who should be recognized next, because they didn’t get a chance to 
ask questions of the last panel, but I would ask their permission, 
since I have leave for another appointment to be able to say some 
points and ask some question first. 

Without objection, I am grateful to my colleagues for this oppor- 
tunity. 

Let me just say I have been involved in environmental battles for 
all of the time I have been in Congress, and I have never seen any- 
thing like U.S. CAP and this panel that is making this presen- 
tation today. So often what we have seen is one side environ- 
mentalist and the other side is industry, and then they fight it out. 
What you have done is come together over a two-and-a-half year 
period and discussed these issues and tried to figure out some way 
to accomplish the economic goals and the low-carbon future that we 
are going to need, so I want to thank you very much for the work 
you have done. 

Mr. Rogers, just to follow up on some of the points that came out 
in your answers to Mr. Blunt’s questions, when Secretary Chu was 
asked why do we need a renewable portfolio, and why don’t we just 
have the cap and trade get us to where we want to do, his response 
was that it would take awhile for cap and trade to get us to some 
of these points. It would be quite a while down the road, and he 
though a renewable portfolio, which doesn’t specific whether it is 
solar or wind but specifies among different renewables, that would 
get us some reductions right away. Do you disagree with that? 

Mr. Rogers. I listened carefully to Secretary Chu’s answer this 
morning that you suggested, and my point of view kind of rolls out 
like this: one is, if you look at the study by EPA, you see a signifi- 
cant increase in wind already. And that is driven, and I say that 
as someone who is in the wind business, by the tax incentives that 
exist today, and with the new incentives, we are driven even more 
to invest. 

I think the key point from my standpoint, you have got 30 states 
with renewable portfolio standards. An approach would be to say 
every state should have a renewable portfolio, but leave it up to the 
states to determine what makes the most sense for them. And a 
way forward to that would be have a date certain for the states to 
design one, because quite frankly, not one size fits all, and the fact 
that you have 30 very different renewable portfolio standards today 
reflects the differences that exist in the different geographies and 
the different sensitivities around the country. 

So we can achieve what Secretary Chu is talking about by having 
every state have a renewable portfolio standard, but let each of 
them design their own. 

Mr. Waxman. Well, that is an interesting concept. Would you 
also allocate some help to the ratepayers in all of those states 
where there is a renewable portfolio standard driving up the cost. 

Mr. Rogers. What do you mean by help? 
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Mr. Waxman. Well, under the U.S. CAP proposal, the utility 
would be able to lower the rate for the ratepayer as a result of the 
increase of cost from the cap and trade. Here we would be talking 
about an increase in costs as a result of the renewable portfolio. Do 
you think that the ratepayers ought to get some assistance from 
the money generated from the cap and trade system? 

Mr. Rogers. It would be my judgment, and maybe I am just a 
purist, but to the extent you have a cap and trade system, and you 
did the allocation of allowances, I would tie it to the cap and trade 
system, and I wouldn’t try to add or subtract from it, because it 
puts us on a slippery slope that if you are going to do it for that, 
why not for this, or why not for the next thing. Or as we have seen, 
some people have suggested using these revenues for purposes far 
beyond solving our climate challenge. I am a purist when it comes 
to 

Mr. Waxman. Well, I would object to that, but this is related to 
our climate problems. 

Dr. Beinecke, what are your thoughts on both of the issues? 

Ms. Beinecke. I think that one of the things that we have seen, 
particular in the renewable area is that the uncertainty with sort 
of stop-and-start annual tax credits, and one of the things that Sec- 
retary Chu said and I think is really important is long-term con- 
sistent signals to allow investors to really make a commitment in 
the sector of renewal. And I think a renewable electricity standard 
actually does that because it provides a long-term, consistent signal 
to the investor to allow major investment in that are and increase 
the percentage that renewables provide. 

We have seen, just over the last year, sort of stops and starts and 
uncertainty in investments, and if we are really thinking about 
unleashing clean energy over the long term, a signal for that long- 
term consistency is important, and I think a renewable electricity 
standard does that. 

Mr. Waxman. Well, I see my time is about to expire, but we have 
heard repeatedly today concerns that passing legislation like the 
discussion draft would cripple the economy, yet you represent the 
core of our economy, manufacturing, utilities, and energy, so you 
are giving us the exact opposite message. You are saying that our 
economy and your company’s success depends on the passage of our 
legislation. Is that the conclusion I am to draw? And I guess that 
could be a yes-or-no answer. 

Mr. Rogers. If you get the transition right, I think the answer 
is yes. 

Mr. Holliday. Yes. 

Mr. Cavaney. Transition, yes. 

Ms. McDonald. Transition is the key. That is why we are here, 
but certainly, as well, it is critical that we have legislation which 
provides long-term certainty. 

Mr. Crane. I agree with my colleagues, yes, on the transition. 

Mr. Waxman. Thank you. 

Mr. Sullivan, you didn’t get a chance to ask questions, so I am 
going to recognize you next. 

Mr. Sullivan. Thank you, Mr. Chairman. My question is for Mr. 
Cavaney. How are you doing? 
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The Waxman-Markey Discussion Draft would include petroleum 
refiner within the definition of covered entities in the cap and trade 
provision of this bill. Recognizing that the legislation is currently 
silent on the choice between allocation and auction, can you please 
provide your thoughts on this issue? 

Mr. Cavaney. We are covered, and we are also unique in our 
classification. We are covered for both our own greenhouse gas 
emissions that our refineries and other facilities make, but we are 
also, if you will, the point of regulation for the end users of our 
products that we manufacture for all of their greenhouse gas emis- 
sions, so we really dip in two buckets like no one else does. 

One of the challenges that we have is that unlike LDCs and oth- 
ers, we don’t have any legal mechanism where we can pass along 
costs or talk among colleagues. That’s basically prohibited by law. 
There are a number of studies that have been out in the public 
that would indicate that if we got zero allocation, that would as- 
sume we are able to pass along 100 percent of our costs, and that 
is just not the case. 

There are only two conditions where you can assume you might 
be able to pass along all of your costs. One is that you have per- 
fectly inelastic demand, and the other is if you have totally elastic 
supply, and the U.S. refining industry has neither of those, so what 
we are trying to do is working with the staff and trying to update 
some studies, because any former studies really don’t reflect the 
world that we are going to be in. And we believe that we will come 
up with some situation that we would like to present that will 
show there is some merit to considering us in an allowance alloca- 
tion system as a result of our uniqueness. 

Mr. Sullivan. And one other question, Mr. Cavaney, retention of 
good-paying American jobs is at the forefront of policymakers 
minds as we debate this bill. The Waxman-Markey discussion draft 
contains a provision that would supply additional credit, known as 
rebates, to energy-intensive industries that produce products that 
are heavily traded in the international commerce. However, it is 
unclear whether petroleum refining would qualify for these rebates 
in the discussion draft. Your thoughts on this? 

Mr. Cavaney. We are the second most energy intensive industry 
in America. We employ really good-paying jobs, and it is not quite 
clear to us whether we are qualified under that, but certainly, we 
would think we should be, because as a result, right now, there is 
about 6,500,000 barrels of oil of refining capacity that is being built 
outside of our borders, much of which is being targeted to come 
into this country, so if we don’t have some similar protections and 
some guidelines, we are concerned about leakage and ultimately in- 
creasing imports at the expense of our domestic production. 

Mr. Sullivan. Thank you, Mr. Cavaney. 

Mr. Waxman. Mr. Braley. 

Mr. Braley. Thank you, Mr. Chairman. I want to apologize for 
my voice. But I want to share the chairman’s enthusiasm for seeing 
such a diverse group of people here today, talking about such an 
important issue to the future of our economy, our national security, 
and our country. 

I was very pleased, Ms. McDonald, to see Alcoa’s presence with 
the U.S. CAP. They have a huge production facility in Bettendorf, 
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Iowa, which I am very proud of, and I am proud of the jobs they 
create, and the incredible contribution they make to our national 
defense. But I am also very proud of companies like John Deere, 
who also has a presence in my district, and saw fit to exercise a 
leadership role in this important topic. And I think nothing brings 
that home more than the reason I was late getting here is because 
I was meeting with representatives IBM in the city of DeButte, 
which is the oldest city in Iowa and is my district, and IBM and 
DeButte are embarking on an important new partnership that 
grew out of IBM’s decision to locate a global delivery facility in 
DeButte, creating 1,300 jobs. And because DeButte has been at the 
forefront of some innovative leadership in a small- to medium-sized 
city in sustainability, there is a perfect combination of forward 
thinking by corporate America and a progressive community that 
want to completely change the way they look at their energy foot- 
print. 

What I would like the panel to do is start by sharing some of the 
vision that each of your companies embarked upon to lead you to 
this table today and why this bill is so important to the future of 
corporate America. Mr. Crane? 

Mr. Crane. I thought with such a far-reaching question I would 
maybe get to go at the end. But our vision starts from the fact that 
we recognize that we are a major emitter of carbon, and that was 
not sustainable in the future, and we expect to be around for a long 
time, and we needed to get there. 

But to us, again being the capitalist and believe in free market 
solutions, the opportunity here to sort of change the society we live 
in and to create, for us, what is essentially a low-growth industry, 
the electric industry as it is now, this is a high-growth opportunity 
for us, and particular when you look at the electric car, which for 
our industry is really the air conditioner of the 21st century in 
terms of electricity demand, we could be the solution, not only for 
our sector, but for the transportation sector, so that is what 
brought us to this place in time. 

Mr. Braley. Ms. McDonald? 

Ms. McDonald. We have had a similar journey, because we rec- 
ognize that by its primary production, it is a very energy-intensive 
process, and we have found that we could successfully reduce our 
own process emissions, particularly in our smelting business, and 
engage in a lot of energy-efficiency projects. And we saw that this 
is something on which we must act, and there were ways of doing 
so which would be beneficial. And like Mr. Crane, we can see that 
moving to a world where there is increased emphasis on recycling, 
saving energy, using more recycled aluminum, and it is an oppor- 
tunity for us to reduce our energy demand, but also to lower the 
resource overall. And so we can see growth in using recyclable alu- 
minum, using more aluminum in transport for lightweight vehicles 
to save energy, to use aluminum in buildings, not only because it 
is recyclable, but also because it can create some more highly en- 
ergy efficient buildings, and so we see the opportunity for setting 
up a long-term framework that will actually award those sorts of 
energy efficiency and lower resource use, and so we can see that 
that is going to be good for our company long-term and help us re- 
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structure into that world and keep locations like Bettendorf 
healthy and growing. 

Ms. Beinecke. There are so many clean tech companies around 
the country who come into our company every day with new ideas, 
new inventions, new technology. You see a huge opportunity to un- 
leash. And what they want to know are what are the rules? What 
is the system that we can do this under. There is just a clamor out 
there right now. 

Mr. Braley. Mr. Rogers? 

Mr. Rogers. In the 20th century, it was our company and our 
industry’s mission to provide universal access to electricity. The 
reason we joined U.S. CAP is because we believe in the 21st cen- 
tury, our mission will be fundamentally different. One will be to 
decarbonizes our supply. Two will be to help our communities be 
more energy efficiency. And thirdly, we believe that this translates 
into energy security. Two statistics: 40 percent of the emissions 
today comes from the power sector; 30 percent comes from the 
transport sector. I can envision a world where you decarbonizes the 
generation fleets in this country. With plug-in hybrids and electric 
vehicles, we will have weaned ourselves from foreign oil, and we 
will have the energy security and independence that we all have 
dreamed about, and I believe our industry can play a role in mak- 
ing that happen. This is a first step on that journey. 

Mr. Markey [presiding]. The gentleman’s time has expired. The 
Chair recognizes the gentleman from Texas, Mr. Barton. 

Mr. Barton. Thank you, Mr. Chairman. Mr. Crane and Mr. Rog- 
ers, the current draft has a renewable portfolio standard for elec- 
tricity generation that does not include nuclear power. It doesn’t in- 
clude new hydro, I believe, or old hydro, and it doesn’t include 
clean coal. Would you gentleman support a clean energy standard 
that included those energy sources? 

Mr. Crane. I would, yes. 

Mr. Barton. OK, Mr. Rogers? 

Mr. Rogers. It would be my judgment with a cap and trade sys- 
tem you don’t need a renewable portfolio standard or a clean tech- 
nology standard, but if you are going to embrace and pick wind, 
and solar is a winner because of their low carbon, you should in- 
clude nuclear as part of the low-carbon standard. 

Mr. Barton. So your preference, Mr. Rogers, is to have no re- 
newable standard at all. 

Mr. Rogers. My preference is to leave it to the states to make 
judgments about whether they need a renewable portfolio standard 
in their state. 

Mr. Barton. OK, Dr. Beinecke, do you have a position on that? 

Ms. Beinecke. Yes, I should just say that U.S. CAP doesn’t have 
a position on the renewable electricity standard, so we are all 
speaking individually on this point. We actually support the renew- 
able electricity standard for the reason that I said earlier, which 
is predictability of investment, long term. 

Mr. Barton. Would you expand the definition to include some 
other things? 

Ms. Beinecke. I like the definition that is in the bill now. 

Mr. Barton. So you don’t want to include nuclear and you 
wouldn’t include clean coal? 
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Ms. Beinecke. I wouldn’t, no. I wouldn’t. 

Mr. Barton. That is fair. Now, here is the $64 question. All of 
you gentlemen and ladies that support this cap and trade system, 
do you support it if they keep the current draft and there are no 
free allowances? It is a pure auction system. Mr. Crane? 

Mr. Crane. If it was 100-percent auction from the first year, no, 
we would not. 

Mr. Barton. All right, Ms. McDonald. 

Ms. McDonald. Likewise, no, we would not support. 

Mr. Barton. Dr. Beinecke? 

Ms. Beinecke. We support what I talked about earlier which is 
in U.S. CAP, we designed an allocation system which the free al- 
lowance is going to 

Mr. Barton. I just need to know whether you want a total auc- 
tion like they current have or you think there should be allow- 
ances. I don’t need a lecture on 

Ms. Beinecke. No, I am just saying that we designed a model, 
and that is what we support, the model in U.S. CAP. 

Mr. Barton. So you do not support the current draft because it 
doesn’t have any free allowanced. 

Ms. Beinecke. My understanding was that current draft hadn’t 
really defined how the allowances would get allocated, and that 
was on of the discussions which is why were proposing U.S. 
CAP’S 

Mr. Barton. I guess that is fair. Mr. Rogers? 

Mr. Rogers. I would oppose any legislation that had 100-percent 
auction. 

Mr. Barton. OK, Mr. Cavaney? 

Mr. Cavaney. Oppose 100-percent auction. 

Mr. Barton. And Mr. Holliday? 

Mr. Holliday. Oppose 100-percent auction. 

Mr. Barton. All right, how many of you are CEOs or at least de- 
cision makers in your company? I know Mr. Crane is and Mr. 
Holliday is. I think Mr. Rogers is. How many allowances does Du- 
Pont need, Mr. Holliday, either in tons or in millions or billions of 
dollars? 

Mr. Holliday. I don’t have a specific number, but they are not 
nearly as critical to us as they would be to some other companies 
in the equation. 

Mr. Barton. OK, Mr. Rogers? 

Mr. Rogers. As I started the testimony, because of the fact that 
we are regulated in the five states we operate in, I am really 
speaking on behalf of my customers, and I would say that any cap 
and trade system that allocates allowances would start with a base 
period, and I would be looking at 100-percent allowance allocation, 
year one. 

Mr. Barton. OK, that’s fair. Total free allowance, year one. Mr. 
Crane? 

Mr. Crane. You know, we operate in competitive power-genera- 
tion markets like Texas. 

Mr. Barton. We love that you are in Texas and that Mr. Rogers’ 
company. I am all for you guys being in Texas. 

Mr. Crane. The U.S. CAP approach is based on net compliance 
costs, so we produce, as an overall company in the U.S., 64 million 
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tons of carbon a year. We don’t need carbon allowances to cover all 
that because the cost of electricity will rise to cover part of that. 
But the European system, which as you know 

Mr. Barton. Doesn’t work. 

Mr. Crane [continuing]. Lead to some windfalls, we can learn 
from that and do it in such a way so there are no windfalls, and 
all we are seeking in the early years is to cover our net compliance 
costs and then to ratchet down on a transitional basis. 

Mr. Barton. My time is about to expire, Mr. Chairman. But 
there is a dichotomy. To go back to what Mr. Holliday said, you 
cannot have a system that puts a price on carbon and doesn’t raise 
costs. If you have these free allowances, whether it is for a little 
bit of time or all of the time, then you don’t get any benefit because 
you don’t price it, and you don’t bring the usage down. 

Now, there is another way to do it, and that is to use the Clean 
Air Act model where you set a regulatory compliance. You actually 
set a performance-based standard, do away with cap and trade, 
and there will be a Republican alternative that puts that on the 
table here in the very near future, Mr. Chairman. With that, I 
yield back. 

Mr. Markey. The gentleman’s time has expired. The Chair recog- 
nizes the gentleman from Arkansas, Mr. Ross. 

Mr. Ross. Thank you Mr. Chairman, and thank all of you for 
coming today. While I believe there are some good things in this 
bill, there are others that cause me to pause and give me concern, 
and hopefully, some of you in these panels can help me with some 
of that. 

I am going to speak first about the shorter the answers, the more 
questions I can ask, but I value your opinion, and I want to hear 
it. 

Renewable electricity standard, if the whole point to this bill is 
to get carbon neutral, then, should it really matter where the en- 
ergy comes from; and therefore do we need a renewable electricity 
standard? To any of you. Don’t be shy. 

Ms. Beinecke. I think there is a real opportunity to unleash new 
technologies. As Secretary Chu mentioned earlier, even with the 
cap, the cap is not going to get going until after 2012, and we need 
to unleash technologies now. We need to figure out how to 
incentivize them. That is one way to do it. And certainly, we need 
more renewables to get to a clean-energy economy, so that is a de- 
sign to do it. There may be other mechanisms, too, but unleashing 
that renewable opportunity, I think, is key. 

Mr. Rogers. I would suggest. Congressman, that with the tax in- 
centives we have, that is going to stimulate investment in renew- 
ables. The fact that 30 states have renewable portfolio standards 
and other states are looking at it, that is going to unleash invest- 
ment in these technologies, and in a sense, we don’t need a na- 
tional standard for a variety of reasons that I have discussed that 
is included in my testimony. 

Mr. Ross. Let me ask you this. You know, I believe that in states 
where renewable works, we should be doing it. Unfortunately, I 
come from a state that is not a wind state. Our options for renew- 
able electricity are limited, which means they would largely have 
to be imported at a higher cost to our consumers. 
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Let me ask you as it relates to the renewable electricity stand- 
ard, what you do think that means for those of us in the Southeast, 
those of use in States like Arkansas, where we are not wind states? 
Would it mean higher electric bills for our working families and 
seniors, or how would we go about trying to meet such a standard. 
I mean there is a reason why the states that do not have one don’t 
have one, as it relates to a renewable electricity standard. You 
know, if you were a working family, a senior in Arkansas, what 
would this mean if the standard is passed? What would it mean, 
do you believe, for them? 

Mr. Rogers. Congressman, I recently spoke at the Clinton 
school, and this issue came up there in the questions and gave me 
a chance to kind of think about it and respond to it. And my judg- 
ment is if you look at the 30 renewable portfolio standards we have 
today, they are all different because every state has different re- 
sources. And clearly, our company does business in the Carolinas, 
in Kentucky, in Ohio, and in Indiana, and every state is different 
in terms of the ability to produce wind or the availability of solar. 
All you have to look at is a wind map of the United States or a 
solar map to see the uneven distribution of those resources. 

The short answer to your question is for us that are not blessed 
with wind or the right solar concentration, it is going to mean high- 
er prices without the ability to invest in the technology within the 
state. 

Mr. Ross. I guess my concern is we are not a wind state. And 
I think, you know, where we have wind, we should use it. Where 
we have solar, we should use it. I think we need to use more coal, 
but we need to clean it up and hold the company’s feet to the fire 
to invest in the new technologies as they become available. We 
need to do more nuclear if we are serious about global warming. 
There are very few cleaner options. Natural gas, we need to do it 
all, and everything we can move from the science lab to the mar- 
ketplace, I think we should. 

Anyone on this panel want to speak to how biomass is defined 
in this, and a lot of us believe if the definition was expanded that 
would help us some, but we still think we would have a difficult 
time getting to the required percent in the time allowed. Does any- 
one know anything about biomass and how we might be able to ex- 
pand the definition of that to help states like Arkansas that simply 
don’t have enough wind? No? Wrong panel. 

Finally, let me just ask this: I know there is going to be some 
exemptions early on for steel, but I notice they are not for refin- 
eries, and yet we are too dependent on other countries for our en- 
ergy. Should there be some type of exemption on the front end for 
refiners, just as we have for steel today? 

Mr. Cavaney. Yes, sir, the refineries are the second most energy- 
intensive industry within the country. We now currently import 10 
percent of our crude oil to use in our refineries. There is about 6 V 2 
million barrels of world-class refinery construction underway, a 
good measure of it targeted for the United States, and if we don’t 
protect those 150-odd refineries we have here and the good jobs 
that they have, we are going to experience both loss of our own pro- 
duction capability here, we are going to significantly increase our 
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imports, and we will have some leakage of jobs elsewhere as people 
try to figure out how to compete. 

So we would like to work with the committee to take a look at 
how we might be treated. We are unique. We are the only covered 
entity who is both on their own emissions as well as consumer 
emissions. 

Mr. Markey. Thank you, Mr. Cavaney, and we want to work 
with you and with the gentleman from Arkansas. 

The chair recognizes the gentleman from Texas, Mr. Hall. 

Mr. Hall. Thank you, Mr. Chairman. 

I guess I would ask all of the witnesses this. You know, most of 
us on this side, and most of the people I deal with and hear from 
are convinced that we are going to have a very weakened competi- 
tive position in the United States under cap and trade, and I think 
you all recognize that and you probably observed it from the ques- 
tions from this side, and maybe from folks that you have talked to 
on the streets that think we are really going to be affected by it. 
I would like to ask each one of you, what evidence does U.S. CAP 
have that China and other developing nations would not take stra- 
tegic advantage of what is going to be a weakened competitive posi- 
tion in the United States under cap and trade. You may not agree 
with this. Do you all disagree when I say I think we are going to 
have a weakened competitive position in the Unites States under 
cap and trade? Is there anybody that disagrees with that? 

Mr. Holliday. We must have provisions in the bill you are pre- 
paring to take into account if China and India and other key coun- 
tries don’t follow in a significant way that keeps us competitive to 
make adjustments. But I think just the opposite is true. If we start 
first, we have a much better lead than letting them start first, and 
I think in the long run it will help us to be more competitive. 

Mr. Hall. But however we start, if it goes in the direction it is 
going now, do you see any way in the world that it can’t present 
us with a very weakened competitive position under cap and trade? 

Mr. Holliday. Absolutely, I think it will mean that we will be 
the leaders in developing the new technologies. 

Mr. Hall. We will be paying, too. 

Mr. Holliday. Absolutely, and that is what creates the incen- 
tives to create the new technologies, but I think there is a real op- 
portunity for us, but there will be dislocations in doing that, and 
we must take that into account for the retraining of people for the 
new jobs. 

Mr. Hall. For any of you that have ever been in Sears or Wal- 
Mart or anywhere, when you bought something, you noticed a piece 
of equipment there between you and the door that you had to go 
by, and it is called a cash register, and you have to pay for what 
you get. And the United States is going to have to do that, and 
there is just one way to do of that I know, and that is in continued 
and increased taxes on a generation not even born yet if we carry 
out the program that this bill sets in motion. 

So if you don’t agree that we are in a weakened competitive posi- 
tion, just assume that we are going to be in a weakened competi- 
tive position. Give me some evidence that you might have that U.S. 
CAP has that China and other developing nations wouldn’t take 
strategic advantage of it. 
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Mr. Crane. Congressman, again, we think safeguards should put 
in against that. But I would also say there is an opportunity cost 
here and that is there is very strong evidence right now that 
China, as an industrial entity and as an exporter, is moving right 
now to take the lead in the electric car, to take the lead in gasifi- 
cation, to take the lead in nuclear power. These are all areas that 
are partially driven by concern about carbon, so in a sense by mov- 
ing forward from where we sit, this give us, as a country, and op- 
portunity to lead. 

Mr. Hall. You mean you think we have a good opportunity 
under cap and trade? You think the United States does as this pro- 
poses? 

Mr. Crane. I absolutely think that a well-though-out cap and 
trade system will create incentives for innovation that this country 
is still the best at that can lead to development of great export op- 
portunities. 

Mr. Hall. Do you think China is going by the cash register? 

Mr. Rogers. Congressman, if I may, I would suggest to you that 
if we design this bill right, we get the transition right, it will not 
weaken our economy. It will put us in a position to be stronger over 
time. And I say that as someone who, about 50 percent of the cus- 
tomers that I serve make less than $40,000 a year, and they are 
in those Wal-Marts, and they are in Target, and they are looking 
for low prices, and they are concerned about increases, and their 
disposal income in the states that I serve are lower than the na- 
tional average per capita. So I wouldn’t be sitting here today if I 
thought a cap and trade bill would hurt them. One that is poorly 
designed could hurt them. One that is poorly designed could hurt 
our country vis-a-vis China or other evolving countries, but the re- 
ality is, we need to get the design right. If we get it right, it will 
make us stronger. 

Mr. Hall. But haven’t you testified or someone testified that 
your customer’s rates would go up under the cap and trade as you 
see it in this bill. 

Mr. Rogers. It is my judgment that our rates are going to go up 
anyway as a consequence of aging infrastructure and the need to 
reinvest in it. It is a consequence of certain other factors. 

Mr. Markey. The gentleman’s time has expired. The chair recog- 
nizes — 

Mr. Hall. Mr. Chairman, may I just ask unanimous consent to 
include an article by the Washington Post on China Hopes Climate 
Deal Omits Exports. I ask unanimous consent to put this in the 
record. 

Mr. Markey. A unanimous consent request has been made by 
Mr. Hall in an unprecedented gesture by Mr. Hall to ask an article 
from the Washington Post be put into the record, and without ob- 
jection, I want us all to be eyewitnesses to this historical moment. 
So without objection, so ordered. 

[The information was unavailable at the time of printing.] 

Mr. Hall. If you are going to accept it, I may just withdraw it. 

Mr. Markey. It will be included in the record. 

The gentleman from Ohio, Mr. Space, is recognized. 

Mr. Space. Thank you, Mr. Chairman, and I would like to thank 
the panel members for being here today and your testimony today. 
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but more so for your efforts with regards to U.S. CAP. I think it 
really represents a huge step forward in approaching these very 
challenging issues. I am convinced that there may be no more dif- 
ficult issue for Congress to deal with this term, of all of those com- 
pelling issues out there, than climate change and would agree that 
something must be done. 

A lot of us are concerned about the effects it is going to have, 
clearly and I just heard some testimony about the international 
marketplace and how this may affect our ability to compete inter- 
nationally. I agree with Mr. Rogers when he says if it is done right, 
it may enhance our ability to compete internationally. My question, 
however, relates to domestic marketplaces issues, and specifically, 
I think most of us who come from Middle America, from coal-pro- 
ducing states, from heavy manufacturing states, have some con- 
cerns about the regional discrepancies and inequities that this may 
incur. 

Mr. Rogers. Well, one of the things that U.S. CAP Blueprint em- 
bodies is a focus on making the transition and the allocation of al- 
lowances to help make the transition. We spent a lot of time talk- 
ing about that and recognized the linkage between cost contain- 
ment, and the transition so that it doesn’t hurt our economy during 
the transition, and we each can speak to that. 

But I think what is missing in the bill today is really is not ad- 
dressed is the whole transition issue. How is that done? I mean 
President Obama talks about 100-percent appears to have pivoted 
off that a little. There is allocation of allowance approach, and 
there are many approaches. So I think the important thing that 
needs to get done is have a robust conversation about the impact. 
In your state, 86 percent of the electricity in Ohio comes from coal. 
It would be one of the most directly impacted of all of the states 
of the country with respect to an auction system, for instance. 

Mr. Space. Let me stop you, Jim, because I have a limited 
amount of time. I have only one more minute, and there was one 
more issue I wanted to talk about, and that is carbon capture and 
sequestration. The money that is devoted to CCS in the bill, it is 
my hope, will help offset some of those regional discrepancies that 
occur. Is that sufficient in your mind to help take care of some of 
those regional discrepancies? 

Mr. Rogers. I think it is great to have money invested in carbon 
capture and sequestration, and over time, it will make a difference 
in terms of developing the technology, but the short answer is, 
what is going to solve the impact on different regions is how you 
allocate the allowances, and that needs to be addressed. That is the 
key to getting it right. 

Mr. Space. I have got 30 seconds. Does anyone want to weigh in? 
All right, thank you. I yield back my time. 

Mr. Markey. The gentleman’s time has expired. The chair recog- 
nizes the gentleman from Pennsylvania, Mr. Pitts. 

Mr. Pitts. Thank you, Mr. Chairman. 

Mr. Holliday, you said there could be dislocations or there would 
be dislocations as a result of cap and trade. What industry groups 
might suffer dislocations? I assume you mean job losses. 

Mr. Holliday. I think the opportunities is what I was focusing 
on, and I believe that is for solar. I believe that is for bio-produced 
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fuels that can come from switch grass and corn or products from 
this country that we are not using productively today. And what 
we will need to do is take people that are not employed or need 
retraining and be trained for these industries. So I think a com- 
panion piece of this legislation should be the training to help peo- 
ple move into the new industries that will be growing. 

Mr. Pitts. Well, how climate legislation treats the manufacturing 
sector is a critical issue that is sometimes overlooked. One specific 
concern of mine is how legislation avoids unintended consequences 
in the manufacturing sector. We can’t pass a bill that creates huge 
disincentives against future growth and manufacturing. How would 
you propose to guard against a raid rise in energy costs for the 
manufacturing sectors? 

Mr. Holliday. First, I agree with you completely that is very 
critical, and one thing we must watch very closely is natural gas, 
because it is a key feedstock to so many manufacturing plants in 
your state and across the country, and we have got find a way that 
the exiting U.S. industry is not totally disadvantaged, versus some 
places in the Middle East. We need to take that into account in the 
bill. 

Mr. Pitts. I think it is well accepted that a cap and trade pro- 
gram would make our energy costs and production costs rise rel- 
ative to countries without similarly stringent emissions controls 
systems, namely China and India. 

There would be leakage. We had testimony in the hearing ear- 
lier. There would be leakage of emissions in jobs to less rigorous 
regimes. What would your recommendations be for reducing this 
leakage, anybody? 

Mr. Crane. I think we sound a bit like a broken record, but I 
think getting the transition right, we have a very adaptable econ- 
omy with very adaptable companies in it, and avoiding a shock to 
the system. And that is why we think the committee should be very 
much focused on the transition period, and then, we think the con- 
sequences that you are referring to would not happen to significant 
extent. 

Mr. Rogers. One of our companies is in Indiana, and we the 
largest utility in Indiana, and Indiana is one of the largest steel 
producing industries, and NewCorp is one of our largest customers. 
And if prices went up there dramatically, and they could if the 
transition isn’t done right, that could lead to a shutting down of 
plants and a loss of jobs, so I come back and say we have go to 
get the transition right, or it could have a devastating impact on 
our economy. The whole sport is around the transition and pro- 
tecting our economy. 

Mr. Pitts. Well, if we pass the bill, as drafted, do you foresee an 
increase in gasoline and electricity process, Mr. Rogers? 

Mr. Rogers. I think without seeing what I described in my testi- 
mony as the elephant in the room, no conversation around how the 
transition is going to work, I can’t answer that without seeing what 
that transition looks like. But I do believe, over time, electric prices 
are going to rise in every event, whether there is carbon legislation 
or not, and I believe a renewable portfolio standard will add to 
pricing. I think going to a smart grid will add to prices of elec- 
tricity. And I think, over time, carbon legislation will lead to in- 
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crease in prices. I think that is inevitable, and as I said a few mo- 
ments ago, it is not going to be cheap, and we just need to face up 
to that and find a way to mitigate the impact during the transition 
and find a way to create new technologies and new jobs along the 
way. 

Mr. Pitts. Dr. Beinecke, you wanted to say something? 

Ms. Beinecke. Just to follow up to what Jim said, in U.S. CAP, 
we actually dealt with the issue of the transition, and that is why 
we made the proposal that we did for how the allocation of the al- 
lowances could take place. I mean the issue of going to gas or dis- 
ruption, regionally, additional increased energy costs, we addressed 
those directly, and the Blueprint, actually, is designed to provide 
a blueprint, in fact, to address how that transition could take place. 
I think that, in many respects, looking back at the document gives 
our best thinking on how to have that transition occur most 
smoothly. 

Mr. Pitts. And did you come up with a price cost to remove a 
ton of CO 2 in the study? 

Ms. Beinecke. We didn’t come up with a price, but we came up 
with both how the allowances could be allocated, and then what 
cost-containment mechanisms would be with offsets and other 
mechanisms that are designed to do that, and included a major in- 
vestment in efficiency to lower the cost of the consumption, so all 
of these things are linked, and I guess that is another important 
aspect is the linkage. 

Mr. Pitts. Thank you. My time is up. 

Mr. Markey. The gentleman’s time has expired. Just for the 
record, it is Dr. Bernanke for the banking crisis, and it is Dr. 
Beinecke for the climate and energy crisis. They are two different 
doctors for two different problems. 

The chair will recognize himself. We are waiting, by the way, for 
two roll calls to be called imminently on the House floor, at which 
point we will end the questioning for this panel. We will then break 
for those roll calls, and then we will move onto the next panel. 

I am going ask each one of you, if you could, quite briefly, just 
give us a brief response to the foundation principle of U.S. CAP, 
which is that action is needed now. Could you give your brief indi- 
vidual perceptions of what the consequences are for failing to act 
now in your opinion over the next generation. 

Mr. Crane. We are sitting on $1.5 billion that we want to invest 
in low- and no-carbon technology, and our assets tend to be 50- to 
60-year assets, so we need certainly, and so we can start on this 
problem right now, but we need what the guidelines are in the 
Waxman-Markey Bill. 

Mr. Markey. Thank you, Ms. McDonald? 

Ms. McDonald. Like Mr. Crane, our business is a long-term 
business, and we certainly believe that this is an issue that is a 
global issue. We are experiencing a lot of regulatory movement in 
Europe and elsewhere around the world, and so we believe that it 
is important for the United States to act as well, and we are look- 
ing for the certainty that that would provide for our own long-term 
investments as well as the market stimulus that it would have for 
a lot of our products. 

Mr. Markey. Thank you. Dr. Beinecke? 
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Ms. Beinecke. We are part of U.S. CAP because we think that 
the science on global warming is powerful and overwhelming and 
we need action soon. We recognize that a solution that works for 
the environment has to work for the economy, too, and that busi- 
ness has to be part of it, which is why were willing to sit at the 
table with these companies and many more to try to work out our 
differences and come up with a proposal that we think can move 
us aggressively to reduce carbon emissions and address the eco- 
nomic issues that have been raised today in this hearing. 

Mr. Markey. Mr. Rogers? 

Mr. Rogers. Mr. Chairman, I adopt all of the statements that 
have been made to date and would add to it by saying that by 
starting now, it will translate into a lower cost of compliance over 
time and a better ability to smooth out the cost impact on con- 
sumers. 

Mr. Markey. Mr. Cavaney? 

Mr. Cavaney. Mr. Chairman, we are energy providers to the con- 
sumer, and we need investment certainty because the energy busi- 
ness is very long lead times and long investment cycles. We think 
a national approach gives us an opportunity to provide products 
without the variability of many states. We think that is important, 
and we feel that at the end of the day, the competitiveness that we 
will have globally, having gone through this period and adopting a 
program like outlined in the Blueprint makes great sense. 

Mr. Markey. And Mr. Holliday? 

Mr. Holliday. Two points: if we don’t act, China will take the 
lead from us in the technology, and that is serious. Second, I lead, 
I lead a group of scientists, and they remind me every day, this 
science is real, and we need to act now. 

Mr. Markey. Thank you. And Mr. Rogers and Mr. Crane, very 
briefly, what additional partnerships beyond U.S. CAP do you 
think your industries will have to reach with the automotive indus- 
try, with the building industry, with energy-efficiency industries, in 
order to put together partnerships to solve the problem. 

Mr. Crane. Well, I think where the electric industry has come 
up a little short is working on the transportation sector, because 
again, we are focused on solving our own problem, which is impor- 
tant, but the fact that we can solve the transportation industry’s 
problem is a big opportunity for us, and I would like to see our in- 
dustry do more in that area. 

Mr. Markey. Great, Mr. Rogers? 

Mr. Rogers. I would say that in U.S. CAP, many of those indus- 
tries are represented and have been part of this discussion, and I 
would say that we are investing with respect to the auto industry, 
and our own company has invested significantly so that our grid 
will be ready when the plug-in hybrid is available. 

Mr. Markey. And what does that future portend, Mr. Rogers, in 
terms of the viability of the plug-in hybrid future of our country? 

Mr. Rogers. I believe, first, we need to transform our grid from 
an analog grid to a smart grid. We are on the way to dong that. 
And secondly, I believe that produces an opportunity with a plug- 
in hybrid, and I think it is sooner rather than later because the 
amount of work that is going into this is remarkable across the 
country. And as I talk to many auto companies, they are at work 
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with respect to this, and so I believe it is in the future, and it will 
give us a greater utilization of our fleet, and will lower cost over 
time on a per-unit basis. 

Mr. Markey. Great, thank you, Mr. Rogers. And Mr. Cavaney, 
we will give you the final word. 

Mr. Cavaney. I think one of the key things is to establish a price 
of carbon that will work across industries that allows people to 
have metrics that are coming even though you have to cooperate 
rather than produce the same products, and I think that the efforts 
that are underway here now are the beginning to try to identify 
what that is, I commend you on it. 

Mr. Markey. Thank you, Mr. Cavaney, very much. The chair’s 
time is expired. I now turn and recognize the gentleman from 
Michigan, the ranking member on the subcommittee, Mr. Upton. 

Mr. Upton. Thank you, Mr. Chairman. As I indicated earlier 
today, I am mostly concerned about jobs and the job loss, particu- 
larly with a cap and trade bill. And Mr. Cavaney, you talked a lit- 
tle bit about the cost, multibillion compliance cost that you will all 
suffer under. And you know, that I think Aruba has got the largest 
refinery in the world, Venezuela. Something tells me that Aruba is 
never going to be underneath this legislation. We may try our best 
to get India and China, but something tells me that Aruba is not 
going to have the off ramp to proceed. 

What is going to happen? Can you give some type of commitment 
as you look to produce gasoline for American? If you have addi- 
tional costs in the multibillions to comply with this, what is the 
rest of the industry going to do in terms of domestic refinery pro- 
duction here? 

Mr. Cavaney. Well, that is one of the things that we worked on 
together with our colleagues in U.S. CAP was to create these com- 
plimentary measures that address situations like this. Again, ours 
is an energy-intensive industry. We are going to be susceptible to 
those threats of increased imports if we are too disadvantaged, but 
there are the allowance allocations. There are the opportunities 
of 

Mr. Upton. But at some point, they come due. You might have 
a year or two off, but at some point, they are going to come back 
and hit you. 

Mr. Cavaney. But our other point is that if we get the certainty 
for investment here, we produce world-class materials in our indus- 
tries for creating new opportunities. And we are investing very 
heavily, not only just in oil and gas, so we think that given frame- 
work similar to this that come through the system and giving that 
powerful signal is going to be our best effort to compete against, 
as Mr. Holliday as said, foreign nations which are not standing 
still. 

Mr. Upton. Ms. McDonald, same question for you. Alcoa pro- 
duces primary new aluminum and recycled aluminum in a pretty 
good quantity, I think, in this country. Is that right? 

Ms. McDonald. Indeed. 

Mr. Upton. What is going to happen to Alcoa as it relates to the 
percentages now, versus other countries where you might have siz- 
able operations? Isn’t there going to be a magnet to take those jobs 
someplace else if we impose these new cost burdens on them? 
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Ms. McDonald. I think our experience is very similar to what 
has heen described. The producers of aluminum in Russian and 
China, now, are large because they have their own markets. And 
there is going to be a global regime impacting greenhouse gas emis- 
sions. Each country is going to be regulating it differently, but we 
think that for the United States to start to move now to provide 
that sort of long-term certainty and to provide the sort of transition 
and cost containment that we proposed as part of the U.S. CAP 
Blueprint would be the required conditions for us to get ahead of 
that game and to reduce the costs over the long term. 

Mr. Upton. OK, I am running out of time. Thank you. Mr. Rog- 
ers, you confessed that you are the third-largest emitter. What per- 
centage of electricity, now, do you produce that would be considered 
under a sort of Upton-Rogers definition of renewable? 

Mr. Rogers. We are producing about 500 megawatts of wind. 

Mr. Upton. But as a percentage? 

Mr. Rogers. It is a very small percentage. I think, nationally, 
wind represents about one percent of the total. 

Mr. Upton. So are you below one-percent wind now? 

Mr. Rogers. We are, but if you look at our nuclear, about 96 per- 
cent of our electricity comes from coal and nuclear, 70 percent from 
coal and the remainder from nuclear. 

Mr. Upton. As you know, I am one that supports using nuclear, 
which is greenhouse-gas emission free, to be counted, let the mar- 
ket work to that end. But say we are not able to get that provision 
in. We are going to try, but let us say we are not able to get that 
in, and we have the definition that passed as the Udall-Platts 
Amendment in the last Congress. How much will it cost you, Duke 
Energy, to meet a 25-percent standard by 2025? 

Mr. Rogers. I don’t have that number at my fingertips, but I will 
send it to you and submit it for the record. 

Mr. Upton. Would it be sizable? 

Mr. Rogers. It will. 

Mr. Upton. And the last question that I have, I have four sec- 
onds left. I had breakfast this morning with the Chairman of DTE. 
One in three customers in that region of Michigan are in arrears 
on their bills. Hundreds of millions of dollars will be uncollected. 
It is the same with other utilities around the country, more than 
20 percent. What is the percentage today for Duke Energy that is 
uncollectable? 

Mr. Rogers. It is much lower than that, but it varies from state 
to state, but I would be delighted to submit that number to you, 
also. 

Mr. Markey. The gentleman’s time has expired. The chair recog- 
nizes the gentleman from Texas, Mr. Green. 

Mr. Green. Thank you, Mr. Chairman, and I appreciate the op- 
portunity for the hearing. Mr. Cavaney, I know a lot of these ques- 
tions may have been asked by different members, and the whole 
panel, but it is kind of like Congress, we say it is not said unless 
all of us say it, so we may have some duplication. 

I know the U.S. CAP Blueprint for legislative action called for 
the fuel-related GHG performance standards. Does the low-carbon 
fuel standard as written into the draft align with the U.S. CAP 
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Blueprint for legislative action that is called for, and if not, how is 
it different? 

Mr. Cavaney. No, sir, the Blueprint suggest that we not have an 
overlay of a low-carbon fuel standard on top of renewable fuel 
standards, and there is very good reasons why. A discussion draft 
has what I would call a donut hole in there. There is a period of 
time where from 2014 to 2022, we are to produce a low-carbon fuel 
with decreasing amounts, but during that entire period, we are not 
permitted to include all of the renewable fuels that we have al- 
ready incorporated and will be incorporating into our renewable 
fuel standard. Also, there is a reach back to 2005, which does not 
give us permission to have a baseline anymore forward. We in 
North America and parts of South America rely on heavier fuels, 
which makes it much, much harder without the use of renewable 
and other things to reduce our standards, so we are going to have 
a very real problem trying to satisfy the consumer during that pe- 
riod, so we would suggest a closer look at the Blueprint in trying 
to harmonize that so we end up with one fuel. 

Mr. Green. Having heard the question from my colleague from 
Michigan for Alcoa, I used to have an Alcoa plant in Houston, and 
it had a number of employees who were constituents. The Wax- 
man-Markey discussion drafts contains the provision that would 
supply additional credits. What are you thoughts regarding wheth- 
er refineries should be eligible for that, for those rebates? Do you 
think refineries ought to be included with chemicals and aluminum 
and other products? 

Mr. Crane. My view is you should take a look at each of those 
and look at their exposure, and find out whether or not you think 
that they are going to be somebody who is going to have leakage 
during the process. We think, looking at our industry, that we 
would like to work with the committee and try to be able to gain 
that opportunity. 

I don’t recall specific conversation about cogen within U.S. CAP, 
but I mean cogen, obviously is an exceedingly efficient form of en- 
ergy, so I think it’s something that should be supported as a matter 
of public policy. 

Mr. Green. Thank you, Mr. Chairman, and I appreciate the time 
and again the responses, because energy efficiency should include 
cogeneration in some of our plants if we can do it. Thank you. 

Mr. Markey. I thank the gentleman. And did you exclude the 
natural gas from the future base load for some reason, Mr. Crane? 

Mr. Crane. I think natural gas plays a role in the future base 
load, but we saw what happened when the country depends exclu- 
sively on natural gas for base load. It leads to a price spike that 
is not good for the economy. 

Mr. Markey. OK, thank you, Mr. Crane. 

The chair recognizes the gentleman from Florida, Mr. Stearns. 

Mr. Stearns. Thank you, Mr. Chairman. My question is for Mr. 
Rogers and Cavaney. It turned out in Europe, the granting of free 
of allowances led to this huge windfall of profits by the utilities. I 
guess the question is isn’t the U.S. CAP just sort of a grand bar- 
gain to get the business support in exactly the same way? I mean 
that is what it looks like to us on this side, anyway. You might 
comment on that, Mr. Rogers, and then, you, Mr. Cavaney. 
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Mr. Rogers. There are two important points. First of all, what 
happened in Europe was a consequence of not following what we 
did with the cap and trade system for sulfur dioxide. One, they 
didn’t have Bashers, so they couldn’t allocate it on Basher’s, and 
secondly, they had a short-term experimental period that created 
some gaming in the process, and it had a fundamentally different 
regulatory regime for power companies. They had deregulated, en- 
tirely, the industry there. So you have a different fact cir- 
cumstances here in the U.S. today. 

Mr. Stearns. OK, I appreciate that. 

Mr. Rogers. But here is the second important point, and that is 
this: under our proposal all of the allowances go directly to a local 
distribution company or a local utility, which are regulated by the 
state, and there are no windfalls to utilities or corporations with 
respect to the granting of allowances under our proposals. That is 
one of the great myths that have floated around, and it is just 
wrong. 

Mr. Stearns. OK, and Mr. Cavaney? 

Mr. Cavaney. Yes, it is called free allocation and there is a mis- 
nomer there. Really, the intent is that this allowance that is made 
is to cover the unrecoverable costs of implementation here so ulti- 
mately the beneficiary of this is a softening of the volatility and in- 
creased prices that the consumer may experience about that, and 
there is an opportunity to look at these things and we are not going 
to be repeating, as Mr. Rogers says, the kind of incidences that 
occur in Europe. 

Mr. Stearns. Dr. Beinecke, we went on your Web site, and your 
Web site states, “New nuclear power plants are unlikely to provide 
a significant fraction of future U.S. needs for low carbon energy. 
NRDC favors more practical, economical, environmentally sustain- 
able approaches to reducing the United States and global carbon 
emissions.” Now, here is a power source that emits zero carbon di- 
oxide. Why is this not a solution to reduce carbon emissions based 
on what your Web site says? I mean, it seems to me that you 
should be at least neutral on this. 

Ms. Beinecke. I would say we are generally neutral because we 
don’t oppose the existing 20 percent that is already provided by nu- 
clear power. What we are really saying there is that we think there 
is tremendous opportunity in efficiency first and foremost, in re- 
newables, in new technologies that need to be unleashed, that nu- 
clear power is a mature power source in this country that has, you 
know, been with us for decades and it will continue to be, but what 
we are looking at is, what do we need to unleash in the future to 
really reduce carbon emissions, and those are new technologies 
that and new investments 

Mr. Stearns. Well, nuclear 

Ms. Beinecke [continuing]. That haven’t been experienced yet. 

Mr. Stearns. But nuclear has zero carbon dioxide and no carbon 
emissions and you want to reduce carbon emissions. 

Ms. Beinecke. Well, what I said is that I wouldn’t reduce the 20 
percent that is there but that what we are looking for, particularly 
from NRDC’s point of view, is, what are the new things that we 
have to bring online, and the bill is really designed to unleash the 
area of energy efficiency and appliances and homes and buildings 
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which is hoth incredibly cost effective, actually earns money rather 
than costs money. So what we are focusing on is what we think the 
solutions are going forward that are not yet on the table, and we 
think, you know, nuclear is on the table and it will continue to be 
on the table and it will be a part of the solution 

Mr. Stearns. Do you think 

Ms. Beinecke [continuing]. But we don’t have to be the advocate 
for it. 

Mr. Stearns. Do you think there should be a title in this bill for 
nuclear? Right now there 

Ms. Beinecke. I don’t think it is necessary. I think there is a 
title in the 2005 energy bill, the 2007 energy bill. I don’t think that 
all of the subsidies and programs that were developed in those two 
bills have actually been fully implemented yet, so do we need an- 
other one right now? I would say no. 

Mr. Stearns. This is in fact based upon we have already some- 
thing that is practical, technologically efficient and you don’t think 
that we should have any encouragement for nuclear. I understand. 

Ms. Beinecke. That isn’t what I said. I am sorry, sir. What I am 
suggesting is that there was a lot of encouragement in the last two 
energy bills and that I don’t think that it is necessary at this time 
in this bill. 

Mr. Stearns. All right. Thank you, Mr. Chairman. 

Mr. Market. The gentleman’s time has expired. The chair recog- 
nizes the gentlelady from California, Ms. Harman. 

Ms. Harman. Thank you, Mr. Chairman. I have been sitting here 
for a few hours. I know you have too and so have the witnesses but 
I want to say that the testimony of this panel as far as I am con- 
cerned is the central testimony that we need, and their ongoing ad- 
vice is exactly for me the roadmap forward for this committee for 
a couple of reasons. Number one, most of you on the corporate side 
are in the business of producing materials and fuels that are going 
to be regulated under whatever we do. You know exactly precisely 
what the impact of this regulation will be on you, and I have lis- 
tened carefully and all of you are saying that you want certainty 
so that you can plan forward, and I have also heard you say, or 
at least I heard Mr. Rogers say, and I applaud it, that at a time 
of economic downturn, which we are in, no one would quarrel with 
that, we can do this better because we are more focused on the eco- 
nomics than the theology. Does anyone want to quibble with any- 
thing I just said? No? Good. 

So my next idea, Mr. Chairman, is, instead of going to the vote, 
we ought to lock the doors and get our members here and sit down 
with these folks and with the kids in the green tee shirts for our 
inspiration and finish this. What do you think, Mr. Chairman? 

Mr. Market. We will be here late tonight so we might have to — 
I don’t think we are going to have a problem. We have every mem- 
ber’s attention for 5 hours. 

Ms. Harman. I have been, and I think none of you has missed 
it, carrying this prop around with me and holding it up at all occa- 
sions. It is at the top of my little folder of materials and I have had 
a chance today to read it more carefully than I had, and I would 
observe that it is a much more detailed blueprint than some who 
have been asking questions might know. It is not a bill but it sure- 
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ly has at least what I would use, if I were a thoughtful legislator, 
which I hope I am, to craft a bill, and guess what? The draft bill 
that we have has been based on these principles. Everybody agree 
with that? Good. 

Let me finally say, because maybe there are a few more members 
who want to ask questions before we have to go, that I have made 
another point which is that the composition of U.S. CAP is bipar- 
tisan. I don’t want to ask anyone your party affiliation but I do 
want to ask the group, is that statement of mine correct? Are some 
of the members of U.S. CAP, the leaders of these organizations. Re- 
publicans and some of them Democrats? Is that true? 

Mr. Crane. Yes, that is very true. 

Ms. Harman. That is very true? Well, good. So let me just finally 
say that, Mr. Chairman, I think we should regularly call on these 
people and the other 20 members of U.S. CAP who have partici- 
pated in this work product and I really want to commend you again 
for using this consensus document as the basis for the legislation. 
I think we are going to end up somewhere right about here and we 
are going to do some very good work this year and provide the cer- 
tainty that industry needs. I yield back. 

Mr. Markey. We are going to follow the gentlelady’s advice and 
the U.S. CAP as well. 

To the gentlemen from Illinois, Louisiana and Connecticut, here 
is where we are. The gentlemen from Louisiana and Connecticut 
have yet to ask questions. There is about 12 minutes left to go. If 
the gentleman from Illinois would agree to this, I would like to di- 
vide the time in 4-minute segments between the three of you, if 
that would be acceptable, and then we can adjourn with this panel 
being dismissed. Would you mind? 

Mr. Shimkus. I think I can do it that way, Mr. Chairman. 

Mr. Markey. Thank you. The gentleman is recognized. 

Mr. Shimkus. Thank you. Let me — the devil is in the details, and 
with respect to my colleague from California, who we all have great 
respect for, there is a gaping hole in this bill, which is the credits, 
which is the allocations, and what we fear is a stimulus-type pro- 
posal that gets dumped for markup at 11:00 the night before a 
10:00 markup in which you all don’t know whether you will be 
incentivized or harmed and it will get rammed through. Would you 
not agree that airing out the allocation issue in a transparent proc- 
ess in a hearing just like this would be helpful? Mr. Crane? 

Mr. Crane. Well, the allocation auction issue I think took up the 
most of the U.S. CAP’s time over the 2 V 2 years so I agree, we all 
agree, I think that is a very 

Mr. Shimkus. Well, let us ask everyone. Ms. McDonald? 

Ms. McDonald. We certainly support the whole approach that is 
contained in the blueprint, which is the allocation process. 

Mr. Shimkus. But I am talking about, don’t you think we as a 
Nation would be better if we had these credits here that we could 
have a hearing on over a period of days to discuss this allocation 
process? How long did it take you all to do it? 

Ms. McDonald. We certainly said that we want to work with the 
committee on that basis. 

Mr. Shimkus. Well, the question is, would we not be better to 
have a hearing on the credits and the allocations so that you would 
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know and the public would know what is in the details of this bill, 
yes or no? 

Ms. McDonald. It is not up to us I guess to 

Mr. Shimkus. It is up to you. You are testifying. My question is 
to you as an individual, would it not be beneficial to your company 
to know the details in a transparent process in a hearing on the 
bill, yes or no? You don’t know what to know? 

Ms. McDonald. We certainly want to know and 

Mr. Shimkus. So would it be helpful to have a hearing on the 
credit allocations on a global climate change bill, yes or no? 

Ms. McDonald. We would certainly participate in the process. 

Mr. Shimkus. Why don’t you say yes or no, yes or no? 

Ms. McDonald. If we were invited to a hearing, we would cer- 
tainly — 

Mr. Shimkus. Would it be helpful to your shareholders to know 
the cost of doing business prior to us voting on a bill? 

Ms. McDonald. Yes, we would certainly 

Mr. Shimkus. And could we not have that if we had the alloca- 
tions published? 

Ms. McDonald. We would certainly want it published, yes. 

Mr. Shimkus. Thank you. 

Doctor? 

Ms. Beinecke. If there was a hearing, we would love to come 
and discuss it just as we have today with the allocations. 

Mr. Shimkus. And that would be helpful in us clearing up a lot 
of this issue since there is a gaping hole, a glaring hole in this bill 
about who is paying for what? 

Ms. Beinecke. I think a transparent process would be helpful 
and 

Mr. Shimkus. Thank you very much. 

Mr. Rogers. 

Mr. Rogers. On behalf of my customers, I would recommend a 
hearing on that specific issue. 

Mr. Shimkus. Great. Mr. Cavaney? 

Mr. Cavaney. If transparent is possible, we will be there any- 
time, anyplace, and I think you should publish afterwards how the 
allocation was distributed. 

Mr. Shimkus. Thank you. 

Mr. Holliday? 

Mr. Holliday. It is critical you get this part right, whatever 
process works. 

Mr. Shimkus. And obviously if we had a hearing and it was 
transparent, that would be helpful to you? 

Mr. Holliday. Yes. 

Mr. Shimkus. Let me just finish because I have limited time, Mr. 
Chairman. For ConocoPhillips, the section 526 of the 2007 energy 
bill provides a prohibition. Now, I have a great refinery collocated 
near my Congressional district that is really relying on the ability 
to use oil sand from Canada. Section 526 of the 2000 energy bill 
is a prohibition. Do you think that that should be addressed? 

Mr. Markey. I ask the gentleman to allow it to be submitted for 
the record so the other members can get their 4 minutes. Is that 
possible? I thank the gentleman. I appreciate it. 

The gentleman from Louisiana is recognized. 
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Mr. Melancon. Thank you, Mr. Chairman. I appreciate the op- 
portunity to ask questions. 

Mr. Cavaney, if I could, one of the things that I am concerned 
about with the refining section of the bill has to deal with, Mr. 
LaHood insisted that the bill was not going to harm the refiners, 
but if we are going to try and hold refiners responsible for con- 
sumer emissions, then do I understand that you are going to be 
able to get 100 percent of your money back out of the 

Mr. Cavaney. No, sir. Using EIA data for, I would say, 2012, and 
if you use a cost of $25 a ton for carbon, the allocation, our compli- 
ance obligation is going to be $68 billion. The only way we can pass 
all of that along, 100 percent along, is under two conditions: we ei- 
ther have inelastic demand or we have elastic supply. Neither one 
of those conditions exists in the United States refining business. So 
therefore zero is not the answer when you talk about an allowance 
allocation for the oil and gas industry. We also have to cover our 
own emissions so we are the only industry that is in both of those 
buckets, so we are in the process now. We have looked at all the 
studies. They don’t reflect the world going forward. We are doing 
some work with the committee and others but some adjustment 
needs to be made there and we also ought to address the area call 
for the energy-intensive and the trade exposed because we also 
have a lot of opportunities for incoming imports to displace good 
jobs here in United States. 

Mr. Melancon. And that is one of my major concerns right 
there. So if I am producing oil and gas in south Louisiana, pri- 
marily oil, and I start shutting down refineries because you can’t 
stay in business, then what are we going to do, ship oil to foreign 
refineries and then ship gasoline back into the country? 

Mr. Cavaney. Well, that depends on whether people want our 
oil. We may not be able to get our oil sold at a reliable price be- 
cause other people may want to use different grades and so we will 
be just out in that big bucket of worldwide global supply. 

Mr. Melancon. So instead of us just being dependent upon for- 
eign countries for our energy needs in this country, we are going 
to be dependent upon their energy that they produced, their refin- 
ers and their ability to supply our country and keep our economy 
going? 

Mr. Cavaney. It doesn’t have to be that way if we design this 
properly so that the protections are in place and we get to cover 
our uncoverable costs as we go through this implementation period. 

Mr. Melancon. I would hope that the folks in your industry 
would work with us. I need to find a way to make sure that the 
United States gets as close as it can to energy independence in the 
future because we are definitely not anywhere close to that. This 
to me is important about carbon emissions but it is even more im- 
portant to me about economic stability and the power of this coun- 
try to stay an independent and strong Nation, and without our own 
energy sources, we are going to be in trouble. 

Thank you. I yield back my time. 

Mr. Markey. And we appreciate the gentleman yielding back. 
The chair recognizes the gentleman from Connecticut. 

Mr. Murphy of Connecticut. Thank you very much, Mr. Chair- 
man. I thank the panel for sticking with us this long. You know. 
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we are all very proud of the clean new technology companies that 
we have in our districts but they unfortunately are I think rapidly 
becoming the exception rather than the rule. We used to lead the 
world on solar and wind development and now places like China 
and Japan are vying for the top spot in photovoltaic production, 
and so I wanted to ask just one question to the panel, which is, this 
bill posits that by creating new market mechanisms through an 
RES and a cap-and-trade system that you are going to command 
the kind of private investment in clean new technologies that we 
want and need. There is also the route that countries like Korea 
and China have gone in making major public investments. I think 
80 percent of Korea’s stimulus bill was directly invested into these 
technologies. 

So the question is, do you believe that the market mechanisms 
in this bill really are going to provide real stimulus to that clean 
energy industry or are we going to also need a real mix of direct 
subsidy to try to back up the market mechanisms that we have in- 
cluded here? 

Mr. Crane. Jim and I just came back from a green energy tech- 
nology conference in California, and the entrepreneurs are alive 
and well but what is happening now is, they actually have the 
product that they didn’t have 1 or 2 years ago but the market has 
dried up and the market has dried up because people like us aren’t 
ready to invest until we know what the system is going to be. So 
I actually believe completely that a well-drafted bill will unleash — 
it will create the market that will allow that innovation advantage 
to actually continue in this country. 

Mr. Murphy of Connecticut. Any other comments? Let me then 
ask more specifically, one of the queries and concerns in the last 
panel was whether we are going to harness that technology and 
those industries domestically or whether the market mechanisms 
in this bill is just going to provide incentive for the production of 
these technologies somewhere else. Are there other things we can 
do in this bill to try to incentivize domestic production or is that 
going to happen naturally? 

Mr. Holliday. I think speaking from our perspective at DuPont, 
we do a lot of research, I would study how other countries are 
incentivizing to make sure the technology is not only developed in 
this country but commercialized first in this country. I think there 
are mechanisms you can put in place the way you allocate your 
R&D dollars that could help that greatly. 

Mr. Murphy of Connecticut. Thank you very much. Thank you, 
Mr. Chairman. 

Mr. Markey. Thank you, and we thank this very distinguished 
panel. Your work is the basis for the product that Mr. Waxman and 
I have put before the members. We will be consulting with you fre- 
quently for your expertise as we fill in additional details in the leg- 
islation but you are providing an enormous service to your country 
and we thank you so much. 

With that, the hearing will stand in recess until 4:00 at which 
point we will recognize the next panel for their opening statements. 

[Recess.] 

Mr. Markey. We welcome you all back to this historic hearing, 
and we apologize once again for the delay. We have no control over 
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the length of the roll calls as they are conducted on the floor of the 
House, but we now are in a situation since those were the last roll 
calls on the House Floor that we can now have an uninterrupted 
hearing with brilliant witnesses and continue to build out this 
record on how to handle these very important issues that are facing 
our country. 

Let me begin by yielding for our first witness to the gentleman 
from Pennsylvania, Mr. Doyle. 

Mr. Doyle. Mr. Chairman, thank you, and it is my pleasure to 
introduce one of the witnesses we have on our panel this afternoon. 
Mayor John Fetterman from Braddock, Pennsylvania. Braddock is 
a community in Allegheny County, and it is Allegheny County’s 
poorest community. This was once a thriving blue-collar town of 
20,000 people and a place where my father spent 20 years of his 
life working at U.S. Steel. Today Braddock has a population of 
2,800 people. John Fetterman has been someone who has been 
working tirelessly in his first term as mayor of Braddock and play- 
ing a critical role with youth employment in Braddock through 
green jobs. He had with the assistance of some foundations put to- 
gether urban farming, community gardens. He has been assisting 
residents in Braddock to create vegetable gardens, and he is cur- 
rently working on a program where youth will be assisting in the 
installation of the first green roof in the Mon Valley. He is someone 
who thinks outside the box and is trying to revitalize a community 
that is struggling and is hopeful that what we do today with this 
legislation will start a revolution in towns like Braddock and get 
people building things again. So it is my pleasure to have him here 
today and my pleasure to introduce him to the committee. 

Mr. Markey. And whenever you are ready, Mr. Fetterman, 
please begin. 

STATEMENTS OF JOHN FETTERMAN, MAYOR, BRADDOCK, 
PENNSYLVANIA; PAUL N. CICIO, PRESIDENT, INDUSTRIAL 
ENERGY CONSUMERS OF AMERICA; KEVIN KNOBLOCH, 
PRESIDENT, UNION OF CONCERNED SCIENTISTS; DR. STE- 
VEN HAYWARD, F.K. WEYERHAEUSER FELLOW, AMERICAN 
ENTERPRISE INSTITUTE; DAVID KREUTZER, SENIOR POLICY 
ANALYST IN ENERGY ECONOMICS AND CLIMATE CHANGE, 
THE HERITAGE FOUNDATION; NATHANIEL KEOHANE, DI- 
RECTOR OF ECONOMIC POLICY AND ANALYSIS, ENVIRON- 
MENTAL DEFENSE FUND; AND MYRON EBELL, DIRECTOR, 
ENERGY AND GLOBAL WARMING POLICY, COMPETITIVE EN- 
TERPRISE INSTITUTE 

STATEMENT OF JOHN FETTERMAN 

Mr. Fetterman. Mr. Chairman, Mr. Barton and members of the 
committee, thank you for inviting me here today. I am John 
Fetterman and I am proud to be the mayor of Braddock, Pennsyl- 
vania. 

My testimony this afternoon will be short and straight to the 
point. I don’t pretend to be an expert in economics or energy policy 
but I do know what I have seen with my own eyes. The path we 
are on has failed. In my part of Pennsylvania, we have lost a quar- 
ter of a million jobs in the steel industry in the past decades. Once- 
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thriving towns like Braddock are facing economic devastation. 
Communities and families face desperate times. We need change 
and we need it now. 

For decades we have watched jobs leave America. For decades we 
have heard about the dangers of America’s addiction to foreign oil. 
For decades we have seen real changes blocked by those who profit 
from the status quo. If there is a silver lining to this current eco- 
nomic crisis, and from where I sit, it is awfully difficult to find one, 
it is that America may now finally be ready to find a new path and 
to face the tough questions we have ignored for so long. 

I believe that new path starts with a cap on carbon pollution. By 
driving massive new private investment into clean energy indus- 
tries, a cap offers us the chance to create jobs, and not just high- 
tech positions making solar cells or exotic technology but the kind 
of blue-collar jobs that can revive a town like Braddock or Akron 
or Detroit. Jobs making 250 tons of steel or 8,000 parts it takes to 
make a wind turbine, jobs making new windows like they do in an 
old factory in Vandergrift, Pennsylvania, a factory that was shut 
down but revived to make those very windows, or LED lights like 
they make in North Carolina and export to China or one of the 
thousands of other products it will take to build this new energy 
economy. 

The government investment in clean energy in the Recovery Act 
was a good start but we will not truly transform this economy until 
we spur the private sector into action. This nation is full of entre- 
preneurs, investors, inventors and steelworkers prepared to 
jumpstart a true energy revolution, and this will only happen once 
you pass a cap on carbon pollution. To win the most jobs and the 
most economic opportunity, we must be a market leader in these 
new products and technologies, and a cap on carbon in the United 
States will spur our companies to be the early movers in these new 
markets supplying solutions at home and selling these solutions 
across the globe. 

So I respectfully ask this Congress to please be bold, to overhaul 
our economy and free us from our addiction to imported oil. I ask 
you to ignore the scare tactics of the well-funded interests and to 
answer the call of Braddock to build a new energy future and a 
new American century with the ready hands of America’s workers. 

Thank you for this opportunity. 

[The prepared statement of Mr. Fetterman follows:] 
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Mr. Chairman, Mr. Barton, members of the Committee, thank you for inviting me here 
today. I am John Fetterman. I’m proud to be the mayor of Braddock, Pennsylvania. 

My testimony this afternoon will be short and straight to the point. I don’t pretend to be an 
expert in economics or energy policy - but I do know what I’ve seen with my own eyes: 
The path we are on has failed. In my part of Pennsylvania, we’ve lost a quarter of a 
million jobs in the steel industry in the last decade or so. Once thriving towns like 
Braddock are facing economic devastation. Communities, and families, face desperate 
times. We need change - and we need it now. 

For decades we’ve watched jobs leave America. For decades we’ve heard about the danger 
of America’s oil addiction. For decades we’ve see real change blocked by those who profit 
from the status quo. If there is a silver lining in the current economic crisis - and from 
where I sit it is awfully hard to find one - it is that America may now finally be ready to 
find a new path. . .and to face the tough questions we’ve ignored for so long. 

I believe that new path starts with cap on carbon pollution. By driving massive new 
private investment into clean energy industries, a cap offers us the chance to create jobs. 
And not just high tech positions m^ing solar cells and exotic technology, but the kind of 
blue collar jobs that could revive towns like Braddock - or Akron or Detroit. Jobs making 
the 250 tons of steel or 8,000 parts it takes to build a wind turbine. Jobs making new 
windows, like they do in the old factory in Vandergrift, Pennsylvania - a factory that shut 
down until it was revived to make energy efficient windows. Or LED lights, like they 
make in North Carolina and export to China. Or one of the thousands of other products it 
will take to build this new energy economy. 

The government investment in clean energy in the Recovery Act was a good start. But we 
will not truly transform this economy until we spur the private sector to action. This nation 
is full of entrepreneurs, investors, inventors - and Steelworkers - prepared to jump start a 
true energy revolution. And that will only happen once you pass a cap on carbon 
pollution. To win the most jobs, and the most economic opportunity, we must be a market 
leader in these new products and technologies - and a cap on carbon in the US will spur 
our companies to be early mover in these new markets, supplying solutions at home and 
then selling these solutions across the globe. 

So I respectfully ask this Congress to be bold. To overhaul our economy and free us from 
our addition to imported oil. I ask you to ignore the scare tactics of the well funded 
interests - and answer the call of Braddock to build a new energy future, and a New 
American Century, with the ready hands of America’s workers. 


Thank you. 
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Mr. Markey. Thank you, Mr. Fetterman, very much. 

Our second witness is Paul Cicio. He is the president of the In- 
dustrial Energy Consumers of America, a trade association of man- 
ufacturing-sector companies. Mr. Cicio, whenever you feel com- 
fortable, please begin. 

STATEMENT OF PAUL N. CICIO 

Mr. Cicio. Thank you, Mr. Chairman and Ranking Member 
Upton. Members of the committee, the Industrial Energy Con- 
sumers of America is the only trade association in the United 
States whose members are exclusively from the manufacturing sec- 
tor, energy intensive and cross sector. Our companies employ over 
850,000 employees nationwide. Manufacturing is the only sector of 
the economy that has a long history of significant investment in en- 
ergy efficiency. Our greenhouse gas emissions are only 2.6 percent 
above 1990 levels while other sector emissions are up about 30 per- 
cent. We provide the majority of cogenerated electricity for the 
country, which is over 100 percent more energy efficient than elec- 
tric utility production. We are national leaders in the use of recy- 
cled steel, aluminum, glass and paper, which is also extraordinarily 
energy efficient. Our products provide the building blocks necessary 
to grow the economy and reduce greenhouse gas emissions when 
our customers use our products. 

We are a model for doing the right thing for business and the 
environment. Unfortunately, we do not see provisions in the bill 
that either reward us for our past energy efficiency actions, use of 
combined heat and power or recycling or encourage us to do more. 
This is a shortcoming of the bill. We have several key points: Num- 
ber one, legislative provisions that are designed to preserve domes- 
tic competitiveness of the industrial sector and prevent jobs from 
moving overseas will create in our concern about retaliatory trade 
actions. Neither Congress nor the EPA can effectively regulate our 
offshore competitors through their actions. 

Number two, we should not impose unilaterally on U.S. manufac- 
turing costs. A global agreement that addresses the industrial sec- 
tor uniformly and in the context of fair trade and increasing pro- 
ductivity is the only way to avoid job losses. 

Number three, U.S. demand for our products will continue. It is 
just a question of whether they will be supplied domestically or im- 
ported. We compete in a global marketplace where pennies on the 
dollar can determine whether we win or lose within a national com- 
petition. Unfortunately, as Mayor Fetterman said, from 2000 to 
2008, imports are up 29 percent and manufacturing employment 
fell 22 percent, a loss of 3.8 million jobs. These numbers would in- 
dicate that we are losing that competitiveness battle. 

Number four, the provisions entitled “Preserving Domestic Com- 
petitiveness” provides for 85 percent of average needed allowances. 
Without 100 percent allowances and without reimbursement for 
higher natural gas and electricity costs, we will lose competitive- 
ness, relative competitiveness. 

Number five, increasing our greenhouse gas costs before com- 
parable costs are placed on our competitors, our global competitors, 
will put competitiveness at risk. Countries like China and India 
have said they will not jeopardize their competitiveness and nei- 
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ther should we. Congress must understand that when manufactur- 
ers from developing countries engage in international trade, they 
no longer have developing-country excuses for not meeting com- 
parable greenhouse gas reduction requirements and costs. Many of 
them are world-class competitors using the latest technology and 
they are owned by their governments and often they are sub- 
sidized. 

Number six, reducing our Nation’s greenhouse gas emissions 
from about 7 billion tons to 5 billion tons in a relatively short time 
period without a readily available abundant supply of low-cost car- 
bon that is affordable will drive up energy prices. Energy efficiency 
and renewable energy will help but it will not close the gap. Car- 
bon capture sequestration and nuclear will not be contributors over 
the next 10 years, which means the power sector will be dependent 
upon natural gas for power generation. Expansion of renewable en- 
ergy means electric utility companies will be required to build nat- 
ural gas-fired backup plants. It is extremely important to note that 
natural gas-fired power generation sets the marginal price for elec- 
tricity. The implications are significant. As demand for natural gas 
goes up, prices go up and electricity across the country, a double 
hit. 

Thank you. 

[The prepared statement of Mr. Cicio follows:] 
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Chairman Waxman, ranking member Barton, members of the committee, 
The Industrial Energy Consumers of America is the only trade association 
in the United States whose member companies are exclusively from the 
manufacturing sector and energy intensive. Our companies employ over 
850,000 nationwide. 

Manufacturing is the only sector of the economy that has a long history of 
significant investment in energy efficiency. Our GHG emissions are only 
2.6 percent above 1990 levels while other sector emissions are up an 
average of about 30 percent. 

We provide the majority of cogenerated electricity for the country which is 
over 100% more energy efficient than electric utility production. We are the 
nations’ leaders on the use of recycled steel, aluminum, glass and paper 
which is also extraordinarily energy efficient. 

Our products provide the building block materials necessary to grow the 
economy and reduce GHG emissions when used by our customers. 

We are a model of doing the right thing for business and the environment. 
Unfortunately, we do not see provisions in the bill that either reward us for 
our past energy efficiency actions, use of CHP or recycling or encourage us 
to do more, a short coming of the bill. 

1 . Legislative provisions that are designed to preserve domestic 
competitiveness of the industrial sector and prevent movement of jobs to 
offshore locations will create retaliatory trade actions. Neither Congress 
nor the EPA can effectively regulate our offshore competitors through their 
actions. 

2. We should not impose costs unilaterally on US manufacturing. A global 
agreement that addresses the industrial sector uniformly and in the context 
of fair trade and increasing productivity is the only potential way to avoid 
job losses. 

3. US demand for our products will continue - it is just a question of 
whether they will be supplied domestically or imported. 

We compete in a global market place where pennies on the dollar can 
determine whether we win or lose to international competition. From 2000 



238 


to 2008, imports are up 29 percent and manufacturing employment fell 22 
percent, a loss of 3.8 million jobs. These numbers would indicate that we 
are losing. 

4. The provision entitled “Preserving Domestic Competitiveness” provides 
for 85% of the cost of allowances. Without 100 % allowances and without 
reimbursement for the higher cost of natural gas and electricity, we will lose 
competitiveness. 

5. Increasing our GHG costs before comparable costs on placed on our 
competitor will put competitiveness at risk. Countries like China and India 
have said they will not jeopardize their competitiveness and neither should 
we. 


Congress must understand that when manufacturers from developing 
countries engage in international trade, they no longer have developing 
country excuses for not meeting comparable GHG reduction requirements 
and costs. Many of them are world class competitors using the latest 
technology and are owned by their governments or are subsidized. 

6. Reducing our nations’ GHGs from about 7 billion tons to 5 billion tons in 
a relatively short time without a readily abundant supply of reliable, low cost 
and low carbon energy will increase energy prices significantly. Energy 
efficiency and renewable energy will help but not close the gap. 

CCS and nuclear will not be contributors over the next 10 years which 
means the power sector will be dependent upon natural gas for power 
generation. Expansion of renewable energy means electric utility 
companies will be required to build natural gas fired back up plants. 

It is extremely important to note that natural gas fired power generation 
sets the marginal price for electricity. The implications are significant. As 
demand for natural gas goes up, prices will go up which will also increase 
the price of electricity across the country. A double hit to consumers. 

Natural gas demand by the power sector has grown by 28% since 2000 
while domestic natural gas production has increased only 7%. 


Thank you. 
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Mr. Markey. Thank you, Mr. Cicio, very much. You will have op- 
portunities in the question-and-answer period to expand upon your 
thoughts. 

Our next witness is Mr. Kevin Knobloch. He is the president of 
the Union of Concerned Scientists. He has more than 30 years of 
legislative and advocacy experience and has served as the president 
of the Union of Concerned Scientists since 2003. We welcome you, 
Mr. Knohloch. Whenever you are ready, please begin. 

STATEMENT KEVIN KNOBLOCH 

Mr. Knobloch. Thank you. Chairman Markey, Ranking Member 
Upton, distinguished members of the committee. Thank you for 
this opportunity to speak to you today on behalf of the Union of 
Concerned Scientists. UCS is a national science-based nonprofit or- 
ganization that has been working for a healthy environment and 
a safer world for 40 years. I applaud the leadership of this com- 
mittee for moving this issue forward at this critical time. 

Today I am pleased to share the results of a major study we have 
conducted over the last 2 years to examine the energy and eco- 
nomic implications of a comprehensive suite of energy, transpor- 
tation and climate policies that we call the Climate 2030 Blueprint. 
This comprehensive approach is similar to the one proposed by 
Chairman Waxman and subcommittee Chairman Markey in their 
draft legislation. We used a modified version of the U.S. Depart- 
ment of Energy’s national energy modeling system for our analysis. 

Our results show that we can build a comprehensive and com- 
petitive 21st century clean energy economy that saves consumers 
and businesses money and gives our children a future without 
huge, damaging costs of unchecked climate change and this future 
is well within our technological and financial abilities. 

To highlight just a few of our major findings, our analysis found 
that by 2030, one, under the Blueprint, our Nation meets a carbon 
cap of 26 percent below 2005 levels by 2020 and 56 percent below 
2005 levels by 2030. The electricity sector contributes more than 
half of the emission cuts in 2030. The transportation sector contrib- 
utes the second largest area of emissions reductions. The Blueprint 
policies will also cut mercury, acid rain, smog and soot pollution, 
improving air and water quality and saving lives. Two, we can 
achieve these deep reductions in carbon emissions while saving 
American consumers and businesses $465 billion annually in 2030 
while maintaining about the same rate of economic growth as the 
reference case. The Blueprint builds $1.6 trillion in cumulative net 
savings between 2010 and 2030. Families will see an average 
household savings of $900 a year in 2030 while businesses will al- 
together save nearly $130 billion a year in the year 2030. House- 
holds and businesses in every region of the Nation, even coal-de- 
pendent States and regions, will see lower energy bills. And third, 
we can cut the use of oil and petroleum products by 6 million bar- 
rels a day in 2030, as much oil as we currently import from the 
OPEC nations. 

We did not find that all of these benefits will come for free but 
we found cost savings for reductions in energy use due to efficiency 
will more than offset the modest increase in energy prices and up- 
front investment costs. The key to the success is a comprehensive 
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policy approach remodel. The transportation policies get us cleaner 
cars, cleaner fuels and better transportation options. The energy 
policies get us more efficient appliances, buildings and industry, re- 
newable energy and more-efficient natural gas generation. A trans- 
parent and smartly designed cap-and-trade policy assures the emis- 
sions reductions the United States needs to help avoid the worst 
effects of global warming. This comprehensive approach is so crit- 
ical that when we stripped out the sector-specific energy and trans- 
portation policies in our analysis, the cumulative savings for house- 
holds and businesses in 2030 were reduced dramatically from 1.6 
trillion to 600 billion. 

We have a historic opportunity to reinvent our economy, to make 
it more resilient and efficient and to produce a bow wave of new 
high-quality jobs, especially in regions that have strong manufac- 
turing capacity, a seasoned, able labor force and needed resources 
and infrastructure. In this new home-grown economy, we need peo- 
ple to build wind turbines, build carbon capture and storage infra- 
structure, weatherize and retrofit homes, install solar panels and 
manufacture advanced cars and fuels as well as to design, trans- 
port, maintain, repair, market and sell all of the above. In my trav- 
els around the country, I hear a growing call for a new clean en- 
ergy economy that is designed to also solve large, stubborn prob- 
lems, by reducing our dependence on oil, making us less vulnerable 
to blackouts, creating jobs, tackling climate change and improving 
our families’ health. We know that if we continue down a path of 
no action, our risks and vulnerabilities will increase, leading to sig- 
nificantly higher costs than if we act boldly today. The Waxman- 
Markey legislation is a strong start on to this path and on to this 
clean energy future. 

Thank you. 

[The prepared statement of Mr. Knobloch follows:] 
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Chairman Markey and distinguished Members of the Committee, thank you for this 
opportunity to speak with you today on behalf of the Union of Concerned Scientists. I 
am President of UCS, a national science-based nonprofit organization that’s been 
working for a healthy environment and a safer world for 40 years. I applaud the 
leadership of this su^ommittee and the full committee for moving this issue forward at 
this critical time. And I’d like to thank Mr. Dingell and Mr. Boucher for getting the ball 
rolling in a thoughtful, knowledgeable and comprehensive way in the last Congress. 

Today I am pleased to share the results of a major study we’ve conducted to examine the 
energy and economic implications of a comprehensive suite of energy, transportation and 
climate policies that we call the Climate 2030 Blueprint. We used a modified' version of 
the U.S. Department of Energy’s National Energy Modeling System for our analysis, 
with a baseline reference case that shows global warming emissions rising 13 percent 
above 2005 levels by 2030, and a clean energy blueprint case that leads to deep emissions 
reductions which put us on a path to stabilizing our climate and preventing catastrophic 
climate change. 

The results of this analysis show that we can build a comprehensive and competitive 21st 
century clean energy economy that saves consumers money and gives our children a 
future without huge, damaging costs of unchecked climate change. A future of clean 
energy and cars, smart houses and clear skies is well within our technological and 
financial abilities. 

To highlight just a few of our major findings, our analysis found that by 2030: 

1 ) Under the Blueprint, our nation meets a carbon cap of 26% below 2005 levels 
by 2020 and 56% below 2005 levels by 2030. We can achieve these 
emissions cuts cost-effectively by implementing a comprehensive set of smart 
energy, transportation, and cap policies. This comprehensive approach is 
similar to the one proposed by Chairman Waxman and Subcommittee 
Chairman Markey in their draft legislation. 

2) We can achieve these deep cuts in carbon emissions while saving American 
consumers and businesses $465 billion annually in 2030. The Blueprint also 
builds $1.6 trillion in cumulative net savings between 2010 and 2030. 

3) We can both reduce emissions on that scale and expand our economy between 
now and 2030, while keeping jobs growing at the same rate as in the reference 
case. 

4) We can cut the use of oil and petroleum products by 6 million barrels a day in 
2030 - as much oil as we currently import from OPEC and 30 percent of our 
nation’s current total daily oil consumption. 

5) We can save consumers money on their energy bills because of increased 
energy efficiency, even though electricity rates and gasoline prices go up 
slightly. That means families will see average household savings of $900 a 
year in 2030, while businesses will, all together, save nearly $130 billion a 


' Spi^ificalty, mk updated the reference case in the mode! to include the tax provisions from the October stimulus bill, nuclear loan 
guaraitees, and the updated projectimis from all the state renewable electricity standards. We also updtUed cost and performance 
assumptions fw enei^ efficiency in buildings, electricity generating technologies, and vehicle and friel technologies, based on data 
fitHn acnial and proposed projects, and shidies by industry experts. 
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year. Households and businesses in every region in the nation - even coal- 
dependent regions - will see lower energy bills. 

6) The electricity sector contributes more than half of the emissions cuts in 2030. 
We can reduce power plant carbon emissions 84% below 2005 levels by 2030. 
The Blueprint policies will also cut mercury, acid rain, smog and soot 
pollution, improving air and water quality and saving lives. 

7) We can cut emissions from cars and trucks by 40% compared to their 2005 
levels and freeze emissions from freight trucks at 2005 levels even as the 
economy undergoes significant growth. The transportation sector contributes 
the second largest area of emissions reductions and accounts for one-half of 
the net consumer and business energy cost savings in 2030. 

The key to this success is the comprehensive policy approach we modeled. The 
transportation policies get us cleaner cars, cleaner fuels and better transportation options. 
The energy policies get us more efficient appliances and buildings, renewable energy and 
more efficient natural gas generation. A transparent and smartly-designed cap and trade 
policy assures the emissions reductions the U.S. needs to help avoid the worst effects of 
global warming. 

This comprehensive approach is so critical that when we stripped out the sector-specific 
energy and transportation policies in our analysis, the cumulative savings for households 
and businesses by 2030 were reduced dramatically — from $1.6 trillion to $600 billion. 

We did not find that all of these benefits will come for free. Energy costs may be slightly 
higher in the very early years as we make investments in the clean energy economy, but 
those investments will reap much higher savings for Americans in every region later on. 
Under the Blueprint policies, households and businesses will actually start paying less on 
their energy bills by 201 3, because reductions in usage from energy efficiency more than 
offset the modest increase in energy prices. In transportation, there will be more upfix>nt 
investment, but consumers and businesses will get even more back later as they save 
money on gas. Overall, the investments made early on (from 2010 to 2015) for 
efficiency, renewables, cars, and so on will start saving us money by 2015. 

We have an historic opportunity to reinvent our economy, to make it more resilient and 
efficient - and to produce a bow wave of new high quality, well paying jobs, especially in 
regions that have strong manufacturing capacity, a seasoned, able labor force, and needed 
resources and infrastructure. In this new homegrown economy, we need people to build 
wind turbines, weatherize and retrofit homes, install solar panels and manufacture 
advanced cars and fuels, as well as to design, transport, maintain, repair, market and sell 
all of the above. 

In my travels around the country, I hear a growing call for a new clean energy economy 
that is designed to also solve large, stubborn problems by reducing our dependence on 
oil, making us less vulnerable to blackouts, creating jobs, tackling climate change, and 
improving our families’ health. We know that if we continue down a path of no action 
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our risks and vulnerabilities will increase, leading to significantly higher costs than if we 
act boldly today. 

The status quo is not an option. Our analysis makes a compelling case that a forward- 
looking, comprehensive set of policies will jump-start the transition to a clean energy 
economy. The Waxman-Markey draft legislation capably starts us down that path. 
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Climate 2030: A National Blueprint for a Clean Energy 
Economy 

Based mt Climate 2§30 Executive Summary 
Building a Revitalized Clean Energy Economy 

Reducing oil dependence. Strengthening energy security. Creating jobs. Tackling global 
warming. Addressing air pollution. Improving our health. The United States has many 
reasons to make the transition to a clean energy economy. What we need is a 
comprehensive set of small policies to jump-start this transition without delay and 
maximize the benefits to our environment and economy. Climate 2030: A National 
Blueprint for a Clean Energy’ Economy (“the Blueprint”) answers that need. 

Recent rapid growth of the wind industry (developers have installed more wind power in 
the United States in the last 2 years than in the previous 20) and strong sales growth of 
hybrid vehicles show that the U.S. transformation to a clean energy economy is already 
under way . However, these changes are still too gradual to address our urgent need to 
reduce emissions of carbon and other heat-trapping gases to levels that are necessary to 
protect the well-being of our citizens and the health of our environment. 

Global warming stems from the release of carbon dioxide and other heat-trapping gases 
into the atmosphere, primarily when we burn fossil fuels and clear forests. The problems 
resulting from the entsuing carbon overload range from extreme heat, droughts, and 
stonns to acidifying oceans and ri,sing sea levels. To help avoid the worst of these 
effects, the United States must play a lead role and begin to cut its heat-trapping 
emissions today-— and aim for at leasst an 80 percent drop from 2005 levels by 2050. 

Figure ES 1. Where U.S. Heat- 
Trapping Emissions Come From 
( 2005 ) 

The U.S. emitted more than 7,180 million 
metric tons of carbon dioxide equivalent 
heat trapping emissions in 200.5, the 
baseline year of our analysis. Burning coal 
in power plants and gasoline in vehicle.s 
releases most of these emissions, but 
every sector of the economy contributes. 
Note: The transportation, commercial, and 
iiidustrial sector shares represent direct 
emissions from burning fuel plus 
‘Tipstream” emissions from {srodiicing 
fuels at refineries. 
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The Climate 2030 Approach 

This report analyzes the economic and technological feasibility of meeting stringent 
targets with an emissions cap set at: 26 percent below 2005 levels by 2020, and 56 
percent below 2005 levels by 2030. Meeting this cap means we will limit total 
emissions — ^the crucial measure for the climate — to 180,000 million metric tons of carbon 
dioxide equivalent (MMTC02eq) from 2000 and 2030.^ Our long-term carbon budget for 
2000 to 2050, as defined in a previous UCS analysis (Luers et al. 2007) is 160,000 to 
265,000 MMTC02eq. Assuming continued steep emissions reductions, the 2000-2030 
carbon budget set in diis analysis would put us on track to be in the mid-range of the 
long-term budget by 2050. 

To reach those targets, the Blueprint proposes a comprehensive policy approach (“the 
Blueprint policies”), which combines an economy-wide cap-and-trade program with 
complementary, sector-based policies. This approach finds cost-effective ways to reduce 
fossil fuel emissions in all sectors of our economy — including industry, buildings, 
electricity, and transportation — and to store carbon through agricultural activities and 
forestry. 

Our analysis relies primarily on a modified version of the U.S. Department of Energy’s 
National Energy Modeling System (referred to as UCS-NEMS). We supplemented that 
model with analyses of the impact of greater energy efficiency in industry and buildings 
by the American Council for an Energy Efficient Economy, and of the potential for crops 
and residues to provide biomass energy by researchers at the University of Tennessee. 

We combined the model with these analyses to capture the dynamic interplay between 
energy use, energy prices, energy investments, and the economy while also considering 
competition for limited resources and land. 

Our analysis explores two main scenarios. The first — which we call the Reference case — 
assumes no new climate, energy, or transportation policies beyond those already in place 
as of October 2008.^ The second — ^the Blueprint case — examines an economy-wide cap- 
and-trade program, plus a suite of complementary policies to boost energy efficiency and 
the use of renewable energy in key economic sectors: industry, buildings, electricity, and 
transportation. Our analysis also includes a “sensitivity” scenario that strips out the 
policies targeted at these sectors — ^we refer to this as the “no complementary policies” 
case. 

This analysis shows that the technologies and policies pursued under the Blueprint 
produce dramatic changes in energy use and cuts in carbon emissions. The analysis also 


^ This amount is equivalent to the emissions from nearly 1 billion of today’s U.S. cars and trucks over the 
same 30-year period. The nation now has some 230,000 cars and trucks, and more than 1 billion vehicles 
are on the road worldwide. Given today’s trends, we can expect at least 2 billion vehicles by 2030 (Sperling 
2008). 

’ Our analysis includes the tax credits and incentives for energy technologies included in the October 2008 
Economic Stimulus Package (H.R. 6049), as well as the transportation and energy policies in the 2007 
Energy Independence and Security Act. However, the timing of the February 2009 American Recovery 
and Reinvestment Act did not allow us to incorporate its significant additional incentives. 
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shows that consumers and businesses reap significant net savings on their energy bills 
each year under the comprehensive Blueprint approach, while the nation sees strong 
economic growth. 


The Blueprint Cuts Carbon Emissions and Saves Money 

Blueprint policies lower U.S. heat-trapping emissions to meet a cap set at 26 percent 
below 2®i5 level.s in 2®20, and 56 percent below 2005 levels in 21130 (see Figure ES.2). 


Figure ES.2: Net Cuts in Global Warming Emissions under the Blueprint 
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The nation achieves these deep cuts in carbon emissions while saving consumers and 
businesses S465 billion annually by 2030, The Blueprint also builds S! .6 trillion in 
cumulative savings between 2010 and 2030.'* 

Blueprint policies stimulate significant consumer, business, and government investment 
in new technologies and measures by 2030. The resulting energy bill savings from 
reductions in electricity and fuel use more than offset the additional energy investment 
costs, producing net consumer savings on energy for households, vehicle owners, 
businesses, and industries.’ These net savings also more than cover the costs of carbon 
allowances that utilities and fuel providers pass through to households and businesses in 
energy prices, leading to annual net savings on energy of $255 billion in 2030. On top of 


'* Unless otherwise noted, all dollar amounts are in 2006 dollars, and cumulative Figures are discounted 
using a 7 percent real discount rate. 

’ Energy savings iticlude both energy bills (the direct cost of energy such as electricity, gasoline, and 
natural gas), and the costs of purchasing more efficient energy-consuming products such as appliances and 
vehicles. 
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this, $219 billion in allowance revenue generated under the cap is invested back into the 
economy, though government and business ■wilhsee another $8 billion in added policy 
costs, bringing annual Blueprint savings up to $465 billion by 2030* 


1 iidcr the Hliicprini, rt en' region of the country stands to gain billions in energy' 
savings (set- Figure L’S 3). Households and businesses in every region in the nation - 
even coal-dependent regions - will see lower energy bills. 


i-ic'.iic ! ^.3. N.tti onal Savings and per Household Saving s by Census R egion in 2030 
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Note; National numbers do not add to $255 
billion due to rounding. Household numbers 
do not include business savings. 


Consumers and Businesses in every region of the country' see billions of doliare of energy savings. The 
portion of these savings that accrues to consumers is apportioned to households in each region. 

Tie Blueprint keeps carbon prices low 

Under the Blueprint, the price of carbon allowances — ^permits for industry to emit carbon 
under the cap-and-trade program — start at about $ 1 8 per ton of CO 2 in 20 1 1 , and then 
rise to $34 in 2020, and $70 in 2030 (all in 2006 dollars). Those prices are well within the 
range that other analyses find despite our stricter cap. At these prices, the Btoeprint 
achieves much larger cuts in carbon emissions within the capped sectors because of the 
tighter limits we assumed on offsets and because of our more realistic assumptions about 
the cost-effectiveness of investments in efficiency and renewable energy technologies. 


Blueprint savings are net consumer savings on energy plus- allowance revenue invested in the economy 
minus policy costs not borae by consumer. Values may not add precisely due to rounding. 




249 


The economy grows by at least 81 percent by 2030 under the Blueprint. U.S. gross 
domestic product (GDP) expands by 81 percent between 2005 and 2030 under our 
approach— virtually the same as in the Reference case, which shows the U.S. economy 
growing by 84 percent. In fact, the model predicts that Blueprint would slow economic 
growth by less than 1 .5 percent in 2030 — ^uivalent to only 10 months of economic 
growth over the 30-year period.’ 

The Blueprint also shows practically the same employment trends as the Reference case. 
Non-farm employment is slightly higher under the Blueprint than in the Reference case 
(170 million v 169.4 million in 2030). 

We should note that there are significant limitations in the way NEMS accounts for GDP 
and employment effects. NEMS does not properly consider the economic growth that 
would arise from clean technology investments and the re-spending of the consumer 
energy savings that arise from these investments. Also, the reference case does not 
include the costs of climate change itself 

The Blueprint cuts the cost of household energy and transportation in 2030 by $900 
per year while saving businesses nearly $130 billion on energy expenses. By 2030, the 
average U.S. household would see net energy savings on electricity, natural gas, and oil 
expenses of $320 per year compared with the Reference case, after paying for 
investments in new energy efficiency and low-carbon technologies. In 2030, 
Transportation expenses for the average household would fall by about $580 per year. 
These savings take into account the higher costs of cleaner cars and trucks, new fees used 
to ftmd more public transit, and declining use of gasoline. Neither the energy nor the 
transportation savings account for the allowance revenue that will be invested back into 
the economy, lowering consumer and business costs (or increasing consumer and 
business savings) even further. 

The Blueprint Changes the Energy We Use 

Efficiency and reduced travel stemming from Blueprint policies cut overall U.$. 
energy use by one-third by 2030. Significant increases in energy efficiency across the 
economy and reductions in car and truck travel drive down energy demand and carbon 
emissions. 

Carbon-free electricity and low-carbon fuels together make up more than one-third 
of the remaining U.S. energy use by 2030. A significant portion of U.S. reductions in 
carbon emissions in 2030 comes from a 25 percent increase in the use of renewable 
energy from wind, solar, geothermal, and bioenergy under the Blueprint. Carbon 
emissions are also kept low because the use of nuclear energy and hydropower, which 
don’t directly produce carbon emissions, remain nearly the same as in the reference case. 


’ This means that we achieve the growth we would have seen in January 2030 in the Reference case in 
October 2030 in the Blueprint case. 
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The Blueprint reduces U.S. dependence on oil and oil imports. By 2030, the Blueprint 
cuts the use of oil and other petroleum products by 6 million barrels per day, compared 
with 2005. That is as much oil as the nation now imports from the 12 members of OPEC 
(the Organization of Petroleum Exporting Countries). Those reductions will help drop 
imports to less than 45 percent of the nation’s oil needs, and cut projected expenditures 
on those imports by more than $85 billion in 2030, or more than $160,000 per minute. 

Smart Energy and Transportation Policies Are Essential for 
the Greatest Savings 


Many of the Blueprint’s complementary policies have a proven track record at state and 
federal levels. These policies include emission standards for vehicles and fuels, energy 
efficiency standards for appliances, buildings and industry, and renewable energy 
standards for electricity (see Box ES.l). The Blueprint also relies on innovative policies 
to reduce the number of miles people travel in their cars and trucks. 

These policies are essential to delivering significant consumer and business savings under 
the Blueprint. Our “no-complementary policies” case shows that if these policies are 
removed from the Blueprint, consumers and businesses will save much less money.* 
Excluding the complementary policies we recommend for the energy and transportation 
sectors would reduce cumulative net consumer and business savings through 2030 from a 
total of $1.6 trillion to $0.6 trillion (see Figure ES.4). 


* Some or all of the economic benefits of the complementary policies could also be achieved if policy 
makers effectively use the revenues from auctioning carbon allowances to fund the technologies and 
measures included in these policies, but this approach was not addressed in this study. 
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Box ES.l. Climate 2030 Blueprint Polici^ 

Climate Policies 

• Economy-wide cap-and-trade program with: 

• Auctioning of all carbon “allowances” 

• Recycling of auction revenues to consumers and businesses’ 

• Limits on carbon “offsets,” to encourage decarbonization of 
the capped sectors 

• Flexibility to over-comply and bank excess allowances for 

future use 

Industry and Buildings Policies 

• An energy efficiency resource standard requiring retail electricity and 
natural gas providers to meet efficiency targets 

• Minimum federal energy efficiency standards for specific appliances 
and equipment 

• Advanced energy codes and technologies for buildings 

• Programs that encourage more efficient industrial processes 

» Wider reliance on efficient systems that provide both heat and power 
Electricity Policies 

• A renewable electricity standard for retail electricity providers 

• R&D on energy efficiency and renewable energy 

• Use of advanced coal technology, with a carbon-capture-and-storage 

demonstration program 

Transportation Policies 

• Standards that limit carbon emissions fiom vehicles 

• Standards that require the use of low-carbon fuels 

• Requirements for advanced vehicle technology 

• Smart-growth policies that encourage mixed use development with 
more public transit 

• Smart-growth policies that tie federal highway funding to 
increasing transportation system efficiency 

• Pay-as-you-drive insurance and other per-mile user fees 


’ The preferred approach would be to target revenues fiom auction of carbon allowances toward 
investments in energy efficiency, renewable energy, and protection for tropical forests, as well as transition 
assistance to consumers, workers, and businesses in moving to a clean energy economy. However, 
limitations in the NEMS model prevented us fiom directing auction revenues to specific uses. Instead, we 
could only recycle revenues in a general way to consumers and businesses. 
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Figure ES.4: CuDHilatwe Savings: Blueprint and without CoinplemcBtary Policies 



•Net present value using a 7% real discount rate 


Our “no-complenK:ntary policies” case also shows that excluding the policies we 
recommend for the energy and transportation sectors will double allowance prices’®. 

Where the Blueprint Cuts Emissions and Saves Money 

Five sectors of tlie IJ.S. economy account for the majority of the nation’s heat-trapping 
emissions: electricity, transportation, buildings (commercial and residential), industry, 
and land use. Blueprint policies ensure that each of these sectors contributes to the drop 
in the nation’s net carbon emi.ssions. 

The electricity sector— with help from efficiency improvements in industry and 
buildings' — leads the way by providing more than half (57 percent) of the needed cuts in 
heat-trapping emissions by 2030. Transportation delivers the next-largest cut (15 
percent). Carbon offsets provide 1 1 percent of the overall cuts in carbon emissions by 
2030. ' ’ Reduced emissions of heat-trapping gases other than carbon dioxide (Non-C02 
emissions) deliver another 7 percent of the cuts. Savings in direct fuel use in the 
residential, commercial and industrial sectors are the final pieces, contributing 3 percent, 
2 percent and 5 percent of the emission reductions. (See Figure ES.5) 


See footnote 7. 

’ ’ Under a cap-and-lrade program, capped entities can meet their compliance obligations by directly cutting 
emissions, by purchasing allowances, or by purchasing “offsets” from third (non-capped) parties that cut 
their carbon emissions. The Carbon offsets we included are: carbon storage in the domestic agriculture and 
forest sectors — capped at iO percent of U.S. emissions, to encourage decarbonization of the capped 
sectors — and offsets from international sources, capped at 5 percent of U.S. emissions and focused mainly 
on preventing tropical deforestation. 
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Figure ES.5: Where 2§3i Animal Emission Cute Come from In the .Blueprint 


Inlernationai 

Offsets 



Coimierical C02 / Residential C02 
2% 3./, 


Emission cuts in the electricity sector include reductions in demand from residential, commercial, and 
industrial consumers, The transportation, commercial, and industrial sector shares represent direct 
emissions from burning fuel plus “upstream” emissions from producing fuels at refineries. 


National savings on annual energy bills the money consumers save on their monthly 
electricity bills or gasoline costs, for example) total $414 billion in 2030. These energy 
bill savings more than cover the costs of carbon allowances that utilities and fuel 
providers pass through to households and businesses in energy prices. Incremental energy 
investment costs (consumer expenditures on energy-consuming products like homes, 
appliances and vehicles) reach $160 billion. The result is net annual energy-related 
savings of $255 billion for households and businesses in 2030. 


Table ES.l Adding Up Annual Consumer and Business Energy Savings under the 
Blueprint (Billions of 2006$) 


ENERuY SAVINGS 

2015 

2020 

2025 

2030 

Fncrg} Bill Saxings 

39 

152 

271 

414 

! !>ii Costs 

38 

78 

1 2 3 

1 60 

Net C'onsiimer and Business 
Saxings on Liieruy 

1 

74 

147 



Note \ allies ma> not sum properly due to rounding. 
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Consmners in the transportation sector see nearly half of the annual energy saYings 
(SI 19 billion), though the Blueprint policies ensure that consumers and businesses 
throughout the economy save money on energy expenses (see Figure thS.b). 


Figure ES.6. Which Sectors Reap Savings in 2030 from Lower Energy Expenses 
under the Biiieprint 
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The U.S economy sees $255 billion in net energy savings in 2030 under the Blueprint (in 2006 dollars). 

The transportation sector — including all users — reaps the largest share. Residential, commercial, and 
industrial consumers each gain just under 20 percent of the net savings, with nearly 90 percent of that 
amount — or $ 1 1 8 billion — stemming from lower electricitj' costs. 

Where the Blueprint Cuts Emissions Within Sectors 

Blueprinl policies dramatically reduce carbon emissions from power plants. Under 
the Blueprint, carbon emissions from power plants are 84 percent below 2005 levels by 
2030. Power plant sulfur dioxide (S02), nitrogen oxide (NOx), and mercury pollution are 
also significiintly lower, which would improve air and water quality and provide 
important public health benefits. 

Most of the emission reductions occur from replacing coal generation with energy 
efficiency, more efficient natural gas generation, and renewable energy. By 2030, energy 
efficiency measures, such as advanced buildings and industrial processes, and high 
efficiency appliances, lighting, and motors reduce electricity generation by 35 percent 
below the reference case. Efficient natural gas combined-heat-and-povver generation in 
the commercial and industrial sectors increases to 16 percent of U.S. electricity 
generation by 2030. Largely because of the national renewable electricity standard, wind, 
solar, geothermal and bioenergy provide 40 percent of the remaining power. 


Hydropower and nuclear power continue to play important roles, generating slightly more 
carbon-free electricity in 2030 than they do today. Efforts to capture and store carbon 
from advanced coal plants, and new advanced nuclear plants, play a minor role, as our 
analysis show's they will not be economically competitive with investments in energy 
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efficiency and many renewable technologies. However, carbon capture and storage and 
advanced nuclear power could play a more significant role both before and after 2030 if 
their costs decline faster than expected, or if the nation does not pursue the vigorous 
energy efficiency and renewable energy policies and investments we recommend. 

Industry and buildings cut fuel use through greater energy efficiency. By 2030, a 
drop in direct fuel used in industry and buildings accounts for 10 percent of the cuts in 
carbon emissions from non-electricity sources under the Blueprint. 

Transportation gets cleaner, smarter, and more efficient. Under the Blueprint, carbon 
emissions from cars and light trucks are 40 percent below 2005 levels by 2030. Global 
warming emissions from freight trucks are held steady despite a more than 80 percent 
growth in the nation’s economy. Carbon emissions from airplanes continue to grow 
nearly unchecked, pointing to the need for specific policies targeting that sector. Overall 
carbon emissions from the transportation sector fall to 19 percent below 2005 levels by 
2030 — and more than 30 percent below the Reference case. 

Many of the improvement in this sector comes from greater vehicle efficiency and the use 
of the lowest-carbon fuels, such as ethanol made from plant cellulose, and renewable 
electricity (through investments in advanced vehicles such as plug-in hybrids). Measures 
to reduce travel — such as per-mile insurance and congestion fees, and more emphasis on 
compact development linked to transit — provide the remaining reductions. 

These advances represent the second half of an investment in a cleaner transportation 
system that began with the 2007 Energy Independence and Security Act.'^ Ifiese 
investments provide immediate benefits and will be essential to dramatically cutting 
carbon emissions from the transportation sector by 2050. 


Because our reference case includes the policies contained in 2007 bill, the Blueprint’s 30 percent 
reduction from the reference case in 2030 represents incremental benefits above and beyond those 
delivered from the fuel economy standards and renewable fuel standard contained in the bill. If the 2007 
bill were not included in our reference case, the Blueprint’s transportation policies would deliver nearly a 
40 percent reduction relative to the new reference case. 
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Box ES.2. 2020 Implications of the Blueprint 


A central insight from the Blueprint analysis is that there are many 
opportunities for cost-effective reductions, even in the next ten years 
(through 2020). The results show that capped firms find it cost-effective 
to cut emissions more than required by the cap and bank allowances for 
future years. Efficiency, renewable energy, reduced vehicle travel and 
offsets all contribute to these significant near term reductions. 

By 2020, we find that the U.S. can: 

• Achieve a 30 percent reduction in emissions from 2005 levels at a 
net annual savings of $346 billion to consumers and business. 

The added reductions are banked and used to comply with the cap 
and lower costs in later years. 

• Reduce annual energy use by 1 7 percent compared to reference 
case levels. 

• Cut the use of oil and other petroleum products by 3.4 million 
barrels per day compared to 2005, reducing imports to 50 percent 
of our needs. 

• Reduce annual electricity generation by almost 20 percent 
compared to the reference case while producing 10 percent of 
electricity with combined heat and power and 20 percent with 
renewable energy sources, such as wind, solar, geothermal, and 
bioenergy. 

• Rely on complementary policies to deliver cost effective 
efficiency, conservation and renewable energy solutions. 
Excluding energy and transportation sector policies from the 
Blueprint would reduce net cumulative consumer savings through 
2020 from $735 billion to $560 billion. 


Blueprint Cuts Are Conservative and Practical 

The Blueprint includes only technologies that are commercially available today, or 
that will very likely be available within the next two decades. Our analysis excludes 
many promising technologies, or assumes they will play only a modest role by 2030 (see 
box ES.3). We also did not analyze the full potential for storing more carbon in U.S. 
agricultural soils and forests, although studies show that such storage could be 
significant. 

Our estimates of cuts in carbon emissions are therefore conservative. More 
aggressive policies and latter investments in clean technologies could produce even 
deeper U.S. reductions. 
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Box ES.3. Beyond Climate 2030 Blueprint - Technologies for Our Future 

Our analysis did not include several renewable energy and 
transportation sector technologies that are at an early stage of 
development, but offer promise. These include; 

• Thin film solar 

• Biopower with carbon capture and storage 

• Advanced geothermal energy 

• Hydroidnetic power 

• Renewable energy heating and cooling 

• Advanced storage and smart grid technologies 

• Dramatic expansion of all-electric cars and trucks 

• High-speed electric rail 

• Expanded public transit-oriented development 

• Breakthroughs in third-generation biofuels 


Recommendations: Building Blocks for a Clean Energy Future 

Given the significant savings under the Blueprint, building a clean energy economy 
not only makes sense for our health and well-being and the future of our planet but 
is clearly also good for our economy. However, we cannot realize the benefits of the 
Climate 2030 Blueprint if we do not put in place the critical policies to get us there — 
some as soon as 2010. All these policies are achievable, but near-term action is essential. 

An important first step is science-based legislation that would enable the nation to cut 
heat-trapping emissions by at least 35 percent below today’s levels by 2020'^, and at least 
80 percent by 2050. Such legislation would include a well-designed cap-and-trade 
propam that guarantees the needed emission cuts and does not include loopholes, such as 
“safety valves” that prevent the free fimctioning of the carbon market. 

Equally important, policy makers should require greater energy efficiency and the use of 
renewable energy in industry, buildings, and electricity. Policy makers should also 
require cleaner cars, trucks, and fuels and reduced car and truck travel through pricing 
and by providing better alternatives. 

U.S. climate policy must also have an international dimension. That dimension should 
include funding the preservation of tropical forests, sharing energy efficiency and 
renewable energy technology with developing nations, and funding adaptation to the 
unavoidable effects of climate change. 


’’ Note that this recommendation encompasses more possibilities for emissions reductions than we were 
able to model in UCS-NEMS (such as reduced tropical deforestation). The reductions from the Blueprint 
can and should be supplemented by emissions reductions from these other sources. 
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Conclusion 

We are at a crossroads. The Reference case shows that we are on a path of rising 
energy use and heat-trapping emissions. We are already seeing significant impacts from 
this carbon overload, such as rising temperatures and sea levels and extreme weather 
events. If heat-trapping emissions continue to climb at their current rate, we could reach 
climate “tipping points” and be faced with irreversible changes to our planet. 

In 2007 the Intergovernmental Panel on Climate Change (IPCC) found it “unequivocal” 
that the Earth’s climate is warming and that this is primarily caused by human activities (IPCC 
2007). The IPCC report concludes that unchecked global warming will only create more 
adverse impacts on food production, public health, and species survival. . 

The climate will not wait for us. More recent studies have shown that the measured 
impacts — such as rising sea levels and shrinking summer sea ice in the Arctic — are 
occurring more quickly, and often more intensely, than IPCC projections (Rosenzweig et 
al 2008; Rahmstorf et al. 2007; Stroeve et al. 2007). One study also shows that if climate 
trends continue, the total cost of global warming in the United States could be as high as 
3.6 percent of GDP by 2100 (Ackerman and Stanton 2008). 

The most expensive thing we can do is nothing. The Climate 2030 Blueprint shows that 
pursuing a clean energy economy is a sensible, responsible, and affordable path. By 
choosing this path we cut our carbon emissions, maintain robust economic growth, 
achieve significant energy savings and help preserve the future health and well-being of 
our children. The Blueprint policies — although an essential step forward — are only a 
beginning. The nation can and must expand these and other policies beyond 2030 to 
ensure that we meet the mid-century emissions reductions called for by science. 
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Mr. Markey. Thank you, Mr. Knobloch, very much. 

Our next witness is Dr. Steven Hayward, who is the F.K. 
Weyerhaeuser fellow in economics at the American Enterprise In- 
stitute and a senior fellow at the Pacific Research Institute. We 
welcome you. Dr. Hayward. 

STATEMENT OF STEVEN HAYWARD 

Mr. Hayward. Thank you. Chairman Markey and Ranking Mem- 
ber Upton. You know, I don’t relish being in the role of a naysayer, 
partly because it goes against my own optimistic nature, and I tend 
to be something of a techno-optimist. I have a lot of excitement 
about things I see going on in the areas of energy research and de- 
velopment, and I am an optimist about a great many things. 

However, I do find myself troubled by an awful lot of what I 
think is sort of wishful thinking, and too much, I will just put it 
casually, happy talk about the matter. 

I mean, the last panel, I kept hearing that there is nothing but 
win-win situations out there in the world, and it seems to me that 
we seem to feel that we can repeal the laws of economics and the 
laws of physics at the same time. It may be quite true that for cer- 
tain industries and certain companies, you do quite well if you give 
them allowances to emit carbon for free, but it does seem to remind 
me of that remark of Charlie Wilson, from the Eisenhower Era 
that, to paraphrase his remark, it is not clear that what is good 
for GE is good for America. 

Well, I prepared my analysis today in this sort of confusing 
schedule, more tailored for the next panel about green jobs, but a 
couple of general comments. It seems to me the difficulty here is 
that on the one hand, we want to make carbon more expensive, but 
on the other hand, we don’t want anyone to pay higher costs for 
it. To the extent that we have lots of rebates and give away free 
allowances, it will mitigate the reductions you are likely to get 
from it. It would be, to use a simple analogy, as if we decided to 
try and reduce cigarette smoking by raising the tax on cigarettes, 
but then rebated the tax back to smokers at the end of the month. 
I don’t think that would be very effective, or it would certainly re- 
duce its effectiveness. 

A couple of observations here. It seems to me there are three 
questions to answer, or to ponder more deeply. One is, would a 
green jobs policy, or narrow RPS mandates, I say narrow because, 
for example, the U.S. Conference of Mayors report on green jobs in- 
cludes jobs in the nuclear industry as green jobs, yet the nuclear 
industry is conspicuously excluded from non-carbon sources con- 
templated in the draft discussion. But would a green jobs policy 
and renewable mandates result in net employment gains and net 
economic growth in the absence of such policy? 

Of course, it is true, in the ordinary sense that when the Federal 
Government spends more resources, either directly, through appro- 
priations, or indirectly, through tax breaks and subsidies and man- 
dates, you will generate employment where little or none existed 
before, just as our very large spending over the decades for defense 
spending generated a lot of employment where it didn’t exist be- 
fore. But I would think the example of defense spending is one we 
would want to ponder a little bit. It is precisely the reason we don’t 
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see defense spending as a route to permanent prosperity, because 
it does not necessarily add productive and self-sustaining capacity 
to the private economy. 

There is a lot of academic literature — I have made some ref- 
erence to it in the statement I have submitted to the committee, 
and I won’t repeat it all here — a lot of academic literature calling 
into question a lot of the analysis and assumptions of the green 
jobs ideas. I think I will just skip over that in the interest of time 
and getting to your questions, and say that I think, as a summary 
statement, in the fullness of time, we are going to look back on this 
period, say 20 or 30 years from now, as the climate policy equiva- 
lent of wage and price controls to fight inflation back in the 1970s. 
Or maybe to pick an example that is a little closer to home, the 
Gramm-Rudman approach to cutting the deficit in the late 1980s. 
And we are going to decide on some fundamentally different ap- 
proaches to tackling this problem. 

Thank you. 

[The prepared statement of Mr. Hayward follows:] 
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Statement to House Committee on Energy and Commerce, 
Subcommittee on Energy and Environment 

Hearing on "Green Jobs” and Energy Investment 
April 22, 2009 

Steven F. Hayward, Ph.D 

F.K. Weyerhaeuser Fellow in Law and Economics 
American Enterprise Institute 


Chairman Waxman, ranking member Barton and members of the Committee: 

No one relishes the role of naysayer, but many of the extravagant claims on behalf of 
"green jobs” and vastly increased federal investment in existing renewable energy 
technologies should be subjected to more rigorous scrutiny. 

At the outset, it is obviously the case that any substanUal new resources the federal 
government spends directly, or indirectly through tax breaks, subsidies, and 
mandates, will generate employment where little or none existed previously, just as 
our historically large spending for defense procurement over the years has 
generated substantial employment. In fact, it is precisely the example of defense 
spending that should give us pause— the reason we do not suppose defense 
spending to be the sure route to prosperity and full employment is that it does not 
add productive, self-sustaining capacity to the private economy. 

Three chief questions should be considered. First, will a green jobs policy result in 
net employment gains or net economic growth in the absence of such a policy? 
Second, will green jobs be filled chiefly by currently unemployed workers or by 
workers displaced from fossil fuel-related industries? Third, will a green jobs 
program contribute to substantial reductions in greenhouse gas emissions in a cost- 
effective way? The answer to all three questions is likely to be No. 

None of the major studies making the boldest case for green jobs include any 
consideration of several basic economic principles that are ordinarily brought to 
bear in analyzing such proposals.* There is no thought given to opportunity cost. 


1 The most frequently cited current studies are: Green Recovery: A Program to Create Good 
Jobs and Start Building a Low-Carbon Economy, by the Center for American Progress and the 
Political Economy Research institute: Current and Potential Green Jobs in the US Economy, 
prepared by Global Insight for the U.S. Conference of Mayors; and Renewable Energy and 
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that is, the lost economic productivity or employment that would result if an equal 
amount of capital is spent in another sector or for another purpose. To the extent 
that green jobs are in energy systems that are vastly more expensive than 
conventional energy sources it will mean less capital and purchasing power for 
other consumer wants and needs. 

If green jobs and green energy projects are as intrinsically appealing, innovative, 
and productive as its advocates suggest, it should not need large subsidies or 
taxpayer support to gain traction. It is telling that wind power installations fall by 
three-quarters every time its special subsidies are allowed to expire. 

It is likely that many green jobs would merely shift employment from one activity to 
another, rather than employing the currently jobless or workers displaced from 
coal-mining and auto manufacturing. A recent study by four economists at Spain's 
University Rey juan Carlos concluded that Spain's aggressive ten-year-old policy to 
promote renewable energy and green jobs achieved negative results, and in fact the 
socialist government of Spain is now cutting back on the program. The authors 
estimated that each green job cost Spanish taxpayers about $600,000 — more than 
$1 million for each job in wind energy— and costing more jobs in other sectors than 
it generated in the renewable sector.^ Using European Commission data and two 
different economic models, the authors concluded that the U.S. would lose a net of 
two jobs for every job created by a green jobs program. 

Another study by four American economists for the University of Illinois law and 
economics research program observes that there is little support in the academic 
literature for the thesis that spending for green jobs will generate a net increase in 
employment or economic activity: "In general, targeting subsidies to a particular 
area or industry, as the green jobs literature advocates, has not been supported by 
peer reviewed analysis. A survey of the evidence concluded 'targeting is based on 
poor data, unsound social science methods, and faulty economic reasoning and is 
largely a political activity. 

More: 


As political literature, the green jobs reports are masterpieces. They 
provide what on the surface appears to be scientific statistical backing 
for their recommendations, add an impressive array of tables and 


Energy Efficiency: Economic Drivers for the 21“ Century, by the American Solar Energy 
Society; and Green Jobs: Toward Decent Work in a Sustainable, Low-Carbon World, by the 
United Nations Environment Programme. 

2 Gabriel Calzada Alvarez, et al. Study of the Effects on Employment of Public Aid to Renewable 
Energy Sources, Universidad Rey Juan Carlos, March 2009, 

httD://www.iuandemariana.Qre/Ddf/090327-emDlovment-public-aid-renewable.pdf . 

3 Andrew Morriss, et al.. Green Jobs Myths, University of Illinois Law and Economics 
Research Paper Series No. LE09-001, http://ssrn.com /abstract^! 3.SB423 . 
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charts, and throw out remarkably precise numbers in their forecasts. 

The most egregious in this regard is the Conference of Mayors report, 
which provides detailed breakdowns of potential green employment 
for every town in the United States. The problems with the numbers 
underlying this seeming precision are immense. Taken as a whole, 
they make the forecasts in the green Jobs literature an unreliable basis 
for policy making — 

The preferred technologies in the green jobs literature face significant 
problems in scaling up to the levels proposed. These problems are 
documented in readily available technical literatures, but resolutely 
ignored in the green jobs reports. At the same time, existing 
technologies that fail to meet the green jobs proponents political 
criteria are simply rejected out of hand. 

The sentimental enthusiasm for "green jobs" is merely one aspect of the 
contradictory theory behind the American Clean Energy and Security Act of 2009. 
On the one hand, we want to make carbon energy substantially more expensive — 
but not to have anyone pay higher costs because of it. The greater the rebates to 
industries and individual consumers, the less effective the program will be in 
reducing emissions. It is not clear what the point of the program is if it does not 
raise carbon prices across the entire economy. The idea of keeping consumers 
whole makes a much sense as raising the cigarette tax to reduce smoking, but 
rebating the tax to smokers. 

We want to spend money on renewable sources of energy that are more expensive 
than conventional energy by orders of magnitude, but wish to deny that the higher 
cost will exact any drag on economic efficiency. To the contrary, we talk as though 
we have discovered how to stand in a bucket and pull ourselves up by the handle. 
The American people deserve more serious policy debate than this. 

In one sentence, the only way in which a transition to a low-carbon energy system 
can be accomplished without significant economic cost and dislocation is to find 
breakthroughs that make low-carbon energy cheaper (which is a massive research 
and development challenge), not by making carbon energy artificially more 
expensive. In the fullness of time (that is 20 or 30 years from now), we are going to 
look back upon the Kyoto-style approach of costly carbon constraint as the climate 
policy equivalent of wage and price controls to fight inflation in the 1970s, or the 
Gramm-Rudman approach to deficit reduction in the late 1980s. 
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Mr. Markey. Thank you, Dr. Haywood, very much. Our next wit- 
ness is Dr. David Kreutzer, who is the Senior Policy Analyst in En- 
ergy Economics and Climate Change at the Heritage Foundation 
Center for Data Analysis. He previously taught economics at James 
Madison University, where he served as the Director of the Inter- 
national Business Program. 

We welcome you, sir. 

STATEMENT OF DAVID KREUTZER 

Mr. Kreutzer. Thank you. I will read the disclaimer first, at the 
risk of being redundant. My name is David Kreutzer. I am the Sen- 
ior Policy Analyst in Energy Economics and Climate Change at the 
Heritage Foundation. The views I express in this testimony are my 
own, and should not be construed as representing any official posi- 
tion of the Heritage Foundation. 

Mr. Chairman, I want to thank you and the members of the En- 
ergy and Commerce Committee for this opportunity to address you 
concerning the economic impacts of cap and trade policies. Cap and 
trade is a tax. It artificially restricts access to fossil fuels that pro- 
vide 85 percent of our Nation’s energy. This restriction drives up 
energy costs, drives down income, and drives jobs away. 

Today, I will discuss several of the most critical economic im- 
pacts. Last year, the Center for Data Analysis at the Heritage 
Foundation projected the costs of the Lieberman- Warner Climate 
Change Bill. The emissions target for the Lieberman- Warner Bill 
was a 70 percent cut by the year 2050. It should be clearly noted 
that our analysis could only project for the first 20 years, at which 
point, the carbon reduction scheme is only halfway to this 70 per- 
cent reduction goal. 

The first impact is on national income. Between 2012 and 2030, 
gross domestic product, the broadest measure of national income, 
drops by nearly $5 trillion, after adjusting for inflation. The second 
impact is the tax transfer. Coincidentally, it is also $5 trillion. So, 
you have a $5 trillion reduction in the size of the pie, and from that 
pie, you cut another $5 trillion piece to spread around. This money 
is transferred from energy consumers to the government, or those 
lucky enough to be given the pollution permits, which are also 
known as allowances. 

The third, and arguably, most painful impact is on employment. 
Employment drops overall, but the energy intensive manufacturing 
sector is especially hard-hit. By 2030, manufacturing employment 
loses nearly three million jobs because of cap and trade’s energy re- 
strictions. A map included in the written testimony shows that this 
impact will be uneven, as manufacturing is relatively more impor- 
tant to the economies of some states than it is to others. Though 
some of those who lose or never get manufacturing jobs will find 
employment in the service sector, overall unemployment rises by 
over 800,000 in some years, due to the effects of cap and trade. 

Another point to note is that these job losses are net of any green 
jobs created by CO 2 restrictions. In the written testimony is a copy 
of a page from the May 1945 issue of Mechanics Illustrated. It 
shows what we would call a green job in postwar Paris, a cyclist 
powering an electric generator. This was an imaginative solution to 
a lack of coal-generated current, done by an ingenious beauty shop 
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operator, perhaps. Today, a human-powered generator could 
produce about $0.10 of electricity in an eight hour shift. 

Now, I don’t think anybody is proposing that, but with sufficient 
subsidies, we could induce people to ride and pedal generators. The 
problem, of course, is that it moves human labor from producing 
output worth over $50 per day, and that would be at minimum 
wage, to producing something worth only $0.10 per day. Yes, we 
could point to the people riding these bicycle generators and count 
them as green jobs created, but the overall impact is to reduce eco- 
nomic output by at least $50 per day per person. 

Energy sources that require subsidies are energy sources that 
use inputs whose value is greater than the value of the output. 
Just as subsidizing a cyclist to generate $0.10 of electricity per day 
will not expand the economy, forcing energy to flow through uneco- 
nomic bottlenecks is not a stimulus. Rather, it will reduce income. 

In summary, we find the first two decades of a 40 year program 
to cut CO 2 by 70 percent will lead to $5 trillion of lost gross domes- 
tic product, will increase energy taxes by another $5 trillion, will 
lead to three million lost manufacturing jobs, and 400,000 to 
800,000 fewer jobs overall, even after accounting for green job cre- 
ation. 

Thank you very much. 

[The prepared statement of Mr. Kreutzer follows:] 
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My name is David Kreutzer. I am the Senior Policy Analyst in Energy Economics 
and Climate Change at The Heritage Foundation. The views I express in this testimony 
are my own, and should not be construed as representing any official position of The 
Heritage Foundation. 

I want to thank the members of the Energy and Commerce Committee for this 
opportunity address you concerning the economic impacts of cap and trade policies. 

What is the problem with carbon dioxide (C02)? 

Carbon dioxide is not a toxin, is not directly harmful to human health, and is not 
projected to become so — even without legislative or regulatory action. C02 is 
fundamental to all known forms of life. Indeed, studies show that increased C02 levels 
are beneficial for crop production. 

Nevertheless, driven by concern that increasing levels of C02 (and other greenhouse 
gasses) will lead to a warmer world and cause environmental damage, there have been 
calls to significantly restrict emissions of all greenhouse gasses but especially C02. 
Among the proposals to reduce C02 levels are carbon taxes and cap-and-trade. 

The Costs 

The typical cap-and-trade proposal seeks to reduce C02 emissions by 60 percent to 80 
percent by 2050 where the comparison year is usually 2005. The Center for Data 
Analysis at The Heritage Foundation did an analysis of the costs of meeting the goals of 
the Lieberman-Wamer bill, S.2191, last spring. The report on this analysis is attached.' 

Our analytical models are not suited to making projections beyond 2030. Nevertheless, 
the economic impacts of this cap-and-trade program in just the first two decades were 
extraordinary. The estimated aggregate losses to Gross Domestic Product (GDP), 
adjusted for inflation, are $4.8 trillion. By 2029 the job losses in the manufacturing 
sector will be nearly 3 million. This is over and above the nearly one million 
manufacturing job losses that most economists predict will occur even in the absence of 
global-warming legislation. 

The manufacturing job losses are shown in an attached chart taken from a study of an 
EPA mandated 70 percent cut in C02.^ Also attached is a map showing the relative 
importance of manufacturing to a state’s economy. 


' William W. Beach, et al., ‘The Economic Cost of the Lieberman-Warner Climate Change Legislation,” 
Center for Data Analysis Report #08-02. 

httD://www.heritage.org/Research/EnergvandEnvironment/uoload/cda 0802.cidf 
^ David W. Kreutzer and Karen A. Campbell, “C02-Emissions Cuts: The Economic Costs of the EPA’s 
ANPR Regulations," Center for Data Analysis Report #08-02, October 29, 2008, The Heritage Foundation. 
http://www.heritage.org/Research/EnergvandEnvironmenl/uDload/CDA 08 lO.odf 
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Some of the workers forced out of manufacturing will find employment in the service 
sector but overall the economy loses jobs. In some years this overall Job loss exceeds 
800,000. 

Note: Current law already has many provisions for curtailing C02 emissions. They range 
from local renewable-portfolio mandates to increased nationwide Corporate Average 
Fuel Economy (CAFE) standards to subsidies for ethanol production. While the 
reductions in C02 emissions are included for the purposes of meeting the emissions 
targets, the considerable cost of these programs is not included in our analysis. This is 
because the costs are attributable to existing legislation and will occur even without 
additional laws or regulations. Of course, if they were included, job and GDP loss totals 
would be even higher. 


Why Is It So Costly? 

Eighty-five percent of our energy use today is based on C02 emitting fossil fuels. The 
ability to switch to non-C02-emitting energy sources over the next 20 years is limited 
and expensive. Therefore, significant cuts in C02 emissions require significant cuts in 
energy use. The energy cuts, in turn, reduce economic activity, shrink GDP and destroy 
jobs. 

The cap-and-trade schemes, as well as more straight-forward carbon taxes, limit 
emissions by making energy sufficiently more expensive that they cut their energy use. 

In addition to having a direct impact on consumers’ budgets for electricity, gasoline, 
heating oil and natural gas, these higher energy costs force cutbacks on the production 
side of the economy and lead to lower output, employment and income. 

It is important to note, these losses occur after consumers, workers and businesses have 
adjusted as well as they can to the higher energy costs. After adjusting for inflation, 
household energy prices rise 29 percent above the business as usual prices, even though 
consumers will have switched to smaller cars, live in more energy efficient houses and 
make greater use of public transit. The lost comfort, convenience and satisfaction of 
making these changes are not included in our calculation of economic impacts, though 
the costs would be very real. 

Green Stimulus? 

Production drops even though firms will have adopted more energy efficient technologies 
and processes. To reiterate, the trillions of dollars of lost GDP and the hundreds of 
thousands of lost jobs occur even after homes and businesses have made the switch to 
greener ways of doing things. The hoped-for green-job gain is a mirage. 

Attached is a copy of a page from a 1945 issue of Mechanix Illustrated. It shows a 
cyclist pedaling a jerry-rigged generator to power hair dryers in a Parisian beauty salon. 
Though not the sort of green job that is currently talked about, this human-powered 
generator illustrates why costly energy policies are not a stimulus. 
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A person on a bicycle generator would do very well to average 150 watts of output during 
a day. At this level, a modern-day cyclist/generator could produce electricity worth 10- 
15 cents per day at retail prices. With sufficient subsidies, people could be induced to 
power such generators and the proponents could then point to the “green” jobs that have 
been “created.” What is not seen is the value of the cyclists’ forgone output elsewhere. 
Even at minimum wage, the value of the labor is $52.40 per day. So each human 
powered generator would shrink the economy by over $50 per day. This is not an 
economic stimulus. 

Alternative energy schemes that require subsidies or that require protection from 
competing with conventional sources of power cannot be economic stimuli — their output 
is worth less than their inputs. An industry whose inputs cost more than its output is 
making the economy smaller and will necessarily reduce overall income. 


The Tax 

Implementing a cap-and-trade program to cut emissions by 70 percent creates a transfer 
within the United States that is equivalent to taxes on the order of $250 billion to $300 
billion per year, just for the years 2012 to 2030. The combined transfer is about $5 
trillion in just the first 20 years. This takes the purchasing power from the households 
and turns it over to the federal government or to whomever the government assigns the 
rights to the permits for emissions (allowances). This would be one of the largest taxes in 
the economy — almost twice as large as the highway use taxes. 

Because of the transfer, in this case, is similar in magnitude to the lost GDP, we need to 
be clear on the distinction. A cap and trade program with an emissions reduction profile 
similar to that of last year’s Lieberman- Warner bill, will lead cause an aggregate $5 
trillion of transfers after it destroys $4.8 trillion of national income (GDP). 

In colloquial terms, the pie gets smaller by nearly $5 trillion and then a $5 trillion piece is 
cut out and redistributed. 

Back-Door Protectionism 

Cap-and-trade programs frequently include provisions to protect domestic industries from 
competition with firms in countries that haven’t adopted similarly costly mechanisms for 
reducing C02. While the intent is certainly understandable, the provisions create the 
possibility of a protectionist wolf in global warming clothes. 

Putting these protectionist policies into operation is a bureaucratic nightmare. Every 
product from every country will need to be judged for how much of an advantage it may 
have due to different carbon-cutting regimes. Since different countries can have different 
approaches and since different manufacturers can use different technologies and 
processes, assigning an offsetting C02 tariff will necessarily involve arbitrary decisions. 
The potential for a trade war is very real. 

The Gain 


3 



270 


Analysis by the Environmental Protection Agency (EPA) shows that a 60 percent 
reduction in C02 emissions by 2050 will reduce C02 concentrations by only 25 ppm in 
2095. This reduction would affect world temperatures by 0. 1 to 0.2 degrees C. In other 
words it makes virtually no difference.^ 

Conclusion 

The Center for Data Analysis at The Heritage Foundation analyzed a proposal to cut C02 
emissions by 70 percent. Such a cut would have little impact on global temperatures. At 
best, the trade-off is trillions of dollars in lost income and hundreds of thousands of lost 
jobs vs. a fraction of a degree change in average world temperature 85 years from now. 


The Heritage Foundation is a public policy, research, and educational 
organization operating under Section 501(C)(3). It is privately supported, and receives no 
funds from any government at any level, nor does it perform any government or other 
contract work. 

The Heritage Foundation is the most broadly supported think tank in the United 
States. During 2007, it had nearly 330,000 individual, foundation, and corporate 
supporters representing every state in the U.S. Its 2007 income came from the following 
sources: 


Individuals 46% 

Foundations 22% 

Corporations 3% 

Investment Income 28% 

Publication Sales and Other 0% 


The top five corporate givers provided The Heritage Foundation with 1.8% of its 
2007 income. The Heritage Foundation’s books are audited annually by the national 
accounting firm of McGladrey & Pullen. A list of major donors is available from The 
Heritage Foundation upon request. 

Members of The Heritage Foundation staff testify as individuals discussing their 
own independent research. The views expressed are their own, and do not reflect an 
institutional position for The Heritage Foundation or its board of trustees. 


’ According to the EPA, Lieberman-Wamer would lower C02 emissions from 719 ppm to 694 ppm. See: 
http://www.epa.gov/climatechange/downloads/s2l91_EPA_Analysis.pdf, p. 192, Further, the IftC says 
the most likely temperature response for each doubling of C02 is 3 degrees C. The likely range is 2-4.5 
degrees C for each doubling of C02. These numbers are from the Fourth Assessment Report of the 
Intergovernmental Panel on Climate Change, “Climate Change 2007: The Scientific Basis: Summary for 
Policy Makers,” p, 21 , Accessed at: http://ipcc- 

wgl.ucar.edu/wgl/docs/WGlAR4_SPM_PienaryApproved.pdf, March 26, 2009 

Therefore, the EPA and IPCC numbers predict Lieberman-Warner’s impact on world temperature 
likely would be between .1 and .23 degrees with the most likely difference being .15 degrees C. 
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Mr. Markey. Thank you, Dr. Kreutzer, very much. Our next wit- 
ness is Dr. Nathaniel Keohane, who is — Dr. Keohane. Keohane. 
Keohane, Director of Environmental Economic Policy and Analysis 
for the Environmental Defense Fund. 

Dr. Keohane oversees EDF’s analytical work on the economics of 
climate change, and helps develop its policy positions on global 
warming. Formerly, he was an associate professor of economics at 
the Yale School of Management. 

We welcome you. Doctor, and whenever you are ready, please 
begin. 


STATEMENT OF NATHANIEL KEOHANE 

Mr. Keohane. Well, thank you, Mr. Chairman, and the distin- 
guished members of the committee, for holding this hearing. I am 
very honored to be here today. 

The climate crisis is our responsibility, and it is within our power 
to address. We can easily afford strong action. What we cannot af- 
ford is more delay. The catastrophic consequences of unchecked cli- 
mate change may seem remote, but they will happen within the 
lifetimes of my children and grandchildren. If we fail to address 
this problem, we must be willing to tell our children we could have 
addressed this crisis for a little over a dime a day per person, but 
we chose not to. 

My message today is simple. The most expensive climate change 
policy is not having one at all. The economic costs of unchecked cli- 
mate change are real, and they will be severe. Fortunately, the best 
available economic analysis shows that the U.S. can easily afford 
the pollution cuts necessary to solve this problem. In my written 
testimony, I present results from a range of economic forecasts 
published last year by government and academia, analyzing earlier 
proposed legislation. Just yesterday, though, the Environmental 
Protection Agency released new results that specifically analyze the 
draft legislation released by this committee, and I would like to 
highlight some of those results for you now. 

First, EPA’s new analysis shows that our economy will grow 
strongly under the proposed bill before you today. Their study esti- 
mates that if Congress passes climate legislation this year, U.S. 
economic output will be 71 percent larger in the year 2030 than it 
is today. The difference between that amount and what the anal- 
ysis estimates will happen if we do nothing about climate change 
amounts to half a percent to a little over 1 percent of GDP in the 
year 2030. 

To put that in perspective, if the economy, if the American econ- 
omy will reach $23 trillion in January of 2030 if we do nothing to 
address climate change, it will get there by April or June at the 
latest with a carbon cap. Now, so far, I have been telling you about 
the costs of climate policy, the estimated costs compared to busi- 
ness as usual. But in reality, the business as usual scenario in 
these models doesn’t exist. It is a fantasyland in which there are 
no economic costs of unchecked climate change, and we all know 
that there is no such future. So, these models that I am talking 
about just look at one side of the ledger, the costs of action, but 
not the benefits of avoiding climate change and its consequences. 
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So, still looking at that one side of the ledger, what are the costs 
for the average American family? EPA gives us a clear sense of 
what those are likely to be and they are small. The average esti- 
mated cost to households in the year 2015 is just $14 to $75 per 
year, sorry, in that year in present value, that is $0.04 to $0.21 a 
day. Over the entire life of the bill, the annual cost is just $98 to 
$140 per household. That is $0.27 to $0.38 a day for the average 
American family, or $0.11 to $0.15 a day per person. That includes 
all of the estimated costs of this bill, now, of the cap and trade pro- 
gram on carbon. 

Now, you might say it is just one study, but in truth, this study 
is completely consistent with everything else we know. As my writ- 
ten testimony describes in detail, the consensus among credible 
economic analysis is that the American economy will grow robustly 
while cutting carbon pollution and investing in a clean energy econ- 
omy. 

Now, I am sure we are going to hear lots of numbers in the next 
few weeks that have been cherry-picked from reports issued by 
whatever modelers for hire can be found to support the latest or 
the desired point. 

Forecasts aren’t crystal balls. They are only as good as the as- 
sumptions that go into them, and some of the assumptions used to 
get some of the numbers you may have heard are just simply not 
credible. The EPA, in its analysis, has set the gold standard in this 
report by using two of the most credible, transparent, and peer-re- 
viewed models available, and the bottom line from that analysis is 
that for around $0.13 a day, and I brought $0.13 with me, around 
$0.13 a day, we can solve climate change, help get our economy off 
foreign oil, and invest in the clean energy economy. 

As I said in the beginning, the climate crisis is our responsibility, 
and it is within our power to address it. We can easily afford strong 
action. What we cannot afford is more delay. 

Thank you for inviting me to testify. I look forward to your ques- 
tions. 

[The prepared statement of Mr. Keohane follows:] 
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Summary of T estimony 

Nathaniel O. Keohane, Ph.D. 
Director of Economic Policy and Analysis 
Environmental Defense Fund 
Before the 

Committee on Energy & Commerce 
United States House of Representatives 

April 22, 2008 


Introduction 

I am honored to be here today as this Committee begins consideration of a comprehensive 
energy and climate bill that will put a cap on greenhouse gas pollution. This is an urgent issue for 
our children and grandchildren, for if we fail to act we will leave them a much different planet 
and a much diminished future. But it is also an urgent issue for our own communities today and 
in the next few years. What those of us in this room do in these short weeks will help determine 
the course of the American economy. You have the chance to help continue America’s tradition 
of technological leadership and economic growth - to revitalize and reinvigorate the American 
economy - and to provide a strong, clear, and true signal to drive investment in clean energy 
generation and energy efficiency and reward entrepreneurial vision and innovation in a low- 
carbon future. Thank you. Chairman Waxman, Ranking Member Barton, and distinguished 
members of the Committee for holding this hearing. 

My testimony makes five points. 

1. Inaction on climate change is the most expensive policy 

The consequences of unchecked global warming will be severe. The Intergovernmental Panel on 
Climate Change projects temperature increases of roughly 2 to 4 degrees Celsius (4 to 7 degrees 
Fahrenheit) above current levels by the end of century unless we take action. The consequences 
of such temperature changes will be catastrophic. They include putting billions of people at risk 
of severe drought, decreased crop productivity throughout the world, increased damages from 
coastal flooding and more severe hurricanes, severe heat waves and the spread of insect-bome 
tropical diseases such as malaria.' Within the United States alone, climate change could cause 
large declines in the value of agricultural output and in fish and waterfowl populations, put 
strains on public sector budgets and infrastructure, and require hundreds of billions of dollars 
annually from increased water and energy costs, coastal flooding, and more severe hurricanes. As 
former Federal Reserve Chairman Paul Volcker has remarked, “If you don’t take action on 


‘ Yohe, G.W., R.D. Lasco, Q.K. Ahmad, N.W, Amell, SJ. Cohen, C. Hope, A.C. Janetos and R.T. Perez, 2007: Perspccti’ws 
on climate change and sustainability. Climate Change 2007: Impacts, Ad^tadon and Vulnerability. Contribudon of Working 
Group II to the Fourth Assessment Report of the Inteigovcrnmental Panel on Climate Change, M.L. Parry, O.F. Canziani, J.P. 
Paludkof, P.J. van der Linden and C.E. Hanson, Eds,, Cambridge University Press, Cambridge, UK, 811-841, pa^ 828. 
http://www.ipcc.ch/pd£/asscssmcnt-report/ar4/wg2/ar4-w^2 -chapter20.pdf 
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climate change, you can be sure that our economies will go down the drain in the next 30 years.” 
The most expensive poUcy we could pursue would be the one we have been following for the last 
eight years and more — which is doing nothing. 

2. We have the technologies we need to get started right away 

Studies by the consultancy McKinsey & Company estimate that the abatement potential in the 
United States — using technologies that either exist or are already in the development pipeline 
— will amount to between 1,245 and 2,000 million tops of greenhouse gas reductions 
(MMTC02e) by the year 2020, and between 3,000 and 4,700 million tons by the year 2030. 
Those figures alone would be sufficient to meet the abatement targets for covered sectors that are 
contemplated in draft legislation. In addition, EDF analysis shows that another 570 to 930 
MMTC02e of emissions reductions from reduced deforestation in tropical rainforests could be 
available to entities in the United States by the year 2020, as a cost-effective means of offsetting 
their emissions. These estimates demonstrate that the abatement potential exists right now to 
meet ambitious goals for emissions reductions. 

3. The U.S. can afford deep cuts in greenhouse gas emissions 

Credible economic forecasting models show that the U.S. economy will grow robusdy with 
ambitious cuts in greenhouse gas emissions. At the level of the economy as a whole, the 
estimated impact of climate policy amounts to just a few months of growth over twenty years. 
Under business as usual, according to a range of models, the total output of the U.S, economy 
will reach roughly $26 trillion in January of 2030. With a cap on greenhouse gases, the economy 
will reach that level by April of 2030. Moreover, these projected impacts turn out to be far 
smaller than the variation in business-as-usual projections over the same period — suggesting 
that any aggregate impact of climate policy is essentially “in the noise” of macroeconomic 
models. At the household level, the estimated impact of climate policy amounts to less than half 
a penny per dollar of household income for the average American family — much less than what we 
already spend on household protection and security. 

The past record of economic forecasting shows that ex ante estimates of the cost of 
environmental regulation — made before the regulation takes effect — have typically greatly 
exceeded the actual costs. This is particularly true for market-based regulations, as in the case of 
the cap-and-trade program for sulfur dioxide established by the 1990 Clean Air Act 
Amendments. A prime reason for such overestimation is that economic models are unable to 
account for the full scope and pace of technological innovation that is unleashed in response to 
well-designed environmental regulation. 

Finally, in evaluating the results of macroeconomic models, it is important to stress that these 
models consider only one side of the ledger: the costs of taking action, but not the benefits. I 
have already discussed the most important benefit from taking action — that is, preventing the 
catastrophic damages that will result if we foil to change course. The failure of the 
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macroeconomic models discussed here to incorporate the damages from climate change means 
that the business-as-usual path these models use as a baseline simply does not exist. 

4. Cap-and-trade is a proven approach 

Under Title IV of the 1990 Clean Air Act Amendments, emissions of sulfur dioxide from fossil- 
fired electric power plants have been capped since 1995. That program has shown how well a 
cap-and-trade system works. Total emissions have fallen to just half of their 1980 levels — 
achieving the goal three years ahead of schedule and at a fraction of the predicted cost. The 
estimated benefits of the program, meanwhile, have been roughly 40 times greater. The secret to 
the program’s success has been the technological change made possible by a market-based 
approach — in ways that were entirely unexpected before the program began. 

5. Leadership on climate change can help to secure American prosperity 

The next major economic revolution will be the clean energy revolution. A cap-and-trade 
system that drives American investment and inspires American innovation will position the 
United States competitively for growth in the global transition to a low-carbon economy. The 
choice facing us is a stark one: Will we develop and export the coming wave of low carbon 
technologies — like carbon capture and sequestration, next-generation solar panels, and powerful 
lightweight batteries — so that jobs and businesses stay in America? Or, will we do nothing and 
find ourselves importing these technologies from overseas? Failure to act on a cap-and-trade 
policy would withhold the signals and incentives that can empower the American economy to 
modernize jobs, services and technologies, and allow the country to emerge from this next phase 
of global change and competition in the leadership position it holds today. 

Now — when our economy is in a deep recession — is precisely the time when bold action is 
needed most. If climate legislation is passed during this Congress and takes effect in 2012, the 
impact on energy prices will be zero this year, zero in 2010; zero in 2011. On the other hand, 
passage of legislation will help to unleash a flood of investment, by sending a clear signal of what 
the price of carbon will be. Electric utilities and manufacturing companies are waiting for 
legislation before they invest in new power plants or factories that will last forty years or more. A 
cap on carbon will drive investment right away. 

And investment is what our economy needs most right now. Once the investment begins to 
flow, orders will come in to steel mills and cement factories, to manufacturers of wind turbines 
and energy-efficient windows and retrofit equipment to improve fuel economy of long-haul 
trucks. Right now our factories are idle, labor and capital are underemployed. The economy 
needs a source of demand beyond the stimulus package. Where is that demand going to come 
from? A cap on carbon will not create money out of thin air. But it will unleash capital that is 
sitting on the sidelines, and channel it towards clean-energy investments that will revitalize our 
economy while ensuring a prosperous future. 
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INTRODUCTION 

I am honored to be here today as this Committee begins consideration of a comprehensive 
energy and climate bill that will put a cap on greenhouse gas pollution. This is an urgent issue 
for our children and grandchildren, for if we fail to act we will leave them a much different 
planet and a much diminished fiimre. But it is also an urgent issue for our own communities 
today and in the next few years. What those of us in this room do in these short weeks will help 
determine the course of the American economy. You have the chance to help continue 
America’s tradition of technological leadership and economic growth - to revitalize and 
reinvigorate the American economy - and to provide a strong, clear, and true signal to drive 
investment in clean energy generation and energy efficiency and reward entrepreneurial vision 
and innovation in a low-carbon future. Thank you. Chairman Waxman, Ranking Member 
Barton, and distinguished members of the Committee, for holding this hearing. 

Enviromnental Defense Fund is a leading national nonprofit organization representing more 
than 500,000 members. Since 1967, we have linked science, economics and law to create inno- 
vative, equitable and cost-effective solutions to society’s most urgent environmental problems. 
We have long championed market-based approaches to environmental issues, and helped design 
the highly successful acid-rain program created in the Clean Air Act Amendments of 1990. As 
Director of Economic Policy and Analysis, I oversee EDFs economic analysis of climate change 
policy and help to shape our advocacy. Before coming to EDF nearly two years ago, I was an 
Associate Professor of Economics at the Yale School of Management, where I taught for six 
years. I have published a number of peer-reviewed academic articles on a range of subjects on 
the economics of environmental policy, and have authored or edited two books on market-based 
environmental policy and the economics of environmental law. 

My message is a simple one: Strong action to reduce U.S. greenhouse gas emissions is an 
economic imperative. The most expensive policy would be doing nothing: unchecked climate 
change will result in enormous damages to our economy and to our planet. The good news is 
that we have an historic opportunity to act — and by acting, to help transform the American 
economy and ensure our prosperity in the twenty-first century. Not only can the American 
economy begin reducing greenhouse gas emissions right away, we can do it while growing at a 
very low cost to the overall economy and to American families, according to the best available 
economic modeling studies to date. Moreover, for a variety of reasons those studies are likely to 
overestimate the costs to the economy while underestimating the benefits. Finally, both in the 
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next few years and over the coming decades, strong climate legislation is the key to a strong 
American economy. 


1 INACTION IS THE MOST EXPENSIVE POLICY 

The fact that I — an economist — am here at all is significant because it is a concrete sign that 
the scientific debate about global warming is over. Although there will always be naysayers, 
there is no longer any question within the scientific community that human-caused climate 
change is real and is already happening — in fact, is happening much faster than anyone had 
predicted or anticipated. 

The consequences of unchecked global warming will be severe. The Intergovernmental Panel on 
Climate Change projects temperature increases of roughly 2 to 4 degrees Celsius (4 to 7 degrees 
Fahrenheit) above current levels by the end of century unless we take action.^ Some recent 
projections, incorporating the latest available data, are even more dramatic; for example, 
scientists at the Massachusetts Institute of Technology forecast a temperature increase of 3.5 to 
7.4 degrees Celsius (6 to 13 degrees Fahrenheit) under business as usual by the year 2100.^ The 
upper end of that range is comparable in magnitude to the change in temperature from the last 
Ice Age — 10,000 years ago — to the present day. 

The consequences of such temperature changes will be catastrophic. They include putting 
billions of people at risk of severe drought, decreased crop productivity throughout the world, 
increased damages from coastal flooding and more severe hurricanes, severe heat waves and the 
spread of insect-borne tropical diseases such as malaria.’ Recent events like Hurricane Katrina, 
the 2003 heat waves in Europe blamed for 52,000 deaths, and the 6-year drought in Australia are 
symptomatic of what lies in store, even if those individual events cannot be conclusively linked to 
global warming. If these global impacts seem abstract, consider the concrete consequences that 
lie ahead for the United States according to a range of recent studies: 

• declines as high as 70% in the value of U.S. agricultural output’; 


* IPCC, 2007: Summary for Policymakers. In: Climate Change 2007: Impacts, Adaptation and Vulnerability. Contribution of 
Working Group II to the Fourth Assessment Report of the Intergovernmental Panel on Climate Change, M.L. Parry, O.F. 
Canziani, J.P. Palutikof, P.J. van der Linden and C.E. Hanson, Eds., Cambridge University Press, Cambridge, UK, 7-22, page 
17 

’ Sokolov, A.P., P.H. Stone, C.E. Forest, R.G. Prinn, M.C. Sarofim, M. Webster, S. Paltsev, C.A. Schlosscr, D. Kicklightcr, S. 
Dutkiewicz, J. Reilly, C. Wang, B. Felzcr, H.D. Jacoby. “Probabilistic Forecast for 21st Century Climate Based on Uncertainties 
in Emissions (without Policy) and Climate Parameters.” MIT Joint Program on the Science and Policy of of Global Change, 
Report 169, 44 pages, January 2009. http://globalchange.mit.edu/pubs/abstract.phpPpublicatton_ids990 
^ Yohe, G.W., R.D. Lasco, Q^K. Ahmad, N.W. Arnell, S.J. Cohen, C. Hope, A.C. Janctos and R.T. Perez, 2007: Perspectives 
on climate change and sustainability. Climate Change 2007: Impacts, Adaptation and Vulnerability. Contribution of Working 
Group II to the Fourth Assessment Report of the Intergovernmental Panel on Climate Change, M.L. Parry, O.F. Canziani, J.P. 
Palutikof, P.J. van der Linden and C.E. Hanson, Eds., Cambridge University Press, Cambridge, UK, 811-841, page 828. 
hrtp://www.ipcc.ch/pdf/assessment-rcport/ar4/wg2/ar4- wg2-chaptcr20.pdf 

’ Schlenkcr, W., Hanemann, W.M., Fischer, A. “The Impact of Glr^al Warming on U.S. Agriculture; An Econometric Analysis 
of Optima! Growing Conditions.” Tbt Review of Economics and Statittics, February 2006, Vol. 88, No. 1, Pages 113-125. 
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• a decline in trout and salmon populations in many areas of over 50 percent, including 
losses of more than 90 percent in some prime areas in the high-mountain West and in 
Appalachia*; 

• large declines in waterfowl populations, including 40 percent in the Upper Great Lakes, 
70 percent in the prairie pothole region, and up to 99 percent in the Chenier Plain 
marshes of Louisiana^; 

• “immense strains on public sector budgets”*; 

• threats to “roads, rail lines, ports, airports and other important infrastructure”’; national 
security implications from widespread political instability'*; 

• hundreds of billions of dollars annually from increased water and energy costs, coastal 
flooding, and more severe hurricanes." 

As former Federal Reserve Chairman Paul Volcker has remarked, “If you don’t take action on 
■climate change, you can be sure that our economies will go down the drain in the next 30 years.” 

Unchecked global warming in the next few decades will also set into motion fundamental and 
irreversible changes in our planetary systems, including the melting of ice sheets in Greenland 
and western Antarctica that will raise sea levels by several meters; large-scale weather shifts that 
will threaten the world’s tropical forests; and the weakening of ocean circulation patterns that 
make Western Europe habitable. As for natural ecosystems, even a modest warming of 3 °C — 
which we are likely to see within a few decades — would put 20 to 30 percent of the world’s 
species at increasingly high risk of extinction; while warming on the order of five degrees would 
likely cause major extinctions around the world. Meanwhile, warmer and more acidic waters 
(another consequence of carbon dioxide emissions) will likely conspire to kill coral reefs around 
the globe before the century is half gone. '* 

We simply lack the tools to put a price tag on the full damages from such changes. The IPCC 
cites estimates of global mean losses equal to 1 to 5 percent of world GDP for 4°C of warming 
— but as the IPCC points out, many of those estimates on which that figure is based exclude 
damages to nonmarket sectors, or the effect of large-scale discontinuous changes in earth 
systems. The Stem Review of the Economics of Climate Change estimated an impact on global per 


‘ Season’s End, a program of the Bipartisan Policy Center. Global Warming Fact Sheet Scries: Freshwater Fish Fact Sheet, 
http://www.scasonscnd.org/ 

’ Season's End, a prt^ram of the Bipartisan Policy Center. Global Warming Fact Sheet Series: Waterfowl Fact Sheet, 
httpy/www.seasonscnd.oig/ 

* The US Economic Impacts of Climate Change and the Costs of Inaction. Center for Integrative Environmental Research, University 
of Maryland, Octe^r 2007. 

National Research Council, National Academy of Sciences, Committee on Climate Change and U.S. Transportation. Potential 
Impacts of Climate Change on U.S. Transportation: Special Report 290, 2008. http://www.nap.cdu/catal<^12179.html 
Center for Na«il Analysis, National Security and the Threat of Climate Change, 2007. 

” The Cost of Climate Change: What We'll Pt^ if Global Warming Continues Unchecked, by Frank Ackerman and Eliza^th Stanton, 
Tufts Univereity {NRDC: May 2008). http://www.nrdc.or^globalwarming/cost/cost.pdf 
Yohe, G.W., R.D. Lasco, Q,K. Ahmad, N.W. Amell, S.J. Cohen, C. Hope, A.C. Janctos and R.T. Perez, 2007: Pcrspcctiws 
on cUrnam change and sustainability. Climate Change 2007: Impacts. Adaptation and Vulnerability. Contribution ofWorking 
Group II to the Fourth Assessment Report of the Intergovernmental Panel on Climate Change, M.L. Parry, O.F. Canziani, J.P. 
Palurikof, P.J. van dcr Linden and C.E. Hanson, Eds., Cambridge University Press, Cambridge, UK, 811-841, page 828. 
http-y/www.ipcc.ch/pdfi'asscssmcnt-rcport/ar4/wg2/ar4-wg2-chapter20.pdf 
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capita consumption of at least 5 percent, with a high-end estimate as high as 20 percent.’’ While 
the latter figure in particular has stirred debate among economists, Stern’s numbers faithfully 
reflect a sense of the urgency that emerges from reading the scientific evidence on the pace and 
scope of climate change. As Professor Geoffrey Heal of Columbia University concludes in a 
recent review, “I am inclined to think that Stem is much nearer the mark: it is impossible to read 
the IPCC reports and believe that the consequences of climate change along the business as 
usual path are only 1 or 2 percent of national income.”’'’ 

A similar assessment of the Stem Review is offered by Professor Martin Weitzman of Harvard, 
who criticizes the specific methodology and assumptions in the Review but nonetheless endorses 
the urgency of its recommendations.” Weitzman’s main concern is the “fat tail” of climate 
damages — in other words, the small but still significant probabiUty of a truly catastrophic 
worst-case scenario. An example is the MIT researchers’ assessment of a 5% chance that 
temperatures will increase by as much in the next hundred years as they have in the 10,000 years 
since the last Ice Age. This possibility of catastrophic damages adds weight to the urgency of 
acting now to reduce greenhouse gas emissions, since such action preserves our option to act even 
more aggressively in the future if the worst-case scenarios turn out to be even more likely than we 
expect. 

In summary, an economic assessment of the literature on the damages from global warming 
strongly supports the case for action. The most expensive climate change policy is not having 
one at all. 


2 WE HAVE THE TECHNOLOGIES TO GET STARTED RIGHT AWAY 


The severity of the climate crisis demands urgent action. The good news is that we have the 
technologies and abatement opportunities we need to get started right away, and to meet or beat 
near-term emissions reduction targets for the next ten to twenty years. 


Available abatement opportunities within the U.S.: Evidence from McKinsey lA Company analyses 

I start by reporting on an analysis by EDF staff that used two recent studies by McKinsey 8c 
Company to estimate the available abatement opportunities within the United States. In 2007, 
McKinsey published a survey of abatement opportunities in the U.S. that could be available at a 


” Stem, Lord Nicholas. The Economics of Climate Change: The Stem Revieto. Cambridge University Press (Cambrid^: 2007) 

" Heal, Geoffrey, “Climate Economics: A Meta-Re>ncw and Some Suggestions for Future Research,* Review of Environmental 
Economics and Policy, Winter 2009, 3{1): 4-21. 

Weitzman, Martin L. "A review of the 'Stem Review o( the economics of climate Journal of Economic Literature, 2007, 

45: 703-24. 

“ Yohe, Gary, Natasha Andronova, and Michael Schtesingcr. “To hedge or not against an uncertain climate future?" Science, 
October 2003, 306 (15): 416-17; jon Anda, Alexander Golub, and Elena Strukova “Economics of climate change under 
uncertainty: Benefits of flexibility." Energy Policy, 2009, 37: 1345-1355. 
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cost under $50 per ton by the year 2030. McKinsey’s survey catalogued 250 abatement options 
grouped in 75 categories in 5 sectors: buildings, industry, power, transport, as well as agriculture, 
waste and forestry. In its mid-range case - which does not assume aggressive deployment of 
technologies or envision the price on carbon that would arise from an economy-wide cap-and- 
trade program - McKinsey estimated that U.S. emissions could be reduced by 3,000 MMTCOje 
in 2030. 

Because McKinsey did not provide estimates for abatement opportunity that might be available 
in 2020, we derived those numbers from McKinsey’s analysis for the mid-range case, for which 
we have access to the underlying data. We removed both carbon capture and storage and 
expansions in nuclear power from the list of abatement opportunities in the power and industrial 
sectors because we cannot assume these opportunities would necessarily be available by 2020. 

We then estimated available abatement opportunities by 2020 in two ways — 

a. First, we simply divided the remaining abatement opportunities for 2030'^ in half (taking 
2020 as the midpoint of the period 2010-2030) and found that 1,245 MMTCOjC of 
available annual abatement opportunities would be available each year by 2020. 

We believe this is a conservative estimate because it assumes that the low or no-cost 
abatement opportunities identified by McKinsey — such as increased lighting efficiency in 
the residential and commercial sectors — would be deployed in a smooth, linear fashion (so 
that only half of the full range of opportunities were taken advantage of by 2020). It seems 
more likely, however, that much of this abatement would happen in the near term. Of the 
2,490 MMTCOjC available by 2030, McKinsey estimates that 60%, or 1,500 MMTCOjC, 
are available at costs below llO/TCOjC; over 70% or 1,860 MMTCOje would be available 
under $25A’COje. Some fraction of those reductions would be accompanied by cost savings 
as the reduction in energy costs outweighed the upfront purchase cost. As a result, we would 
expect to see early deployment of many of these abatement opportunities as market 
participants seek to reduce their exposure to the possibility of higher energy costs. 

b. In a second approach, we considered each of the 75 McKinsey abatement categories 
individually and excluded all that do not represent low-cost, readily available technologies. 
We were left with four categories of near-term abatement opportunities: offsets in the 
agricultural and forestry sectors; energy efficiency gains in residential and commercial 
buildings; fuel economy improvements in automobiles, and process changes in industrial and 
power sectors. These total 1,600 MMTCOjC of annual abatement opportunities. And 
because these opportunities appear to be low-cost, early availability technologies, we think 
their full annual abatement potential should be available by 2020. Excluded entirely from 
this total were a// new alternative power sources, a// industrial processes assumed to require 
major capital expenditures, and a// ambiguous categories. 


*’ 2,490 MMTC02e available abatement opportunities in 2030 at a price below $50/TCO2e excluding CCS and nuclear. 
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Recendy McKinsey and Company published a new survey of global abatement potential. In that 
study McKinsey updates its estimates for total abatement opportunity in the U.S.: According to 
McKinsey the U.S. is capable of providing 2,000 MMTCO^e of abatement potential per year by 
2020 at a cost below €60/TCO;e (or now about $75/ton) and 4,700 MMTCOjC by 2030 for the 
U.S.'* These projections reinforce our confidence in our estimates above. 

Based on these two McKinsey analyses, therefore, the United States is likely to have the 
necessary technologies available, at reasonable cost, to meet and even exceed the ro/a/ abatement 
that would be required by the cap-and-trade program envisioned in the Waxman-Markey 
discussion draft. Moreover, that is true despite the feet that these studies assume litde 
innovation in the application of low-carbon technologies and methods. Indeed, the McKinsey 
analysis includes only those abatement opportunities that are either already available, or are 
under active development and judged by McKinsey to have a high likelihood of being available. 
While it is also true that some low-carbon technologies may take longer to deploy than currendy 
anticipated, a greenhouse gas emissions trading program will provide an economic incentive 
never before experienced in the U.S. economy. 

It is also important to remember that the abatement opportunities McKinsey identified are 
entirely domestic. As we show below, opportunities for reducing emissions outside the U.S. are 
significant. 

Abatement potential from reductions in tropical deforestation 

Emissions reductions outside the cap have the potential to contribute to meeting short-term 
targets: one example is reductions from reduced tropical deforestation. 

At the international level, there is growing support for awarding credits to tropical forest nations 
for emissions reductions achieved by slowing tropical deforestation and degradation. Such 
credits, known as REDD credits (for Reductions in Emissions from Deforestation and forest 
Degradation), have considerable potential in helping regulated entities in the United States meet 
ambitious short-term targets. To analyze the potential contribution of REDD credits, we have 
developed a simple model drawing on estimates of tropical deforestation and degradation 
developed by Brent Sohngen of Ohio State University, used by EPA in its own modeling.'* 

We estimate that emissions reductions from tropical deforestation, if allowed to be used for 
compliance in the United States, could contribute roughly 930 MMTCOjC of abatement by 
2020 (at an allowance price of $30/ton) and 604 MMTCOjC by 2030 (at a price of 149/ton). 

We should note three things about this estimate. First, these numbers represent only the share 
of REDD credits that would be used for compliance by entities in the United States, accounting 


’‘Exhibit A. V. 1 of McKinsey & Company, Patfrways to a Low^carbon Economy: Version 2 of the Global Greenhouse Gas Abatement 
Cost Curve, 2009. 

” We use Sohngen’s curves from the Energy Modeling Forum 21 based on rising cari>on price scenarios. This data is available at; 
http://www.stanford.edu/group/EMF/projects/group21/EMF21sinkspa^ncw.hmi. 
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for the demand from the European Union and other industrialized nations.” Including credits 
purchased in those countries as well as in the United States, we estimate that avoided tropical 
deforestation would reduce emissions by 1,500 MMTCO,e in 2020. 

Second, the actual volume of REDD credits will depend upon a number of factors - most 
importantly, the market price of credits. As with any source of abatement, there is expected to 
be an upward-sloping “supply curve.” The higher the price, the more abatement will occur. At 
higher prices, we would expect greater emissions reductions through REDD, up to a maximum 
of 2,000 MMTCO,e available in that year. 

Third, these estimates assume that tropical forest nations around the world can start reducing 
deforestation (and creating corresponding REDD credits) within the next decade. While Brazil 
is widely seen as ready to do so, other major sources (e.g. Congo and Indonesia) are somewhat 
further behind. So, using a conservative assumption that REDD credits are available only from 
Latin America, our analysis suggests that by 2020 the volume of REDD credits available to 
entities in the United States (again accounting for demand in the EU and elsewhere) would be 
570 MMTCO.e annually by 2020. 

While fairly rough, these estimates are based on the most comprehensive assessment available of 
emissions reduction opportunities from forestry. Moreover, the broad conclusions are supported 
by other analyses of REDD relying on completely different data. For example, a recent in-depth 
analysis of tropical deforestation in the Brazilian Amazon estimated potential emissions 
reductions of over 900 MMTCO,e annually once the program was in foil swing, after about ten 
years.*' This estimate - which is for the Brazilian Amazon alone - is in line with the figures 
from our analysis cited above. Another independent assessment of global abatement 
opportunities by McKinsey, estimated that avoided tropical deforestation in Africa and Latin 
America combined would account for roughly 3,000 MMTCOjC by 2030; this figure is also 
broadly consistent with the numbers presented here.“ 

Table 1 and Figure 1, on the next page, summarize these findings. 


For rhe purposes of this memo, wc assume that the EU and other industrialized countries currently participating in the Kyoto 
Protocol reduce emissions to 20% below their 1990 levels by 2020. Although the EU ETS does not currently allow such credits 
to be used for compliance, this is widely expected to change by 2020 - possibly as soon as the next phase of the ETS, which will 
start in the year 2013. 

Daniel Nepstad et al., “The Co,sts and Benefits of Reducing Carbon Emissions from Deforestation and Forest Degradation in 
the Brazilian Amazon,” http://ww\v.whrc.org/BaliRcports/assetsAVI-iRC_Amazon_REDD.pdf. EDF was involved in the 
preparation of that report. Note that in the original report, emissions reductions arc expressed in tons of carbon, rather than tons 
of CO, as presented here. 


Per- Anders Knkvist, Tomas Naucler, and jerkcr Rosander, “A cost curve for greenhouse gas reduction,” McKinsey Quarterly 
(2007). 
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Table 1 — Estimated abatement opportunities within the U.S. and from reduced tropical 
deforestation^^ 


ABATEMENT tmillions of metric tons C02 equivalent) 

2020 

2030 

Required abatement relative to BAU forecast (AE020091 

1.379 

3,154 

Available domestic abatement opportunities 

McKinsey (2007} 

n/a 

3,000 

EDF conservative interpretation of McKinsey (20071 mid-range 
estimate 

1,245- 1,600 

n/a 

McKinsey (2009} 

2.000 

4,700 

Available credits from tropical deforestation 

EDF estimate of REDD credits available to U.S. entities 

570 - 930 

604 


Figure 1 — Available abatement opportunities relative to required abatement^* 



’’ Energy Information Administration, Annual Energy Outlook 2009; McKinsey Sc Company, Pathways to a Loiu Carbon 
Economy: Version 2 of the Global Greenhouse Gas Abatement Cost C«rw, 2{K)9; McKinscy 6c Company, Reducing US Greenhouse Gas 
Emissions: How Much at What Cost?, 2(X)7. 

“ Internal EDF analysis; McKinsey 6c Company. 
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3 THE U.S. CAN AFFORD DEEP CUTS IN GREENHOUSE GAS EMISSIONS 

Earlier in my testimony, I mentioned the strong consensus that has emerged among scientists 
that human-caused global warming is real, is already happening, and will have potentially 
catastrophic impacts on human populations and the natural environment if we do not take action 
to avert it. 

There is a similar consensus emerging among economists who study climate policy that even if 
we focus only on the costs to the U.S. economy of reducing greenhouse gas emissions, that cost 
will be a very small fraction of economic output or household income.” Indeed, all models show 
that the U.S. economy will grow robustly with ambitious cuts in greenhouse gas emissions. The 
projected impacts of climate policy over the next two decades turn out to be far smaller than the 
variation in business-as-usual projections over the same period — suggesting that any aggregate 
impact of climate policy is essentially “in the noise” of macroeconomic models. At the household 
level, the estimated impact of climate policy amounts to less than half a penny per dollar of 
household income for the average American family — much less than what we already spend on 
household protection and security. 

Moreover, the past record of economic forecasting shows that ex ante estimates of the cost of 
environmental regulation — made before the regulation takes effect — have typically greatly 
exceeded the actual costs. This is particularly true for market-based regulations, as in the case of 
the cap-and-trade program for sulfur dioxide established by the 1990 Clean Air Act 
Amendments. A prime reason for such overestimation is that economic models are unable to 
account for the full scope and pace of technological innovation that is unleashed in response to 
well-designed environmental regulation. 

Finally, in evaluating the results of macroeconomic models it is important to stress that those 
models consider only one side of the ledger: the costs of taking action, but not the benefits. I 
have already discussed the most important benefits from taking action — that is, the catastrophic 
damages that will result if we fail to change course. The failure of the macroeconomic models 
discussed here to incorporate the damages from climate change means that the business-as-usual 
path those models use as a baseline simply does not exist. There is simply no possible future in 
which we continue to emit greenhouse gases at current rates, and yet climate change does not 
take an enormous toll on the country’s economy. 

Apart from the averted damages of climate change, two other categories of benefits deserve 
particular mention as well. First, reducing greenhouse gas emissions from power plants, 
factories, and cars will also reduce conventional air pollutants that contribute to poor air quality 
and severe health problems in our cities. Second, reducing greenhouse gas emissions will reduce 
our dependence on foreign oil, enhancing national security. 


Poolcy, Eric, f/sw Much Would You Pay to S>ave the Planet? The American Press and the Economics of Climate Change. Joan 
Shorenstcin Center on the Press, Politics and Public Policy, Kennedy School of Governmenr, Discussion Paper Series #D-49 
(Harvard University: January 2009). 
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What do the models project? 

Last year, I published a report with Peter Goldmark called “What Will It Cost to Protect 
Ourselves from Global Warming?”* ’ We examined a range of policy scenarios modeled by five 
highly respected, nonpartisan economic modeling groups in government and academia, to find 
out what the state-of-the-art economic modeling had to say about the potential economic 
impacts of climate policy on the U.S. economy. In my testimony 1 will summarize the modeling 
results for the legislation considered in the Senate last year {S.2191, “America’s Climate Security 
Act”). While that legislation is no longer current, the general conclusions remain instructive 
going forward as the current Congress writes its own climate legislation. '' 

All the models show that we can enjoy robust economic growth while achieving deep reductions 
in greenhouse gas emissions (see Figure 2, on the next page). In the analyses we looked at, the 
U.S. economy was projected to grow by 83 to 120 percent from 2005 to 2030 under climate 
policy, versus growth of 84 to 121 percent over the same period under business as usual. 

In other words, the U.S. economy will roughly double in size over the next twenty years with or 
without climate policy. 

At the aggregate level, the projected impact of climate policy on the U.S. economy amounts to a 
tiny fraction of economic output. For example, the median impact of climate policy on projected 
GDP in the year 2030 is just 0,75 percent. Considering that these models expect the U.S. 
economy to grow at just under 3 percent per year, the estimated impact of climate policy 
amounts to three months of growth — over twenty years. 

The estimates can be thought of this way: Under business as usual, according to these models, 
the total output of the U.S. economy will reach roughly $26 trillion in January of 2030 (measured 
in 2005 dollars). With a cap on greenhouse gases, the economy will reach that level by April of 
2030. The projected difference in GDP is so small, it is like two cars driving from Washington 
to Los Angeles, with the second car arriving eighteen minutes after the first. 


Goldmark, Peter and Nathaniel Keohane. What Will it Cost to Protect Ourselves From Global Warming? Environmental Defense 
Fund, 2008. www.edf.org/climateeosts 

The numbers cited in this testimony are updated to include the EIA’s analysis of the Lieberman-Warner bill (S.2191) rather 
than the Licberman -McCain bill (S.280); the analysis of S.2191 was not available when our report was released. 
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Figure 2 — GDP growth forecasts with and without climate policy over the period 2005-2030.“ 
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It is also worth comparing this projected impact to the variation in the models’ projections of 
economic output under business as usual (see Figure 3 on the next page). Those projections vary 
because every model must make assumptions about labor productivity, population growth, 
economic policy, energy prices, and a whole host of other parameters — all of which are 
unknown. In fact, the business as usual projections for U.S. GDP in the year 2030, for the 
models we analyzed, vary by as much as 16% (S3.6 trillion) — more than twenty times the 0.75 
percent impact of climate policy. Indeed, these economic models don’t agree on much. The one 
thing they do agree on is that the effect of climate policy on the growth of the American 
economy will be tiny. 


EDF compilation of analyses of S.2191 by MIT, EPA, and EIA: EPA Analysis of The Climate Ste^oanlshf and Innovation Act of 
2007 S. 2S0in Ilf July 16, 2007; Sergey Paltsev, John M. Reilly, Henry D. Jacoby. Angelo C. Gurgel, Gilbert E. 

Metcalf, Andrei P. Sokolov and Jennifer F. WoX-Avi. Assessment of V.S. Cap-and~Trade Proposals. xMIT Joint Program on the 
Science and Policy of Global Change, Report No. 146, April 2007; Energy Information Administration, Energy Market and 
Economicimpacts ofS. 21.91, the Lieherman-Warner Climate Security Act of 2007, April 2008. 
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Figure 3 — Forecasted GDP in the year 2030, with and without climate policy.” 

US GDP FORECASTS FOR 2030 

BUSINESS-AS-USUAL vs. CLIMATE SECURITY ACT 



A similar observation holds even for the same models at different points in time. The Energy 
Information Administration of the Department of Energy, for example, issues economic growth 
projections every year as part of its Annual Energy Outlook. In its 2006 report, the EIA projected 
that the US GDP would be S2S.2 trillion; in its 2008 report, that forecast had fallen to S22.9 
trillion (all measured in constant 2005 dollars) — a difference of more than 9 percent. By 
comparison, the EIA’s projected impact of the Senate bill in 2030 was only 0.30 percent — just 
one-thirtieth of the difference in BAU projections from one report to another.^” 


Household costs 

While aggregate impacts are important to consider, household-level impacts are much more 
relevant to the average family. Here too, the projected impacts are modest. For example, 
according to the EIA’s analysis, the Senate bill would have increased household utility bills for 
electricity, natural gas, and fuel oil by about a dime a day. Other studies typically do not estimate 
household-level consumption; however, using the best available estimates on the elasticity of 


EDF compilation of analyses of S.2191 by MIT, EPA, and EIA. 


Encrg)' Information Administration. Energy Market and Economicimpacts of S. 2191, the Ideherman-Wanier Clhnatc Security Jet 
of 2007. 'AprW 2008, SP/OIAF/2008-()1 . 
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demand for household energy use, their projections also work out to just a few dollars a month 
for the average household. 

It is worth noting, moreover, that legislation can be designed to help cushion the impact of 
higher prices on consumers, especially during a transition to cleaner energy and greater energy 
efficiency. Allocating allowances to local distribution companies, who could pass the value onto 
energy consumers in the form of lower rates or investments in energ)' efficiency, would make the 
small impacts cited above even smaller. 

Impacts on transportation costs are also likely to be modest, especially in the context of the sorts 
of week-to-week price variation we are already familiar with. For example, the analyses of the 
Senate legislation by the EIA and the EPA projected increases in retail gasoline prices of around 
15% (about 40 cents in 2005 dollars) in the year 2030 relative to business as usual. To put that 
number in context, the average retail gasoline price has risen by more than 40 cents per gallon 
just since the end of last year — while it is more than two dollars lower than the high reached 
last summer. The point is that gasoline prices are extremely volatile. Rather than worrying 
about the small increases over twenty years that might result from a cap on carbon, we should be 
worried about how we may be held hostage to much more significant increases in oil prices for 
other reasons - and we focus on how to make the American economy less dependent on foreign 
oil. Capping carbon can be an important step towards reducing that dependence — a point I 
will return to below. 

The most complete measure of household impacts to come out of these models is the estimated 
effect on real consumption, which incorporates the direct effects on transportation and 
household utilities already discussed as well as other changes that may result from climate policy. 
The median consumption impact in the economic analyses of the Senate bill was just 0.42 
percent. Expressed per dollar of household income, this amounts to 0.38 cents — less than half 
a penny. A useful way to put these forecasts in context is to compare them to what Americans 
already spend to protect themselves and their families. This may take the form of health care, or 
fire and property insurance, or tax payments that go to hospitals or police and fire services. 
Spending on climate security — protecting ourselves against potentially catastrophic climate 
changes — falls in the same category. 

Figure 4, on the next page, shows how much of every dollar of household income an American 
family spends on protection and security. On average, American households spend seventeen 
cents out of every dollar of income on medical care; ten cents on social insurance; four cents on 
national defense; three cents on private insurance; and a penny on fire and police. The effect of a 
cap on greenhouse gases will be just 0.38 cents out of that same dollar of income — less than half 
a penny. 
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Figure 4 — Estimated impact of climate policy on household consumption relative to current 
household expenditures on securing health and safety.^' 
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How good are the models? 

Macroeconomic modeling analyses like the ones summarized above can be useful tools - but they 
are not crystal balls. Economic modelers are not endowed with an ability to predict the future: 
their models are simply collections of equations representing supply and demand in different 
sectors of the economy, and their results depend fiindamentally on the assumptions used in the 
analysis. Since those assumptions are necessarily based on historical data and experience, models 
are inherently limited in their ability to forecast future conditions. 

A good example comes from a study of long-term energy forecasts by two researchers at the 
Lawrence Berkeley National Laboratories and a co-author.” Figure 5, taken from their report, 
shows a range of U.S. energy demand forecasts from the 1970s included in a survey by the 
Department of Energy. As the graph makes clear, despite very wide variation in the predictions, 
virtually all of the models predicted much higher energy demand than actually occurred. 


' ' Goldmark, Peter and Nathaniel Keohanc, PhD, What Will it Cost to Protect Ourselves From Global Wai-ming? Environmental 
Defense Fund, 2008. vvmv.cdf.org/climatecosts 

* ' Craig, Paul, Ashok Gadgil, and Jonathan Koomey. 2002. "What Can History Teach Us?; A Rctrospcctiv’e Analysis of Long- 
term Encrg}.' Forecasts for the U.S." In Annual Review of Energy and the Environment 2002,. Edited by R. H. Socolow, D. 
Anderson and j. Harte. Palo Alto, CA: Annual Reviews, Inc. (also LBNL-50498). 
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One may argue that the 1970-2000 period was a particularly hard one to forecast, given the two 
Arab oil shocks in the first part of the period, which helped usher in a new focus on 
conservation. And yet with hindsight we can always identify why a particular set of forecasts 
went wrong. The more general lesson is that long-term modeling exercises are always severely 
limited in their prediction ability. As the authors point out, while they list seven uses for which 
energy modeling is appropriate, accurately forecasting the future is not among them. 

Similar caution in interpreting modeling results comes from a comparison of ex ante and ex post 
estimates of the cost of environmental regulations. Figure 6 shows such a before-vs.-after 
comparison for four major environmental regulations: the 1990 Clean Air Act amendments as a 
whole; Title IV of the 1990 CAAA, which established a cap-and-trade program for sulfur 
dioxide (SOj) from electric utilities', and regulations on low emissions vehicles and reformulated 
gasoline. As the figure shows, in each case the actual costs were much less than had been 
predicted - from 70 percent less, in the case of the Acid Rain program, to over 90 percent less in 
the case of low emission vehicles. 


Craig, Paul, Ashok Gadgii, and Jonathan Koomey. 2002. "What Can History Teach Us?: A Retrospective Analj’sis of Long- 
term Energy Forecasts for the U.S." \n Annual Review of Energy and the Environment 2002, Edited by R. H. Socoknv, D. 
Anderson and J. Harte. Palo Alto, CA: Annual Reviews, Inc. (also LBNL-50498). 
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Figure 6 — Comparison of actual vs, projected costs of air pollution regulation in the United 
States." 
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The pattern illustrated in Figure 6 turns out to hold more generally for a wider range of 
regulations. A team of researchers at the nonpartisan think tank Resources for the Future (RFF) 
found that ex ante estimates of cost by government agencies exceeded actual costs in 12 out of 25 
rules they examined, while the reverse was tnie in only 6 cases." More strikingly, of the eight 
market-based regulations included in the survey, costs were overestimated in at least seven cases 
(and possibly in the eighth as well). While these findings do not guarantee that current 
estimates of the cost of capping carbon will be too high, they do show that if the estimates turn 
out to be accurate, it will be a first. 

Why do economic models systematically overstate the true costs of environmental regulation? 
The RFF researchers focus on technological innovation as the primary explanation. Assessments 
made prior to regulation necessarily include only the abatement methods and technologies that 
are foreseen at the time. But the regulation itself is typically a powerful spur to innovation - 
especially in the case of market-based policies that create a strong economic incentive to find or 
develop the most cost-effective means of reducing pollution. As 1 shall discuss in more detail 


EDF fact sheet with .sources from; Business Roundtable. “Clean Air Act Legislation Cost Lraluation.” Januarj' 18, 1990; E.H. 
Pechan &. Associates, inc., contracted by EPA. “Clean /Vir Act Section 812 Prospective Assessment-Cost Analysis Draft 
Report.” September, 1995; National Acid Precipitation Assessment Program. “Report to Congress: An Integrated Assessment.” 
2005. Available at; http;/Av\vw.al.noaa.gov/AQRS/rcports/napaprcport05.pdf; Materials sent to editors and writers by the 
Edison Electric Institute describing the impact of the Clean Air Act Amendments on the electric utility industry. December 17, 
1990; Sierra Research, inc., “The Cost Effectiveness of Further Regulating Mobile Source Emissions,” February 28, 1994.; The 
Neve York Times, “Honda Meets a Strict Emission Rule,” August 30, 1995; W. Harrington, R. Morgenstern, P. Nelson 
(Resources for the Future), “On the Accuracy of Regulatory Cost Estimates," Januaiy 1999. Citing Cackett, “The Cost of 
Emission Controls on Motor Vehicles and Fuels: Two Case Studies,” prei^nted at the 1998 Summer Symposium of the EPA 
Center on Airborne Organics, MIT Endicott House, Dedham, Mass. July, 1998. 

” Morgenstern, R., Harrington, W. and Nelson, P. 2000. “On the accurac)-' of regulatory cost estimates.”, /c«ra«/ of Policy Analysis 
and Management 19 (2): 297 - 3.22. 
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below, unexpected technological innovation played a central role in driving down the costs of the 
SOj trading program. 

While we have already seen that we have the technologies to get started on reducing emissions, 
over the long term technological innovation will be critical to solving global warming. As a 
result, the failure to adequately incorporate technological change represents the Achilles’ heel of 
economic modeling. To be more precise, these models ignore technological change that is 
driven by the policy itself. A cap-and-trade program for greenhouse gases will put a price on 
carbon, creating a powerful driver for investment and innovation in areas such as energy 
efficiency and renewable energy generation. Exacdy how this process of “induced technological 
change” works, however, is complex and poorly understood. As a result, most models assume 
that technological change is “exogenous”— that is, unresponsive to prices and policies. A typical 
approach is to assume that technological improvement wiU unfold smoothly at a predetermined 
rate— often chosen to match historical improvements in productivity. While this crude 
approach is an improvement on a static model, it cannot capture the dynamic process of 
investment and exploration that will be spurred by a cap on carbon. 

Moreover, such a smooth process is ill-equipped to model the “jump processes” that often 
characterize technological change. Over short time periods, a smooth approach maybe a 
reasonable approximation. But over the course of two decades or more, its shortcomings become 
acute. For example, imagine trying to predict the current state of technology in 1970 or even 
1990 - before the advent of the Internet, the ubiquity of personal computers, the widespread use 
of mobile communications, and so on. While predicting such individual innovations may not be 
crucial in forecasting aggregate economic growth, it was crucial to forecasting the costs of 
electronic communications and the explosion of the information technology as a crucial 
economic sector. In the same way, our fundamental inability to see ahead to the next generation 
of low-carbon and energy-efficient technologies is likely to bias upward our projections of the 
costs of curbing greenhouse gas emissions. 

As an illustration of the limitations inherent in modeling technological change, consider how 
different models treat energy generation. Because carbon constraints will have a direct impact on 
the price and consumption of fossil fuels, the share of electricity that can be generated from 
renewable sources will be a crucial factor in determining the cost of reducing greenhouse gas 
emissions. Hence, the assumptions a model makes about the availability and cost of renewable 
energy sources are critical, even though they often are buried in a morass of technical detail. 

As it turns out, different models answer these questions in dramatically different fashion. In the 
MIT EPPA model, the share of electricity from renewable energy under business as usual is 
constant over the next several decades, hovering around 8 percent. Even more striking is the lack 
of response to climate policy: for the year 2030, for example, the model projects that renewable 
sources will account for 7 percent of electricity generation under business as usual, but just 10 
percent under ambitious climate policy. 
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This lack of a response to policy stems from the basic structure of the MIT model. Like most 
models, MIT’s model is calibrated to a single base year - in this case, 1997. This means that key 
parameters in the model must be chosen to replicate the energy sector (and the rest of the 
economy) in that year. One such parameter concerns the substitutability between renewable 
generation and electricity produced from conventional sources--~that is, how readily electricity 
generated from wind and solar sources can replace electricity from fossil fuel and nuclear energy. 
The MIT model assumes a low value for this parameter, as a crude way of reflecting the 
intermittency of wind power, the dependence of solar power on sunlight, and so on. While the 
parameter value may fit the facts in 1997, however, it ends up being severely limiting for the 
purposes of forecasting the future. In fact, MIT” s future projections are even below current 
renewable electricity generation. 

The point is not to pick on the MIT researchers, who in many respects have built an excellent 
model. Rather, the point is to underscore the inherent drawbacks of economic forecasts - and to 
serve as a reminder of why those forecasts should not be taken as reliable predictions of the 
future. 

Only one side of the ledger 

In assessing the results from economic models of climate policy, it is also crucial to account for 
what is missing from those models. I have already mentioned that all the modeling results 
discussed so far - like nearly all the results in the literature - completely ignore the damages from 
climate change. As a result, they look only at one side of the ledger when it comes to reducing 
greenhouse gases. 

Two other categories of omitted benefits are also worth mentioning. The first is the ancillary 
benefits from reductions in conventional air pollutants. Emissions of SOj, nitrous oxides (NO,), 
and particulates (PMIO) from power plants, factories, and cars contribute to ground-level ozone 
(smog) and suspended particulate matter in downwind areas. The consequences of poor air 
quality, especially in the densely populated cities of the Northeast, include substantial morbidity 
and mortality, resulting in enormous economic damages valued in the trillions of dollars. ''' 

One important side effect of reducing greenhouse gases would be to reduce ambient 
concentrations of these conventional air pollutants. For example, reductions in gasoline 
consumption as a result of greater fuel economy and changes in driver behavior would translate 
into lower NO, emissions, hence less ground-level ozone and fine particulate matter. Estimates 
of such ancillary benefits from climate change mitigation vary, but they could be of the same 
order of magnitude as the cost of reducing greenhouse gas emissions. ” Although there has been 


Muller, N and Mendelsohn, R. July 2007. “Measuring the damages of air pollution in the United SK-itzs." Jounial of 
Environmental Economics and Management, 54 (I); Pages 1-14. 

’■ Michelle L Bell, Devra L Davis, Luis A Cifuentes, Alan J Krupnick, Richard D Morgensrern and George D Thurston. 
“Ancillary human health benefits of improved air quality resulting from climate change mitigation,” July 2008, Environmental 
Health, 7:41; Devra Lee Davis, Alan Kmpnick and Gene McGlynn, “AnciUary' Benefits and Costs of Greenhouse Gas 
Mitigation: An Overview,” In Workshop on Assessing the Ancillary Benefits and Costs of Greenhouse Gas Mitigation Strategies, 
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little work focusing on the ancillary benefits from U.S, climate change policy, two preliminary 
analyses by EDF staff in conjunction with researchers at the Harvard School of Public Health 
and at Middlebury College suggest that the economic value of such “ancillary benefits” from 
cleaner air will be of the same order of magnitude as the estimated costs of reducing greenhouse 
gases “ For example, preliminary analysis by Professor Nicholas Muller of Middlebury College 
of the emissions reductions that would have been required by last year’s Senate legislation 
(S.2191) has found that the associated ancillary benefits are as high of $9 per ton of CO^ abated 
when all sources are included - of which just over $2 per ton is due to mobile sources alone. By 
comparison, the average cost of abatement in the EPA’s analysis of S.2191 is about 19.30 per 
ton. In other words, even before we take into account the benefits from addressing global 
warming, the reductions in COj from a cap on greenhouse gases will almost pay for themselves 
simply through better air quality. While this work is still in progress, it suggests that overlooking 
the cobenefits from cleaner air will lead to a serious underestimation of the benefits of climate 
change legislation. 

A second benefit of climate policy that is overlooked in the macroeconomic models is national 
security. From a wide-angle perspective, national security would be enhanced by reducing the 
link between climate-induced environmental stress and geopolitical instability”. At a more 
immediate level, a cap on carbon would encourage conservation and more efficient use of 
petroleum products, leading to a reduction in imports of foreign oil. Consider how vulnerable 
the current U.S. economy is to swings in oil prices: every $30-per-barrel increase in oil prices 
reduces real income by roughly 1 percent of GDP”. A cap on carbon would increase energy 
efficiency and clean energy here at home — reducing our dependence on foreign oil and thus our 
vulnerability to such price swings. For example, MIT researchers estimate that a cap-and-trade 
program would reduce oil imports by S20 billion per year in 2015 and $45 billion in 2025. 

4 CAP-AND-TRADE IS A PROVEN APPROACH 

A cap-and-trade program for greenhouse gas emissions is sometimes portrayed as if it is novel 
idea. In fact, it is a proven approach for environmental regulation that has been in operation in 
the United States for nearly fifteen years. Under Title I V of the 1990 Clean Air Act 
Amendments, emissions of sulfur dioxide from fossil-fired electric power plants have been 


Washingron, DC: Orgarii7.ation for Economic Cooperation and Development (OECD), Inccrgovernmencal Panel on Climate 
Change (IPCC); 2000. 

John M. Balbus, MD, MPH (Environmental Defense Fund), Ramya Chari, MPH, (Johns Hopkins Bloomberg School of 
Public Health), Kristie L. Ebi, PhD, MPH. (ESS LLC, Inc.) “Health Co-benefits of specific US Climate Activities," 
forthcoming 

Center for NaTTii Analysis. National Security and the Threat of Climate Change^ 2007. 

" Council on Foreign National Security Conseqttences of U.S. Oil Dependency. 200.6 Independent Task Force Report No. 

58, John Deutsch and James Schlesinger, Chairs, 2006. 

Note; adjusted for current GDP of S14 trillion 

“ Sergey Paltsev, John M. Reilly, Henry D. Jacoby, aAngelo C. Gurgel, Gilbert E. Metcalf, Andrei P. Sokolov and Jennifer F. 
Flolak. Assessment of U.S. Cap-and-Trade Proposals. MIT Joint Program on the Science and PoHct of Global Change, Report No. 
146, April 2007. 
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capped since 1995, with the level of the cap declining to a long-term level equal to half of 
emissions in 1980. 

That program has shown how well a cap-and-trade system works. Under the program, fossil- 
fired electric generating units with capacity of at least 25 MW — over two thousand in total — 
must submit allowances for their SOj emissions in each calendar year, with one allowance 
corresponding to one ton of emissions. (Units in the eastern half of the country must also submit 
allowances for their NO^ emissions, under a parallel trading system instituted by rule.) Emissions 
are measured in real time by continuous emissions monitors (CEMs) installed for that purpose. 
The combination of real-time monitoring, regular reporting, a central electronic allowance 
registry, a simple requirement (“submit as many allowances as emitted tons”), and a stiff fine for 
noncompliance have produced a stellar compliance rate of over 99%. 

The program’s performance has greatly exceeded expectations. Total SO, emissions reached 
their long-run target in 2007, three years ahead of schedule - thanks in part to a provision that 
allows regulated entities who can reduce their emissions by more than required to bank the 
resulting allowances for iiiture use. As a result, acid rain in the eastern United States has been 
reduced dramatically, as have ambient concentrations of sulfur dioxide and particulate matter. 

The simplest testament to the program s performance is given by Figure 7 (on the next page). 
Even as emissions of SO^ and NO^ have fallen sharply, electricity generation from fossil-fired 
electric plants has risen. 

Perhaps most strikingly, the average retail price of electricity (in real terms) is less than it was in 
1990 when the law was passed. 

Indeed, the cost of the program has come in far below expectations. The total cost of the sulfur 
dioxide program is estimated to be SI to S2 billion annually - a fraction of the $6 billion that 
EPA projected in 1990.'*^ (Controls on nitrous oxides (NO^) are estimated to add another $1 
billion in annual costs.) 


United States Environmental Protection Agenc)'. National Acid Precipitation Assessment Program. Report to Congress: An 
Integrated Assessment. 1 990. 
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Figure 7 ■— Changes in pollution emissions, heat input, electricity generation, and retail 
electricity prices since the passage of the 1990 Clean Air Act Amendments. The emission 
trading system for sulfur dioxide took effect in 1995/^ 



‘ Generation from fossi! fuel-fired plants 
** Constant, year iJtWO dollars adjusted for inflation. 

Source; Energy information Admir>isfratiof>H*lettr«:ity oeneiatiort, retaii (sice): (beat input and srrtisions, representing all affKtecf ARP units), 2007 


The use of a market-based policy, rather than conventional command-and-control regulation, 
has led to billions of dollars in cost savings. In the first phase of the program alone (from 1995- 
1999), emissions trading reduced aggregate annual compliance costs by an estimated $150 
million, or 17 percent, relative to an emissions performance standard — and saved a staggering 
$1.8 billion each year relative to a technology standard requiring the use of scrubbers. ” 

A major reason for the Acid Rain Program’s lower-than-expected costs was technological 
change. Some of the relevant changes involved more efficient scmbbers that can remove as much 
as 95 percent of SOj from flue gases (rather than 80 to 85 percent as had been more common) - 
and can do so without the expensive and redundant design features (such as entire extra “trains” 
or spare modules) that were included to ensure continuous operation of a scrubber in the era of 
command-and-control regulation, when a scrubber breakdown could mean shutting down the 
unit. Other changes were “Eureka moments,” as when a team at General Electric working to 
improve methods of scmbbing sulfur dioxide out of smokestack emissions figured out how to 
oxidize the gas all the way to gypsum that could be .sold for fertilizer or sheetrock. 

But the most important and unexpected innovation was also the most mundane. Before the 
emissions trading program began, conventional wisdom among power plant engineers was that 


’■ Environmental Protection Agency, 2007. 

“ Keohane, Nathaniel, “Cost Savings from /Vllowance Trading in the 1990 Clean Air Act: Estimates from a Choice-Based 
Model” in Charles E. Kolstad and Jixly Freeman, eds.. Moving to Markets in Environmental Regulation: Lessons from Twenty Years 
of Expenence (New York: Cxford University Press, 2006). 

Note that the total compliance cost in Phase I, which covered fewer units, was estimated to be S750 million annually. 
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boilers built for high-sulfur bituminous coal from the Illinois Basin and Appalachia could never 
burn more than a small percentage of the less energy-rich but low-sulfur coal from western mines 
in places like Wyoming’s Powder River Basin. That conventional wisdom was turned on its 
head. Soon anonymous power plant operators were figuring out how to adapt boilers designed 
for high-sulfiir Eastern coal to burn low-sulfiir Wyoming coal - sometimes switching completely 
over. Wyoming coal, it turned out, was plentiful enough - and cheap enough - that it became 
cost-competitive throughout much of the Midwest once the price of sulfur dioxide was factored 
in. The market-based approach played a key role here: not only did it create an economic 
incentive to reduce emissions, but it gave electric power plants a great deal of flexibility in 
figuring out how to achieve those reductions in the most cost-effective way possible. 

In the end, the most impressive single measure of performance for the Acid Rain Program is its 
estimated net benefits. While total costs (of SO, and NO^ combined) have been roughly $3 
billion annually, estimated benefits are more than forty times larger — 1122 billion each year.^’ 


5 LEADERSHIP ON CLIMATE CHANGE CAN SECURE AMERICAN PROSPERITY 

While the evidence presented so far provides assurance that ambitious reductions in greenhouse 
gases are compatible with robust economic growth, a broader perspective suggests that passing 
well-designed climate legislation will be a crucial step in putting the American economy on a 
sound long-term footing, and ensuring our future prosperin'. 

A leadership role in the next economic transformation 

The engine of progress in the U.S. economy is technological innovation. We have led the way in 
the major economic transitions of the past century: the emergence of wide-scale mass 
production; the development of semiconductors; the space age; the Internet age. The story of the 
semiconductor era captures the vital importance of technology to U.S. economic growth. From 
the invention of the transistor at Bell Laboratories in 1948, to the introduction of silicon and the 
development of integrated circuits in the 1950s and 1960s, to the emergence of logic chips in the 
1990s— at each stage, the United States has led the world, and our technological leadership in 
this area has been the foundation for postwar growth. 

The next major economic revolution will be the clean energy revolution. A cap-and-trade 
system that drives American investment and inspires American innovation will position the 
United States competitively for growth in the global transition to a low-carbon economy. It is an 
advantage for the United States that it will be starting before China, India and other emerging 
economies. Europe and Japan have already started down this road. But eventually all countries 
will join the international system to limit carbon emissions. The nations that take the lead in the 
hunt for low-carbon technologies will find that an enormous market awaits them. The choice 


” Chestnut, L.G., and Mills, D.M. “A fresh look at the benefits and costs of the US acid rain program.” November Journal 
of Environmental Management 77(3): Pages 252-266. 
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facing us is a stark one; Will we develop and export the coming wave of low carbon technologies 
— like carbon capture and sequestration, next-generation solar panels, and powerful lightweight 
batteries — so that jobs and businesses stay in America? Or, will we do nothing and find 
ourselves importing those technologies from overseas? Failure to act on cap-and-trade policy 
would withhold the signals and incentives that can empower the American economy to 
modernize jobs, services and technologies, and allow the country to emerge from this next phase 
of global change and competition in the leadership position it holds today. 


Why now? 

Some observers are understandably concerned about whether the time is right for a cap on 
carbon, given the deep economic recession we find ourselves in. The answer is that this is 
precisely the time when bold action is needed. If climate legislation is passed during this 
Congress and takes effect in 2012, the impact on energy prices will be zero this year, zero in 
2010; zero in 2011. On the other hand, passage of legislation will help to unleash a flood of 
investment, by sending a clear signal what the price of carbon will be. Electric utilities and 
manufacturing companies are waiting for legislation before they invest in new power plants or 
factories that will last forty years or more. A cap on carbon will drive investment right away. 

And investment is what our economy needs most right now. Once the investment begins to 
flow, orders will come in to steel mills and cement factories, to manufacturers of wind turbines 
and energy-efficient windows and retrofit equipment to improve fuel economy of long-haul 
trucks. Right now our factories are idle, labor and capital are underemployed. The economy 
needs a source of demand beyond the stimulus package. Where is that demand going to come 
from? A cap on carbon will not create money out of thin air. But it will unleash capital that is 
sitting on the sidelines, and channel it towards clean-energy investments that will rewtalize our 
economy while ensuring a prosperous future. 

Now is precisely the time to pass climate legislation. This committee, and Congress as a whole, 
stands at the cusp of an historic achievement. Thank you for inviting me to testify. 
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Mr. Markey. Thank you, Dr. Keohane. And our final witness, 
Myron Ebell, is the Director of Energy and Global Warming Policy 
at the Competitive Enterprise Institute. He also chairs the Cooler 
Heads Coalition. 

We welcome you to a place that needs that. Dr. Ebell. Thank you 
for your leadership in that area. 

Mr. Ebell. Mister. 

Mr. Markey. Whenever you are ready, please begin. 

Mr. Ebell. Yes. Thank you. Chairman Markey, for inviting me 
to testify here today. 

Before I begin, let me say that I refer to several studies and arti- 
cles in my very short testimony, and I would like to ask that they 
be submitted for the record. 

Mr. Markey. Without objection. 

Mr. Ebell. Great. Thank you. 

Mr. Markey. So ordered. 

STATEMENT OF MYRON EBELL 

Mr. Ebell. My name is Myron Ebell, and I am Director of En- 
ergy and Global Warming Policy at the Competitive Enterprise In- 
stitute. I am speaking here today on behalf of CEL We oppose this 
bill. We hope that it will be defeated, and we will do whatever we 
can within our limited resources to defeat it. 

Rather than summarize my very brief testimony, I would like to 
just respond to several things I have heard today. This morning, 
with the Administration witnesses, we heard some astonishing 
claims in very matter of fact, conversational answers, that this bill 
will create jobs, that it will reduce our dependence on foreign oil, 
and that it will help the economy. I believe Dr. Chu and Adminis- 
trator Jackson said that several times, and I think Secretary 
LaHood said it at least once. 

I think that each one of these is wrong, and certainly, each one 
of these claims is arguable. I am not much for modeling. I think 
it depends, as Dr. Keohane said, it depends on what the assump- 
tions are, and you can get almost any answer you want out of a 
climate model or an economic model. 

I would rather look at historical experience. We have many of the 
policies in your draft bill. Chairman Markey, being tried today, and 
have been tried for several years in the European Union and in 
California. California is falling off an economic cliff. Now, it is not 
the only reason that they have run up the price of energy so that 
they have the highest gasoline taxes in the Nation. They have a 
shortage, a continuing shortage of refined gasoline. That they have 
among the highest electric rates in the Nation, comparable with 
yours in Massachusetts. But it is one of the reasons that their 
economy is falling off a cliff. 

They used to have a very substantial, energy intensive manufac- 
turing sector. They used to produce aircraft. They used to produce 
armaments. They used to produce a lot of automobiles. They used 
to have a steel mill and an iron mine. All of that is gone. Now, that 
has made them less carbon intensive. They don’t produce as many 
emissions, but they still consume all those things. They just buy 
them from out of state. Somebody has to still produce stuff. 
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So, I am very skeptical of these claims. Now, the second panel 
from the U.S. Climate Action Partnership, and I have some very 
harsh things to say about the members of the Climate Action Part- 
nership in my testimony. It seems to me that these are guys on the 
make. They want to get rich off the backs of American consumers, 
and they want you to enable them to do it. And I would urge you 
to take a step back from the astonishing statement in your execu- 
tive summary, which the Committee put out on this bill, that says 
that this. Title III, the Cap and Trade Program, was designed with, 
to conform to the recommendations of the Climate Action Partner- 
ship. And I would also ask to submit for the record, and I am sorry 
he is not here, a letter from Chairman Waxman in 2004, to the Ad- 
ministrator of the EPA, complaining about this very thing, when it 
was revealed that an EPA rule had been written with the coopera- 
tion of outside businesses and their lobbyists from a well-known 
D.C. law firm. And I think Chairman Waxman was exactly right 
then, and I would hope that you would think this over again. 

Now, Mr. Rogers said that this will all work if we have a well- 
designed program. I would like to ask you in your experience how 
many government programs that have been enacted in your time 
in Congress have been well designed. I would just like you to keep 
that in mind as you consider this enormous, huge hit on the Amer- 
ican economy, and how easy it will be to design it so that it is well 
designed. I just can’t see it. 

Now, Mr. Barton asked, and since he isn’t here, I will answer his 
question, do you favor 100 percent auctioning? Would you still 
favor this bill? Well, I will still oppose this bill, but I do favor 100 
percent auctioning. I think 100 percent auctioning of the rationing 
coupons removes a tremendous amount of the opportunity for gam- 
ing the system, con games, and corruption. And so, I would encour- 
age you all to vote for an amendment that would have 100 percent 
auctioning. 

Thank you very much. 

[The prepared statement of Mr. Ebell follows:] 
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Chairman Waxman, Chairman Markey, and Members of the Committee, thank you for inviting me to 
testify today on the draft bill, “the American Clean Energy and Security Act of 2009.” My name is 
Myron Ebell, and I am director of energy and global warming policy at the Competitive Enterprise 
Institute (CEI), a non-profit, non-partisan public policy institute that focuses on regulatory issues from a 
free-market and limited-government perspective. CEI has been actively involved in energy and global 
warming issues for two decades. President and founder Fred Smith attended the 1 992 Earth Summit in 
Rio de Janeiro, where the United Nations Framework Convention on Climate Change was negotiated, and 
the Third Conference of the Parties in 1 997 in Kyoto, Japan, where the Kyoto Protocol was negotiated. 

As an accredited NGO, 1 and several of my colleagues have attended a number of the succeeding 
Conferences of the Parties to the UNFCCC. Over the years, CEI has issued policy papers and been 
actively involved in the public policy debate on most of the major issues related to energy and global 
warming. 

Just to be clear about where we stand, CEI oppo.sed ratification of the Framework Convention and the 
Kyoto Protocol. We also oppose all domestic measures to ration energy through mandates or taxes. This 
includes the draft bill, which is the subject of today’s hearing. Each and every title is fundamentally 
misguided. In our judgment, the American Clean Energy and Security Act cannot be improved enough to 
warrant enactment. It should not be introduced. If it is introduced, it should be defeated. 
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Let me begin with the largest single item in the bill, the cap-and-trade regime that is roughly sketched out 
in Title III of the draft. Cap-and-trade has been widely sold as a “market-based approach” to reducing 
emissions. This is terribly misleading. Cap-and-trade subordinates markets to central planning. It takes 
the most important economic decisions out of the hands of private individuals acting in the market and 
puts them in the hands of government. The record of central planning in the twentieth century has not 
been judged a success, and most centrally-planned economies collapsed towards the end of the last 
century. Perhaps the advocates of cap-and-trade can find some glimmer of hope in the persistence of 
Cuba and North Korea, which are both models of economies that have commendably low, indeed 
negligible, greenhouse gas emissions. 

If enacted, Title Ill’s cap-and-trade regime would be the single largest government intervention in the 
economy and in people’s lives since the Second World War. That was the last time — and we hope it 
remains the last time — when people had to present ration coupons in order to buy gasoline (and many 
other products including cars, tires, sugar, coffee, meat, cheese, butter, and shoes). While the debate has 
focused on costs, far too little attention has been paid to the extent that political and economic freedoms 
would be lost or impinged upon under a cap-and-trade regime, I urge the Committee and the Hou.se to 
consider seriously and deeply the threat to our liberties posed by putting government in charge of how 
much and what type of energy we can consume. 

Economists have generally agreed that cap-and-trade cannot force reductions in greenhouse gas emissions 
as efficiently as would a carbon tax, but a great deal of ingenuity has been expended in trying to fashion a 
cap-and-trade regime which would closely approximate the effects of a tax. The fact is that cap-and-trade 
is an indirect, hidden, sneaky tax. If Title III or something like it were enacted, it would probably be the 
biggest tax increase in the history of the world. Or as Senator Benjamin Cardin recently remarked, cap- 
and-trade is “the most significant revenue-generating proposal of our time.” This can be disputed merely 
because there is no way of knowing how expensive it will be to cut emissions. 

The initial evidence from the countries that ratified the Kyoto Protocol and thereby undertook solemn, 
binding (but unenforceable) commitments to reduce their emissions suggests that the co.sts are going to be 
extremely high. For example, gasoline taxes in major European Union member nations are now three to 
four dollars a gallon. This translates roughly into three to four hundred dollars per ton of carbon dioxide. 
Yet according to the European Environment Agency, greenhouse gas emissions in the transportation 
.sector increased 26% in the EU-15 between the Kyoto baseline year of 1990 and 2006. 

Many promoters of cap-and-trade have claimed that the cosLs will turn out to be much lower than 
mainstream economic models have predicted. A few have even claimed that cap-and-trade will be a net 
benefit to the economy. In reality, the costs of cap-and-trade to consumers will be much higher than the 
net loss of GDP predicted by the models. As Fred Smith, President of CEl, discussed in his February 13, 
2007 testimony before the Senate Committee on Environment and Public Works, the deadweight loss to 
the economy (expressed in lower GDP) does not include cap-and-trade’s much larger wealth transfer 
effects. 

The fact is that for many advocates, the primary attraction of cap-and-trade appears not to be reducing 
emissions, but rather the promise of colossal transfers of wealth from consumers to big business special 
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interests and to government. The European Union’s Emissions Trading Scheme is highly instructive on 
this point, as a major study by Open Europe, Europe’s Dirty Secret: Why the EU Emissions Trading 
Scheme Isn’t Working, shows in exhaustive detail. Emissions covered under the ETS have not declined, 
but electricity rates have increased significantly in most EU member countries and windfall profits have 
been realized by a number of companies. The price of rationing coupons has fluctuated wildly, and 
fortunes have been made on speculation and possibly by manipulation. My colleague, Chris Horner, has 
tracked the flagrant con games and corruption that are occurring under the ETS. 

And that 1 think is why many member companies of the U. S. Climate Action Partnership support cap- 
and-trade legislation. They hope in one way or another to get rich at the expense of American 
consumers. The leading boosters for the Kyoto Protocol and for cap-and-trade in the U. S. business 
community were initially the late Kenneth Lay, Chairman of the Enron Corporation, and Henry Paulson, 
when he was Chairman of Goldman Sachs. In recent years, the principal booster in the big business 
community has been Mr. James Rogers, who is now Chairman of Duke Energy. Not co-incidentally, I 
think, Mr. Rogers worked for Enron earlier in his career. There is simply a lot of money that could be 
made if the Congress would enact just the right sort of cap-and-trade. 

That brings me to what I consider the most disturbing thing about the Waxman-Markey draft. The 
official summary released by the Committee states that, “The global warming provisions in the discussion 
draft are modeled closely on the recommendations of the U. S. Climate Action Partnership (USCAP), a 
coalition of electric utilities, oil companies, chemical companies, automobile manufacturers, other 
manufacturers and energy companies, and environmental organizations.” It should be noted that most of 
the environmental organizations that belong to USCAP largely serve as front groups for big business 
interests. Thus, the authors of the draft bill have invited the beneficiaries of what could turn out to be the 
bigge.st transfer of wealth from consumers to special interests in American history to write the rules for 
this legalized plunder. This is outrageous. It is like asking the foxes to design the chicken coop. 

For those who persist in claiming that cap-and-trade will not raise energy prices for consumers very 
much, let me quote two more realistic observers. Peter Orszag, who is now head of the White House 
Office of Management and Budget, testified on 24"' April 2008 when he was director of the 
Congressional Budget Office. He said: “Under a cap-and-trade program, firms would not ultimately bear 
most of the costs of the allowances, but instead would pass them along to their customers in the form of 
higher prices. ... Indeed, the price increa.ses would be essential to the success of a cap-and-trade 
program. ...” I would add only that the price increases would not be a one-time event under cap-and- 
trade, but would happen every year as the number of ration coupons available was reduced. And this is 
what then-Senator, now-President Barack Obama said in a n* January 2008 interview: “Under my plan 
of a cap-and-trade system, electricity rates would necessarily skyrocket.” 

As for Titles 1 and II, I will make only two observations. While it is not at all clear that the primary 
purpo.se of the bill is to reduce greenhouse gas emissions, if that is indeed the purpose of the bill, then the 
specific mandates and standards in Titles I and II would be counter-productive to the working of the cap- 
and-trade regime created in Title III. As many economists have pointed out, a cap-and-trade regime 
works much more efficiently to reduce emissions if there aren’t a lot of other mandates and standards that 
obstruct and complicate the efforts by covered entities to seek out the lowest-cost reductions. Thus 
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instead of coupling cap-and-trade with even more specific mandates and standards, it would be much 
more rational to repeal all the existing specific mandates and standards, such as the Corporate Average 
Fuel Economy standards or the bio-fuel mandates. 

My second observation on Title I is that it is all well and good to mandate a renewable energy 
requirement for electric utilities or a low carbon fuel standard for transportation fuels. It is quite another 
thing to actually meet those mandates. As a February 23"* story by Jim Tankersley in the Los Angeles 
Times reported, the only thing standing between green energy and reality are a series of major 
technological breakthroughs. The entire bill is, as my colleague Mario Lewis often puts it, an exercise in 
putting the regulatory cart before the technological horse 

The American Clean Energy and Security Act would be, as another colleague, Iain Murray, has observed, 
a perpetual anti-stimulus program if enacted. Most of the policies in the bill are being tried in the 
European Union and are failing. Greenhouse gas emissions have been increasing at a faster percentage 
rate in most EU- 1 5 member nations than in the United States. At the same time, a great deal of money is 
being spent on producing renewable energy and on energy efficiency measures. The EU undertook these 
expensive projects with the understanding that they would be expensive. But at the time, the EU was 
experiencing solid economic growth. Their calculation was that they could afford more expensive wind 
and solar energy and that efficiency measures w'ould eventually pay for themselves. As a recent study by 
Dr. Gabriel Calzada, an economics professor at King Juan Carlos University in Madrid, has concluded, 
the costs of new green energy are enormous and are no longer affordable during the current severe 
economic downturn. 

But what about California? Governor Arnold Schwarzenegger and some prominent Members of 
Congress from California, have touted California's energy and global warming policies as a successful 
model for the nation to follow. A paper published by CEI by Tom Tanton, a leading expert on 
California’s energy policy, demonstrates the falsity of these claims in detail. California’s economy is in 
freefall and high energy prices are one of the cau.ses. It is true that per capita carbon dioxide emissions 
have remained flat in California for many years, but that result has been achieved by driving energy- 
intensive industries out of California. For example, only a small fraction of the vehicles sold in California 
every year are now produced in California. They are produced in States with lower energy prices and 
higher per capita carbon emissions. 

The fact is that the only demonstrated method for cutting emissions significantly is economic collapse. 

As Czech President Vaclav Klaus has remarked, he knows how to cut emissions; they did it when 
communism was overthrown in Czechoslovakia. Although I doubt that Titles I, II, and III would deliver 
the kind of cost-effective emissions reductions that the bill’s advocates claim is their goal, I do think that 
Title IV offers some hope for drastic emissions cuts. Provisions in Title IV would almost certainly 
provoke a trade war and cripple international trade. That is a recipe for the global economic collapse that 
could quite easily meet the fanciful targets for emissions reductions advocated, for example, by former 
Vice President Al Gore, 
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Mr. Markey. Thank you, Mr. Ebell, very much. You hit the num- 
ber right on the minute. Let me turn now and recognize the gen- 
tleman from Texas, Mr. Gonzalez, for a round of questions. 

Mr. Gonzalez. Thank you very much, Mr. Chairman. 

And I wasn’t going to ask Mr. Ebell any question, but I, where 
did all those jobs go, that left California? 

Mr. Ebell. You know, I think most of them went either abroad 
or to the heartland states that have lower energy prices, lower 
taxes, a less stringent regulatory atmosphere, and have. You know, 
I remember when Dr. John Christy from the University of Alabama 
at Huntsville testified, I think before this committee, and he said 
you know, California used to have a vibrant auto industry, but in 
2008, more automobiles will be assembled in Alabama than any 
other state. We have workers who do harder work, and we have 
lower 

Mr. Gonzalez. Mr. Ebell, the reason I ask is, look, this is the 
obvious, and we go around and around on these things, and I really 
don’t get something as fundamental as why some jobs leave certain 
jobs. Sometimes, it is just that there are certain concerns that are 
addressed in certain areas, that may not be in others, and it in- 
creases the cost of labor, such as fair wages, a living wage, safe 
working conditions, small things like that. 

I am sure this country could still be incredibly productive at in- 
credibly low cost had we maintained something like slavery, or 
maybe just forgotten about child labor, or safe working conditions, 
or minimum wage. There is all sorts of ways to reduce cost. I would 
like to think that we have matured and developed as a country, 
where sometimes, we just do that which is fair, equitable, and 
right, even though it may increase the cost. And I think there is 
a fundamental philosophical difference, I think, that is going on 
here. 

But let us just get to the matter at hand. Dr. Keohane and Dr. 
Kreutzer, the only thing that you all share is the first letter of your 
last names, because it seems. Dr. Kreutzer, you simply don’t be- 
lieve that there is a need to act on greenhouse gas emissions. 
Would that be a fair statement? I want to start off with that. I 
mean, I really want your honest answer, because I thought we de- 
bated that. I thought we were past it. But if that is your premise, 
then it goes to the very heart of maybe some of your opinions. 

Do you believe we should be taking any action on reducing green- 
house gas emissions? 

Mr. Kreutzer. I can only talk about the ones that are being pro- 
posed in this bill and elsewhere. 

Mr. Gonzalez. No, no. 

Mr. Kreutzer. The cost 

Mr. Gonzalez. Well, let us forget about this bill. Should we be 
addressing it in any form or fashion? 

Mr. Kreutzer. If it is free, yes. OK. Why not? But it is not free. 
That is the problem, and 

Mr. Gonzalez. So, what would be the alternative? 

Mr. Kreutzer. And Dr. Keohane said that this bill would solve 
the climate change problem. It doesn’t even come close to hav- 
ing — 

Mr. Gonzalez. All right. So, you are just 
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Mr. Kreutzer [continuing]. Impact. 

Mr. Gonzalez. It is the approach that you object to, hut you be- 
lieve, as your colleague 

Mr. Kreutzer. I don’t — I don’t 

Mr. Gonzalez [continuing]. Believes, that truly, gas emissions, 
or greenhouse gas emissions truly pose a problem, and one that 
needs to be addressed? 

Mr. Kreutzer. They don’t pose — I don’t think there is enough 
evidence to say there is catastrophic problems coming down the 
road from greenhouse gas emissions. 

Mr. Gonzalez. All right. 

Mr. Kreutzer. All right. You know, there will be some increase 
in sea level. There will be some without greenhouse, without man- 
made greenhouse gas emissions rising. There will be some when we 
cut it back by, you know, 70 percent or 80 percent. All right. And 
I would like to have an economy that is strong enough that when 
we have the climate variability that we are going to have with or 
without climate action, that we have an economy that is strong 
enough to get through it, as we have done for the past couple of 
hundred years. We are getting stronger and stronger. We are going 
to be able to handle a foot and a half of sea level rise. And we are 
not going to stop it with this bill, and that is the problem. 

It is huge cost, very little benefits, and I wish this committee 
would look at what is the benefit? If you, this isn’t denier math, 
that isn’t fiat Earth math. This isn’t man never went to the Moon 
math. The IPCC says that a doubling of CO 2 emissions will lead 
to a 2 to 4.5 degree increase in world temperature. The EPA, look- 
ing at the Lieberman-Warner Bill, said that bill would lower green- 
house gas emissions from about 719 parts per million to about 695. 

Mr. Gonzalez. Let me ask. Dr. Kreutzer 

Mr. Kreutzer. That is a 0.1 to 0.2 

Mr. Gonzalez. Well, what you are saying is we have plenty of 
time, and whatever is inevitable is something we could handle 
along the way, as long as we have a strong, robust economy. 

Now, if you were wrong, what might be the consequence of too 
little, too late, or would you be able to even address the adverse 
effects at a later date? 

Mr. Kreutzer. We would be able to address that at a later date, 
if it 

Mr. Gonzalez. All right. That is 

Mr. Kreutzer [continuing]. Becomes clear that 

Mr. Gonzalez [continuing]. When I want to go to Dr. Keohane. 
Do you agree with any of those basic premises? One, that it really 
doesn’t pose a danger, we don’t need immediate action? If, as in 
when, we will be able to deal with it. 

Mr. Keohane. It won’t surprise you to know. Congressman, that 
I don’t agree with those premises. I think the — I am not a scientist, 
but I read the science and I talk to scientists, and I think the 
science is clear that if we don’t do anything about climate change, 
the consequences will be catastrophic, that unchecked climate 
change is going to lead to severe and real economic damages. 

I mean. Dr. Kreutzer says that addressing it won’t be free. The 
thing that won’t be free, the thing that is really going to cost us 
is the damages from climate change if we don’t do anything about 
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it. This is a problem where we are not taking account of those costs 
at all in what we are doing right now, and that is the most impor- 
tant problem that we have to solve. 

Now, this is a global problem, and this is a problem that will re- 
quire concerted international action to address, but the U.S. is part 
of that community, and we need to take the lead, and that is what 
this bill would do. 

Mr. Gonzalez. Thank you, Mr. Chairman. 

Mr. Markey. Thank you. The gentleman’s time has expired. The 
chair recognizes the gentlelady from Tennessee, Ms. Blackburn. 

Ms. Blackburn. Thank you, Mr. Chairman, and thank you all 
for your patience today. This has been absolutely fascinating to lis- 
ten to, and to hear the different opinions. 

Mr. Cicio, I think I want to start with you, because I appreciated 
what you said. We should not jeopardize our competitiveness. 

Mr. Cicio. Well, absolutely. We shouldn’t. Our organization and 
our companies have done an incredibly great job of continuing to 
reduce their energy consumption, because it makes us more com- 
petitive, and higher costs are OK, but you have got to have higher 
costs on our competitors overseas, or we lose the jobs. 

Ms. Blackburn. Well, and I would like to come, I would like for 
you just to touch on what you think the electric industry will do 
to achieve efficiencies and meet the renewable electricity standards 
that are in the proposed legislation, and how you balance that, and 
how we still remain globally competitive with goods. 

Mr. Cicio. Well, the Renewable Portfolio Standard is only one 
part of the challenge of higher electricity costs. For one, paper com- 
panies, which are some of my companies, use that, use renewable 
energy to biomass as a raw material feedstock. And if electric utili- 
ties are utilizing that to meet the standard, it could put the paper 
business industry out of business. 

Ms. Blackburn. OK. 

Mr. Cicio. But states are endowed with different renewable re- 
sources, and that is why our view is that that is the decision that 
should be made at the state level, where they know how much re- 
newable resources are available and at what cost. 

Ms. Blackburn. And can make those appropriate adjustments. 

Mr. Cicio. Yes, ma’am. 

Ms. Blackburn. Mr. Kreutzer, when I was talking with Mr. 
Chu, and questioning him earlier today, I asked him about the 25 
percent standard, and working toward that by 2025, and he said 
it was going to be easily achieved. So, do you agree or disagree 
with that? 

Mr. Kreutzer. Well, it is going to be costly. We actually, in our 
analysis, we gave that away. We said let us assume that all of the 
renewable standards set up by the states can be met at reasonable 
cost. So, when we did our analysis of Lieberman- Warner, this very 
difficult to achieve standard, we said we are going to meet that. 
Still, $5 trillion worth of lost GDP in 20 years, $5 trillion worth of 
energy taxes, three million lost manufacturing jobs. All of that was 
even though we assumed we could meet the Renewable Portfolio 
Standard that was a little bit less, but close to 25 percent. 

Ms. Blackburn. OK. Mr. Hayward, when I had talked with Sec- 
retary LaHood, I asked him about, and then, subsequently Mr. 
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Chu, about the Low Carbon Fuel Standard and the effect on prices 
at the pump. And, as we look at transportation fuels. And will it 
lead to greater or lessened dependence on foreign oil? 

Those are two issues that we hear a lot about from our constitu- 
ents. They are concerned about the dependence issues. They are 
concerned about the price at the pump, so as you look at the low 
carbon standards, what do you think? 

Mr. Hayward. Oh, boy, I have a hard time making up my mind 
about that. Because there are so many moving parts. I mean, the 
big, one of the big problems to try and solve in transportation is 
how do we have a portable fuel? I mean, that is why we want gaso- 
line or diesel or biofuels or something. You want something to put 
in a tank, or in an energy supply for a car, so we talk a lot over 
the years about hydrogen. We are talking about plug-in hybrids 
with much bigger battery capacity. We are talking now about, 
biofuels from algae is being talked about. 

The difficulty here is once again, if the government tries to pick 
winners, you may actually clog up the market for innovation. I 
don’t know that anybody is really happy about the way the whole 
ethanol business has gone, including most environmentalists, but 
yet, we are kind of path-dependent on that now, because you have 
a lot of powerful interests who don’t want to change the program 
there. I think that is a good example and case study of how you 
can actually retard progress. 

So, you know, I try to keep an open mind about that, but that 
is, I think, very hard to predict, how that is going to turn out. 

Ms. Blackburn. Well, but my constituents say, is this going to 
cost us more, or is it going to save us money? So, where do you 
think that is going to come down? 

Mr. Hayward. In the short run, it is going to cost you more, I 
would think. 

Ms. Blackburn. Cost more. 

Mr. Hayward. Long run, I don’t think anyone can say. 

Ms. Blackburn. Thank you. I am out of time, Mr. Chairman. I 
have got a couple of other questions. I will submit those. 

Mr. Markey. And we will ask the witnesses to respond in writ- 
ing to those questions. The gentlelady’s time has expired. The chair 
recognizes the gentlelady from California, Ms. Matsui. 

Ms. Matsui. Thank you, Mr. Chairman. Mr. Chairman, I saw a 
recent analysis from Mr. Knobloch’s group that stated some inter- 
esting facts. 

In 2007 and 2008, more wind power was installed than in the 
previous 20 years combined, and more than 70 wind turbine com- 
ponent facilities opened, expanded, or were announced. The Renew- 
able Electricity Standard that this legislation contains is an eco- 
nomic engine for the future. According to the Union of Concerned 
Scientists, an RES would create 297,000 new jobs in renewable en- 
ergy development. A robust RES would drive investment to the 
tune of $263.4 billion in cities and towns across this country. We 
can achieve these economic benefits even while taking the equiva- 
lent of 45.3 million cars off our roads. 

Mr. Knobloch, in my hometown of Sacramento, we are attempt- 
ing to create a center of clean energy technology that would drive 
our local economy, and I visited a number of these new regional 
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companies when I was back home last week. With this background, 
I am interested in hearing your thoughts on the job creation com- 
ponents of this legislation. 

Can you expand a bit on what types of jobs would be created 
with this legislation? 

Mr. Knobloch. Thank you, Congresswoman. 

You know, the great thing about the Renewable Electricity 
Standard debate is that we are not dependent on modeling. We can 
look at the 28 states that have adopted a renewable electricity 
standard, and the success of that policy has been tremendous. At 
least half of those states have gone back before the time limit for 
the increase percentage of renewables and increased the percent- 
age, because they were doing so well. A state like Texas, years 
ahead of the timeframe went in and doubled the amount of renew- 
ables that they would expect from that policy, and now, Texas is, 
of course, the national leader in wind power, and has three times 
the installed wind electricity of the State of California. 

And you can also look to before there was any renewable elec- 
tricity standard policies. The renewable sector was floundering. 
And so here, what happened was that government came in, set a 
standard, did not pick winners and losers, technological winners 
and losers. It did define what is renewables, and there are some 
very legitimate debates going on as to what belongs in there. 

Ms. Matsui. Now, some opponents of this legislation argue that 
new jobs would only be created because other jobs will be lost. In 
the case of RES, is this a zero-sum game when it comes to jobs, 
or are the hundreds of thousands of jobs it creates going to be on 
top of the existing job figures? 

Mr. Knobloch. Well, this analysis that you are referring to, 
which is not part of our blueprint, it was a separate analysis, 
showed that the renewables sector, that a national renewable elec- 
tricity standard would create three times the number of jobs that 
would be created in the same time span in the fossil fuels sector. 
So, it nets out positive when it is well designed. 

When you listen to any kind of jobs analysis, you want to be sure 
that there is a control for what is happening in the economy al- 
ready, and get your arms around that, but we are quite confident 
that whether it is, you know, the steelworkers in Pennsylvania who 
got laid off, and are now building towers for wind turbines, truck- 
ers, people who pour concrete, people who design wind turbines 
and the associated machinery, there is dozens of different job dis- 
ciplines that go into making this technology. 

Ms. Matsui. I would like to turn to something that is really 
something in my district, I represent the most at risk river city in 
the Nation in Sacramento, and studies are seeing that the Sierra 
Nevada snowpack would disappear under a business as usual sce- 
nario. So, that represents great challenges to my district. 

This is to Dr. Keohane. With this in mind, will you please ex- 
pand on the point you made in your testimony, that the threat 
from water-related impacts of climate change could be in the bil- 
lions of dollars? 

Mr. Keohane. Absolutely. That was a quote from a study that 
Frank Ackerman at Tufts LJniversity did, as part of just looking at 
four types of impacts on the United States, one of them being in- 
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creased water scarcity, and when they added up all those four anal- 
yses, all those four costs, the other were increased energy costs and 
coastal flooding, which is important in other areas of the country, 
and also, increased hurricane intensity, they got hundreds of bil- 
lions of dollars in costs from unchecked climate change. That is 
what we would pay in business as usual. That is why I said it 
wasn’t free not to do anything about this. And that is just from 
those four costs. That excludes a huge other number of damages. 
So, that kind of concern, that is going to be, the water scarcity is 
going to be relevant to the American West, and there are going to 
be other concerns that are relevant to other parts of the country. 

Ms. Matsui. I thank you. I see my time is up. 

Mr. Markey. The gentlelady’s time has expired. The chair recog- 
nizes the gentleman from Michigan, Mr. Upton. 

Mr. Upton. Well, thank you, Mr. Chairman, and I am delighted 
that this is the last panel. We have had eight hours panel, almost, 
today. 

Mr. Markey. This is not the last panel. 

Mr. Upton. Today, it is, the last panel today, right? 

Mr. Markey. No. One more to go. 

Mr. Upton. There isn’t another panel. There is not another 
panel. There is? 

Mr. Markey. This is an all you can eat. It is all you can eat. 
There is no 

Mr. Upton. Who is on the fourth panel? Raise your hand? Oh, 
I am sorry. I will stay. I am sorry I asked that question. My time 
really shouldn’t be — I was going to say that 

Mr. Markey. Let us start. We are going to start. The gentleman 
was a little bit disoriented, and we are going to start again. 

Mr. Upton. I didn’t realize. I have this big list, I just didn’t turn 
the page, but there it is. I was going to say that I am looking for- 
ward to co-hosting with you tonight, with Disney, the show Earth. 

Mr. Markey. Perhaps you will be hosting. 

Mr. Upton. Is this another panel after this one? 

Mr. Markey. No, no. 

Mr. Upton. I actually have a detail for us, in terms of our re- 
marks tonight, so maybe I will get your time. Anyway, I just want 
to say a couple things. 

For me, I do want to see emissions reduced. I want to see plenty 
of incentives to provide cleaner energy for all of our citizens, but 
I also want it to be fair, and I don’t want to put the U.S. at a big 
disadvantage, and the headlines that I cited in my opening state- 
ment some eight hours ago, with India and China not willing to 
participate, and every opportunity that they have been given, and 
whether it is before this committee in the last year, or now, in pub- 
lic statements, I think puts our Nation at a severe disadvantage. 

And it is not that we are going to do nothing. We are going to 
do a lot, whether it is with energy appliance standards, it is with 
building standards. It is with lighting standards. It is with auto 
standards. It is, there is a lengthy list that, in fact, we are going 
to do a lot to reduce our emissions. And when I look at, what I 
cited this morning, and that we have had, in essence, comparable 
growth, the United States and EU. They had a cap and trade 



314 


scheme. They desperately want us to participate with them, be- 
cause their emissions went up while ours went down. 

There was significant leakage, I think, of johs. Their energy 
prices did go up, and when we hear from the Chairman of AEP, 
who testified at some point in the last couple weeks that they 
thought that their energy prices in Ohio would go up 40 to 50 per- 
cent, because Ohio uses more than 90 percent coal, we know that 
that is the same for Indiana. Michigan is about 60, 65 percent. 
Those costs get passed along, and yes, you can help with the sub- 
sidies, I guess run a little bit along the lines of LIHEAP for low 
income individuals, so that they don’t bear the brunt of that higher 
cost, and Dr. Hayward, I loved your example on cigarettes. 

But the jobs don’t stay. Not when they can go someplace else at 
a lower cost, knowing that they are competing in a global economy. 
And so, what we want to do is, and there is no off-ramps, from my 
read of this legislation. Yes, there is some discussion with the idea 
of allowing us to have an important that somehow would be WTO 
amenable, but again, the jury is out. I don’t know whether that is 
going to work or not. 

I have a feeling, Mr. Chairman, that we are going to have a vote 
on whether or not the Administration ought to have 100 percent 
auction here. I know the Administration supported that in the tes- 
timony that they gave in the first panel today. We will find out 
where the votes are, whether that ought to be part of the package, 
and what happens if, in fact, it is an amendment that is adopted. 

Mr. Ebell, your comments, I think, were right online, as we look 
at the costs associated, and what is going to happen to businesses. 
But how do you counter that with Dr. Keohane’s — am I saying that 
right? Keohane? It is not right. 

Mr. Keohane. Keohane, but it is close. 

Mr. Upton. Keohane, all right. Is it spelled right? All right. I 
mean, how do you comport that, your two testimonies together. Dr. 
Keohane says that it is going to be $0.07 to $0.10 a day, and yet, 
we hear some pretty different numbers when we actually go into 
the field, at least as we look at the Midwest. 

Mr. Ebell. Thank you. Representative Upton. I appreciate your 
leadership on this issue. We know it can’t be that inexpensive. If 
it were that inexpensive, we wouldn’t be having these rancorous 
debates. 

The fact is that energy prices have to go up significantly if emis- 
sion cuts are going to be made. President Obama recognized this 
when he was running for President, and he said: “Under my plan 
of a cap and trade system, electricity rates would necessarily sky- 
rocket.” Peter Orszag, now the head of 0MB, then head of CBO, 
when he testified here, said this won’t work unless prices go up. 

In the European Union, there has been tremendous consterna- 
tion about the price of the rationing coupons, because they yo-yo 
up and down, and the people who want to, who are actually serious 
about making emissions cuts, keep pointing out that the price has 
to stay up in order to force emissions down. When it keeps yo-yoing 
up and down, nobody has an incentive to reduce their emissions, 
because they are going to hope that they are going to get some 
cheap rationing coupons, you know, if not this month, next month. 
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So, I just think it is beyond believability that this is going to be 
inexpensive. It is going to be incredibly expensive. 

Mr. Upton. So, the answer is yes. Go ahead. 

Mr. Keohane. Thank you. Well, with all due respect, I don’t — 
I am not quite sure how Mr. Ebell knows that it can’t possibly be 
as inexpensive as the best analysis we have from the best economic 
models we have, which is what the EPA analysis represents. That 
is what those models estimate. Now, sure, there are, you know, the 
models aren’t perfect, but if you look at the record, we have always 
overestimated the costs of environmental regulation. That was a 
finding by some researches at Resources for the Future, who looked 
at and found a consistent pattern of overestimation, and that’s be- 
cause frankly, we don’t know how to model technological change, 
and these models, these analyses, can’t capture the scope of techno- 
logical change that we will see when we use a market-based system 
that unlocks American innovation. 

Mr. Upton. Well, just to close, because my time is expired, it 
seems like based on what you just said, maybe we ought to have 
an amendment that would offer a safety valve, that if it goes up 
more than $0.20, the whole thing will be struck after the enacting 
clause. Maybe we will see an amendment like that. Thank you. 

Mr. Markey. ok. The gentleman’s time has expired. The chair 
recognizes the, the chair is uncertain here. I am going to continue 
to recognize members of the minority. OK, the chair recognizes the 
gentleman from Texas, Mr. Hall. We can go to Mr. Shimkus if you 
like, Mr. Hall. 

Mr. Hall. I am sorry that I haven’t been here, because it seems 
like you all are having so much fun in here when I got here. I will 
stay a while. I want to ask some questions, and thank you, Mr. 
Chairman, for recognizing me, and thank you for accepting that 
Washington Post. I appreciate that. 

You know, it is my opinion, and the opinion of most of us over 
here, and the opinion of maybe half of you out there, that we are 
going to be in a weakened competitive position in the United States 
under cap and trade. I believe it deeply, and have a lot of reasons 
to believe it, and you all are in responsible positions, and know 
more about your business than I know about your business, but I 
know you are a businessman, successful, or you wouldn’t be here. 

So, I just can’t see why you can’t understand, if you don’t under- 
stand, why we wouldn’t be in a weakened competitive position 
under cap and trade as it is written here. We — I have — the chair- 
man is a good friend of mine, and I like the chairman. We elect 
one another, I think. I criticize him in his district, and he criticizes 
me in mine, but we have a mutual understanding, and I respect 
him. I really do. And he is funny. 

But in the Washington Post, China hopes climate deal omits ex- 
ports. Now, this ought to tell you how China thinks, and they are 
one of the big players, they are the big player in this, other than 
us, and if they don’t play, and I mentioned this this morning, it is 
a little bit, maybe, simple, but when you go to Wal-Mart or Sears, 
or your wives go to Neiman’s, or anywhere, you are going to see 
a machine on your way out, that you got to go by that machine. 
It is called a cash register, and you have to pay, and somebody has 
got to pay. And China has never indicated, in one instance, that 
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they want to pay their share, and they are polluting the air as we 
sit here today, and I think I read the other day where about every 
sixth day, they open a plant that is not conducive to clean air. 

And I am very pro-coal. I am pro-nuclear. I live in Texas, and 
we have fossil fuels there, and I don’t know how we are going to 
do away with fossil fuels. Of course, we have to have technology 
and keep continuing to pursue cleansing. Anybody in their right 
sense knows that, but anybody that thinks we can just overnight 
do away with fossil fuels is just dreaming. They are just thinking. 
And it would be wonderful, but that hasn’t happened, and elements 
here in Washington and around the country have fought us drilling 
offshore, fought us drilling off the coast of Florida, fought us from 
drilling up in ANWR, and we could, we don’t even have to have any 
help from anybody else. We have plenty right here at home if we 
could just mine it, and we should have. But we haven’t. 

So, we find ourselves in the position where it is China, one of the 
big players, not only won’t agree to curtail their polluting the skies, 
but I think they are insolent enough to indicate, and I am going 
to read you a little bit from this Washington Post deal. It says: 
“Countries importing Chinese goods should be responsible for the 
heat trapping gases released during manufacturing, a top Chinese 
official said yesterday.” That was Li Gao, I don’t know if that is the 
right pronunciation, but that is the way it looks to me. Anyway, he 
is the climate change, he directs the Climate Change Department 
at the National Development and Reform Commission. So, he is the 
top guy, so far as I know, over there. He is their top climate nego- 
tiator, and he said that, and he said: “As one of the developing 
countries, we are at the low end of the production line for the glob- 
al economy. We produce products, and these products are consumed 
by other countries. This share of emissions should be taken by the 
consumers, not the producers.” They are not even willing to pay for 
their own emissions. 

Now, please take that into consideration when you make your de- 
cisions. So, I would ask this question. What evidence, and I will 
begin over here, Mr. Ebell, I can’t see that far, but Mr. what is his 
name? Mr. Ebell. That is what I thought it said, but I couldn’t pro- 
nounce it. 

What evidence does U.S. CAP have that China and other devel- 
oping nations will not take strategic advantage of what will be a 
weakened competitive position of the United States under cap and 
trade? 

Mr. Ebell. Representative Hall, I don’t believe that they have 
any evidence, and in fact, I think they do plan to take competitive 
advantage, and they also want to be paid for their emissions reduc- 
tions. And I think you can see how expensive it is going to be to 
reduce emissions, because everyone believes it will be cheaper to 
reduce emissions in developing countries than it will be in the 
United States, and yet, they are talking, in the European Union 
and in China and in India, about sending hundreds of billions of 
dollars a year to developing countries to reduce emissions. So, the 
idea that the EPA model is believable, no, it doesn’t pass the laugh 
test. 
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Mr. Hall. Absolutely an indication, not an indication, it is just 
proof that they are not going to play fair with us. They are not 
going to take care of their emissions. Go ahead, sir. 

Mr. Keohane. I just wanted to say, again, with respect to my fel- 
low panelists, I think the best judges of the businesses and the 
competitive positions of the U.S. CAP companies are those U.S. 
CAP CEOs and not Mr. Ebell, and I will say there is, in this bill, 
I think these concerns you have laid out are real, but the bill has 
provisions to deal with them. And I think the way forward is for 
the United States to do what it has always done best, which is to 
lead. And if we lead on this crucial issue, then we will be producing 
the next generation of low carbon technologies here at home. We 
will be exporting them instead of importing them from others. 

Mr. Markey. The gentleman’s time has expired. 

Mr. Hall. May I make one last statement to the gentleman? 

Mr. Markey. Yes, you may. 

Mr. Hall. The cash register that I spoke about is in all of these 
countries, China, Russia, they are going to walk, you are going to 
allow them to walk right by the cash register and leave it to the 
children that are unborn today, taxes to fall on their backs. I don’t 
believe you really want to do that. I yield back my time. 

Mr. Markey. The gentleman’s time has expired. The chair recog- 
nizes the gentleman from Illinois, Mr. Shimkus. 

Mr. Shimkus. Thank you, Mr. Chairman. Appreciate the hearing 
and being patient. I appreciate the panel for staying as long as you 
have. 

A couple things. I asked this question to an earlier panel. Does 
everyone agree that India does not have a low carhon fuel stand- 
ard? Everybody is nodding in agreement with that. Does everyone 
agree, I am just doing this quickly, so I can get to other questions. 
Does everyone agree that China does not have a low carbon fuel 
standard? OK. Everybody is shaking their head. Mayor, do you 
agree? Thank you. 

What about, does everyone agree that India currently is not 
under a cap and trade regime? Does everyone agree with that? And 
Mayor, you too? OK. And does everyone agree that India is not 
under a cap and trade regime? OK. Well, with heads nodding in 
assent. 

One of our problems is that, and I have used this terminology 
numerous times, all the pain and no gain, because there is really 
a debate about whether countries will comply, if our leadership will 
spur an international accord. So, briefly, do you agree that if we 
lead, China and India will comply to a low carhon fuel standard 
and a cap and trade regime. Real quickly, if you can get yes and 
no, Mr. Ebell, you had first. Microphone. Be quickly, though, yes 
or no would be helpful. 

Mr. Ebell. Yes. I think we can guarantee it, if we put a provi- 
sion in the bill saying it will not go into effect until there is an 
international agreement that has been ratified that is binding. 

Mr. Shimkus. And we used to talk about that. We used to use 
the terminology of an off-ramp, but that has been jettisoned. Dr. 
Keohane. 
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Mr. Keohane. I will say if we do not do anything, then they 
won’t take a cap on their own, hut if we do lead, that is the only 
way we will get there. 

Mr. Shimkus. No, will they? Yes or no. Will they, if we do lead, 
I guess is the question. You believe they will. 

Mr. Keohane. I think if we do lead, China and India will follow. 

Mr. Shimkus. China will do it, and India will both do low carbon 
fuels and a cap and trade. 

Mr. Keohane. I think, I don’t know what mechanism they will 
use, but I think if we lead, we will see China and India 

Mr. Shimkus. OK. OK. Great. 

Mr. Keohane [continuing]. Follow on our 

Mr. Shimkus. Thank you. Mr. Kreutzer. 

Mr. Kreutzer. I don’t think they will. They certainly won’t ac- 
cept a cap that the EPA assumes, which will be about half of the 
one we are getting. 

Mr. Shimkus. OK. Dr. Hayward. 

Mr. Hayward. I think it is very unlikely. Here is the problem. 
Even in an optimistic scenario, a lot of low carbon technologies that 
we can afford as a rich country are still going to be more expensive 
than fossil fuels for developing countries who, by the way, control 
about 80 percent of the world’s fossil fuels. It takes quite a flight 
of fancy, it seems to me, to think that they are not going to use 
those fossil fuels, especially if they get cheaper on the world mar- 
ket as we use less of them. 

Mr. Shimkus. OK. Mr. Knobloch. 

Mr. Knobloch. I think we are leaving a vacuum. I think if we 
lead, they will. China today has a national renewable electricity 
standard. They have fuel economy standards that are competitive 
with 

Mr. Shimkus. They are also building a new power plant, coal- 
fired power plant every week. 

Mr. Knobloch. Yes, sir, that is so. 

Mr. Shimkus. OK. 

Mr. Knobloch. But if we don’t lead, it is assured that they won’t 
adopt that policy. 

Mr. Shimkus. Oh, you think they will comply, if we move, on 
both low carbon fuel 

Mr. Knobloch. I think if 

Mr. Shimkus [continuing]. And cap and trade regime. 

Mr. Knobloch. I think if we lead, and they, and we lead broadly 
in negotiations, and they accept a cap, then some of these policies 
will flow from there. 

Mr. Shimkus. OK. Mr. Cicio. 

Mr. Cicio. I don’t. I don’t. I don’t think so, and particularly for 
the industrial sector, which is their engine of jobs growth, so I don’t 
think so. 

Mr. Shimkus. Mayor. 

Mr. Fetterman. I do believe they will eventually follow, because 
the practices that they are currently engaging will, are not sustain- 
able environmentally, and it will lead to an environmental catas- 
trophe. 

Mr. Shimkus. Well, yes, and I would, and I don’t want to debate 
you, but carbon dioxide is not a toxic pollutant. 



319 


Mr. Fetterman. I am sorry, what was that? 

Mr. Shimkus. Carhon dioxide is not a toxic pollutant. Would you 
agree with that? 

Mr. Fetterman. It is toxic in excessive amounts. 

Mr. Shimkus. It is not. Does everyone — does anyone believe that 
carhon dioxide is a toxic pollutant? At 15 — and we are at, in the 
atmosphere right now? 380. OK. Let me go, and so much to dis- 
cuss. 

Let me talk about real jobs for a second. I just toured a supercrit- 
ical new coal-fired power plant in Lively Grove, Washington Coun- 
ty. Washington County has 15,000 employees. This power plant is, 
right now has 1,200 construction jobs, an additional 400 building 
a coal mine across the street that will have 500 full-time power 
plant jobs, and 400 coalmine jobs once in operation. Those are real 
jobs that are at risk. Because what happens in carbon dioxide cap- 
ture and sequestration, 40 percent, and I will end on this, Mr. 
Chairman, 40 percent, 100 percent of the electricity output will 
then be cut to only 60 percent that can go on the market, because 
it is going to take 40 percent of the energy created by this power 
plant to initiate the carbon capture and sequestration provision 
that is limiting its ability to really get a return on the investment. 

Mr. Markey. ok. The gentleman’s time has expired. The chair 
recognizes the gentleman from Texas, the Ranking Member of the 
full committee. 

Mr. Barton. Thank you, Mr. Chairman. I am not going to ask, 
I don’t think I will take the full five minutes. Mr. Cicio, is it your 
view that there should be no cap and trade program at all? Is that 
a fair assessment? 

Mr. Cicio. We, as an organization, have not taken a position ei- 
ther for or opposed. What we look at is cost effectiveness, cost num- 
ber one, cost number two, cost number three. In my testimony, I 
said that our industry has done an incredibly good job of con- 
tinuing to drive down energy consumption and the resulting green- 
house gas emissions. We do not support policies, any policy, a cap 
and trade policy or any other policy that is not cost effective. 

Mr. Barton. Well, then let me ask it a different way. Can you 
develop a cap and trade program that doesn’t add cost to the econ- 
omy? 

Mr. Cicio. No, sir. I would say in my opinion, that is not pos- 
sible. 

Mr. Barton. OK. Mr. Hayward, it says that you are a 
Weyerhaeuser Fellow. That is a forestry company. Do you think 
that we can reforest America with enough offsets to cover the al- 
lowances in, if we had a cap and trade bill that didn’t give away 
allowances? That is a terribly complicated question. 

Mr. Hayward. The Weyerhaeuser Chair at AEI is something the 
family set up over 30 years ago, at the same time they set up a 
chair at Yale University’s School of Forestry and Environmental 
Studies. I don’t do that much work on forestry, actually. I do the 
sludge part of the environment. 

But I have looked at some numbers of this. We have actually 
been reforesting pretty rapidly in this country, a million acres a 
year net forest growth in the 1990s, according to a study the Clin- 
ton Administration set in motion. But it is hard to get some num- 
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bers on this, but I think the general answer is no, you actually 
can’t take up all of our carbon emissions through carbon sinks. But 
some portion of them, and that I am hesitant to give you a figure 
on that, but it is not anywhere near enough to the targets that we 
are setting out for. 

Mr. Barton. I think, Mr. Keohane, do you want to answer that? 
Or are you just looking at him? 

Mr. Keohane. Well, I was actually going to highlight the enor- 
mous potential for helping to protect the tropical rainforests, and 
in doing so, reduce greenhouse gas emissions there, and help re- 
duce costs here at home. 

Mr. Barton. I am not opposed to tropical rainforest protection. 
My problem within the United States, if we set up an offset pro- 
gram, I am reasonably confident that we can enforce it and imple- 
ment it. I am not as confident overseas. So, my problem with the 
tropical rainforest is not that I don’t want to protect them, and I 
wouldn’t, and I would even be willing to figure out a way to give 
some credits, if we could ensure that they would actually be en- 
forced and implementable in those countries. And I don’t have that 
confidence level overseas. That is my problem, what you just said. 

Mr. Keohane. Well, I agree that enforcement and verification is 
crucial, but I think we have the satellite monitoring and the on the 
ground monitoring to do that reliably. 

Mr. Barton. My last question, I am going to ask this to my 
friend at the Heritage Foundation, if we have a renewable energy 
standard or a clean energy standard, should we include nuclear 
power? 

Mr. Kreutzer. Yes, I don’t understand why that gets left out. If 
the goal is CO2, and CO2 is the worry, nuclear produces essentially 
zero CO2 per kilowatt-hour. 

Mr. Barton. What about clean coal technology? 

Mr. Kreutzer. Clean coal technology, as Mr. Shimkus pointed 
out, is pretty expensive. Right now, we don’t have, those of us at 
Heritage, and I don’t speak for Heritage, but I know that some of 
the people I talk with are doubtful that it will be commercially 
available any time in the next couple of decades. That is our con- 
cern. 

Mr. Barton. But theoretically, it 

Mr. Kreutzer. The science is there, but you have to do some- 
thing in addition to pulling it out of the effluent, you have to put 
essentially supertankers per day worth of compressed liquefied CO2 
someplace. And I think that is a problem. 

Mr. Barton. Thank you. Thank you, Mr. Chairman. 

Mr. Markey. I thank the gentleman very much, and we thank 
the panel for your expert testimony, and if you would, please re- 
main available, because over the next several weeks, we would like 
to rely upon your expertise. Thank you all so, so much for your ex- 
pertise today. 

And we are going to now ask the next panel to come up to testify, 
as well, before the panel. 

Welcome, and we appreciate very much our final panel for being 
seated here. And we are going to begin by recognizing, excuse me, 
we are going to recognize first Mr. Frank Ackerman. He is a Senior 
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Economist from the Stockholm Environmental Institute at Tufts 
University. We welcome you, sir. 

STATEMENTS OF FRANK ACKERMAN, SENIOR ECONOMIST, 
STOCKHOLM ENVIRONMENTAL INSTITUTE— US CENTER, 
TUFTS UNIVERSITY; KATE GORDON, CO-DIRECTOR, APOLLO 
ALLIANCE; DENISE BODE, CEO, AMERICAN WIND ENERGY 
ASSOCIATION; DAVID MANNING, VICE PRESIDENT, EXTER- 
NAL AFFAIRS, NATIONAL GRID; AND YVETTE PENA, LEGIS- 
LATIVE DIRECTOR OF THE BLUE GREEN ALLIANCE 

STATEMENT OF FRANK ACKERMAN 

Mr. Ackerman. Thank you, and based on prior travel arrange- 
ments, I will have to leave the room no later than 6:45. I can an- 
swer questions. 

Mr. Markey. I think we are going to be able to accommodate 
you. 

Mr. Ackerman. OK. So, Mr. Chairman, members of the com- 
mittee, thank you for the invitation to testify on my research on 
the costs of climate change. 

This hearing comes at a crucial juncture, not only because a new 
Congress and a new Administration are beginning to make changes 
in climate policy. New initiatives are on the table, in part, because 
there has been a fundamental shift in the terms of the debate, with 
the controversy moving from science to economics. 

In the realm of science, the influence of an isolated handful of 
climate skeptics is rapidly waning. The world’s scientists have 
never been so unanimous and so ominous in their warnings of fu- 
ture hazards. But while the climate science debate is approaching 
closure, the climate economics debate is still wide opening. 

Climate change is happening. It is threatening our future 
wellbeing, but how much can we afford to do about it? The most 
powerful argument for inaction today is the claim that the costs of 
reducing emissions would be intolerable. The damage to the econ- 
omy, it is alleged, would be worse than the climate problem we are 
attempting to solve. 

Other witnesses have addressed the costs of climate policy. My 
testimony addresses the other side of the coin, the costs of inaction. 
Dr. Keohane mentioned this briefly in his remarks in the last 
panel. When it comes to climate change today, there is no longer 
any choice of avoiding all costs. The status quo is no longer an op- 
tion. That is, the costs of climate change are not a discretionary 
purchase, like choosing whether to buy a new car this year or wait 
another year. It is more like a homeowner deciding whether it is 
time to repair the ever-widening cracks in the foundation of a 
house. The longer you wait, the more expensive it will be. Wait 
long enough, and it may become impossible to save the house. 

My research shows that for the United States as a whole, even 
a partial accounting of the costs of inaction is well above 1 percent 
of GDP, rising steadily in dollars and as a percentage over time. 
For some parts of the country, such as Florida, a similar partial ac- 
counting of the costs of inaction in another study we did reaches 
5 percent of state income within this century. 
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For particularly vulnerable parts of the world, such as the is- 
lands of the Caribbean, the costs will be disastrously greater, with 
one likely consequence being a much increased flow of refugees out 
of that region. 

Damages that will result from inaction include, but are not lim- 
ited to the impacts of increasingly severe hurricanes, more coastal 
property at risk from rising sea level and storm surges, increased 
energy costs for air conditioning, as temperatures rise, growing 
scarcity and rising costs for water, losses in agriculture to hotter 
and drier conditions, and losses of tourism revenue as weather con- 
ditions worsen. 

My written testimony details these, and has references to the de- 
tailed studies from which they are taken. Rather than try to walk 
you through any of those calculations, I would like to take a 
minute to talk about what some of my newer research implies 
about an issue that came up in the last panel, about competitive- 
ness. 

I have been looking at the question of China’s trade and its car- 
bon intensity, and the remarkable fact is that China does not have 
a comparative advantage in carbon-intensive goods. China’s im- 
ports are as carbon-intensive as carbon-intensive as its exports, in 
a sense, more. China has a comparative advantage in low cost 
labor, and they export things that are based on low cost labor, 
which are not the carbon-intensive products in the world economy. 
It is completely a mistake to think that concerns about competitive- 
ness lead to thinking that China is going to rush ahead based on 
lower cost carbon. 

If we want to think about competitiveness on the environment, 
I think we would be more useful to think about the country that 
is really winning in world trade, in most recent years, which is 
Germany. Germany has high wages, it has high energy costs, and 
it has a renewable energy standard. It is part of a cap and trade 
system. It is the world-beater, in terms of exports, and they don’t 
seem to be crippled by those European environmental regulations. 
They have a big trade surplus in manufacturing. So, not only is 
China not the winner in carbon-intensive things. Germany has a 
lot of very carbon-intensive exports, but it is not necessary to cut 
wages to the Chinese level, to cut environmental regulations back 
to the Chinese level. 

Why is it that you can lead the world in exports with European 
wages, regulations, and energy costs? I think that is the question 
that we ought to be looking at before we jump to any conclusions 
about what small changes in climate policy are going to mean for 
competitiveness. 

So, thank you. I will be happy to answer questions if I am still 
here, or in writing, if I have to leave. 

[The prepared statement of Mr. Ackerman follows:] 
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Mr. Chairman and members of the committee. 

Thank you for the invitation to testify on my research on the costs of climate change. 

This hearing comes at a crucial juncture - and not only because the new administration is 
beginning to make changes in US climate policies. New initiatives are on the table, in 
part, because there has been a fundamental shift in the terms of the debate, with the focus 
of controversy moving from science to economics. In the realm of science, the influence 
of the isolated handful of climate skeptics is rapidly waning; the world’s scientists have 
never been so unanimous, and so ominous, in their warnings of future hazards. 

While the climate science debate is approaching closure, the climate economics debate is 
still wide open. Climate change is happening, it is threatening our future well-being - but 
how much can we afford to do about it? The most powerful argument for inaction today 
is no longer skepticism about the science, but rather the claim that the costs of reducing 
emissions would be intolerable. The damage to the economy, it is alleged, would be 
worse than the climate problem we are attempting to solve. 

Other witnesses have addressed the co.sts of climate policy, of taking action to reduce 
emissions. My testimony addresses the other side of the coin, the costs of inaction. When 
it comes to climate change today, there is no longer any chance of avoiding all costs; the 
status quo is no longer an option. That is, the costs of climate policy should not be 
viewed as a discretionary purchase, like choosing whether to buy a new car or to wait 
another year. Our situation is more like a homeowner deciding whether to repair the ever- 
widening cracks in the foundation of a house. The longer you wait, the more expensive it 
will be; wait long enough, and it may become impossible to save your home. 

My research shows that for the United States as a whole, even a partial accounting of the 
costs of inaction is well above one percent of GDP, and rises steadily over time. For 
some parts of the country, such as Florida, a similar, partial accounting of the costs of 
inaction reaches 5 percent of state income within this century. For particularly vulnerable 
parts of the world, such as the islands of the Caribbean, the costs will be disastrously 
greater - with one likely consequence being a much-increased flow of refugees out of 
that region. 

Damages that will result from inaction include (but are not limited to): 

• the impacts of increasingly severe hurricanes 

• more coastal property at risk from rising sea levels and storm surges 

• increased energy costs for air conditioning as temperatures rise 

• growing scarcity and rising costs for water 

• losses in agriculture due to hotter and drier conditions 

• losses of tourism revenue as weather conditions worsen 
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Some of the principal categories of costs of inaction that are estimated in my research are 
shown in Figure 1 below, and described in my detailed testimony. 

The farther we look into the future, the worse that the costs of inaction will become. The 
longer we do nothing, the greater the risks of an irreversible climate catastrophe, such as 
a massive rise in sea levels, that could make the world unable to support anything like the 
current levels of population and economic activity. The costs and risks of inaction are 
overwhelmingly worse than the moderate and manageable costs of an immediate effort to 
reduce carbon emissions. 


Figure 1 
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My detailed testimony draws on studies done at the Stockholm Environment Institute-US 
Center, a research center at Tufts University, in which I have collaborated with another 
economist, Dr. Elizabeth A, Stanton, as well as Ramon Bueno and Cornelia Herzfeld. For 
more information on our research on climate economics, please see http://www.sei- 
us.org/climate-and-energv/cl imate-economics.html . This website includes links to the 
studies of the costs of inaction for the US as a whole', for Florida^, and for the Caribbean 
region^, which together form the basis for my testimony today. My overall perspective on 
the economics of climate change is described in my recent book. Can VKe Afford the 
Future? Economics for a Warming World (London and New York: Zed Books, 2009), 

' Frank Ackerman and Elizabelh A. Slanton, The Cost of Climate Change.' What We'll Pay if Global 
Warming Continues Unchecked, May 2008, hlto://www.nrdc.org/glohalwarming/co.sl/contents.asp . See also 
the more technical supporting document, Ackerman and Slanton, Climate Change and the U.S. Economy: 
The Costs of Inaction, May 2008, http://www.sei-us.org/climale-and-energvAJS Costs of Inaction.duc, 

^ Elizabeth A. Stanton and Frank Ackerman, Florida and Climate Change; The Costs of Inaction, 
November 2007, htlp://www. sei-us.org/climalc-and-energv/Florida Inaction Cosl.html . 

^ Ramon Bueno, Cornelia Herzfeld, Elizabeth A. Stanton, and Frank Ackerman, The Caribbean and 
Climate Change: The Costs of Inaction, May 2008, http://www.sei-us.oi g/cliniate-and- 
energy/Caribbean Inaction Cosl.htm . 
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I will be happy to provide any additional information related to this testimony, and to 
answer any questions that you may have about it. 

Sincerely, 


Dr. Frank Ackerman 


- 4 - 


SEI-US, 1 1 Curtis Avenue, Somerville, MA 02144 


www.se1-us.org 



327 


Introduction: The Costs of Inaction 

A scientific consensus has been reached: The earth’s climate is changing for the worse, as 
a result of anthropogenic (human-caused) changes to the composition of the atmosphere. 
If everyone works together, all around the world, to reduce the concentration of 
greenhouse gases in our atmosphere, we can slow and even stop climate change. If we 
fail to do so, the consequences will be increasingly painful - and expensive. 

My research group’s analyses compare the economic consequences of two possible 
climate futures: The business-as-usual case, the worst likely result of emissions that 
continue to increase over time, unchecked by public policy, and the rapid stabilization 
case, the best likely result of a program of rapid, ambitious worldwide abatement 
initiatives.'* It is too late to avoid all climate damages; even the rapid stabilization case 
involves significant losses due to climate change. However, the difference between the 
two scenarios - between the comparatively small losses under rapid stabilization and the 
huge losses under business-as-usual - is avoidable if we act soon.’ Failure to act means 
that we will incur a much bigger and more painful climate loss rather than a smaller and 
more bearable one. The difference between the two is the cost of inaction. 

My testimony begins with our analysis of the costs of inaction for the U.S., and then turns 
to our findings for Florida and for the Caribbean, A brief conclusion summarizes the 
message and the meaning of this testimony for climate policy decisions. 


* On many climate projccfion.s, the IPCC issues a range of possible forecasts, with estimates of probabilitie.s 
attached. Here we differ from the simple approach of reporting the median of the IPCC range. Since the 
future will only happen once, and we want to know how bad the ri,sks of future damages could be, the 
median is misleading: there is a 50-50 chance that the future will be worse than that, perhaps much worse. 
Instead, we use the upper (worst) limit of what IPCC calls the “likely” range of outcomes - which they 
define to mean the 17* to the 83"’ percentiles. That is, wc report the 83'*' percentile of IPCC forecasts, 
generally using their rapidly growing A2 scenario to represent busine,ss as usual. Using similar logic, our 
best case or rapid stabilization scenario represents the I?"* percentile outcome of the more slowly growing 
B I scenario - or as good as it is likely to get, according to IPCC projections. Note that IPCC projects a one- 
in-six chance that the worst case is worse, and the same odds that the best case is better, than our estimates. 

’ Throughout our analyses we assume that the size of the economy and population wilt be the same in both 
scenarios. This (perhaps unrealistic) assumption is useful in clarifying the meaning of our two cases, and 
the contrast between them: all the economic differences between the business-as-usual and rapid 
stabilization cases reflect different climate impacts applied to the same economy, not changes in the 
underlying projections of output or population. 
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U.S. Costs of Inaction: Business-As-Usual Scenario 

In the biisiness-as-usual case, the average annual temperature in most of the mainland 48 
states will increase 12 to 13°Fby 2 100 -a little more in the nation’s interior, a little less 
on the coasts. For a few areas of the country, the average annual temperature increase 
will be near or below the global mean: for the Gulf Coast and Florida, 10°F; and for 
Hawaii and U.S. territories in the Pacific and the Caribbean, 7°F by 2100. Alaska, like all 
of the Arctic, will experience an even greater increase in average temperature than the 
U.S. mainland. On average, Alaska’s annual temperature will increase by a remarkable 
18°F by 2100, but temperature increases may be even higher in the northernmost reaches 
of Alaska. Table 1 shows the progression of these temperature changes over time. 



These temperature increases represent a fundamental change to the climate of the United 
States. In the business-as-usual case, the predicted annual average temperature for 
Anchorage, Alaska in 2 100 - 53°F - is the historical annual average temperature for New 
York City. Under this scenario, the northern tier of mainland states from Washington to 
Maine will come to have the current climate of the mid-latitude states, those stretching 
from Northern California to New Jersey. Those middle tier states will take on the climate 
of the southern states, white the southern states will become more like Mexico and 
Central America. Annual average temperatures in Honolulu and Phoenix will match some 
of the hottest cities in the world today - Acapulco, Mexico and Bangkok, Thailand. The 
United States’ hottest big cities, Miami and San Juan, Puerto Rico, will reach annual 
averages of 85 and 87°F, respectively - hotter than any major city in the world today. 

Changes in precipitation patterns me likely to differ for each region of the United States. 
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Alaska’s precipitation will increase by 10 to 20 percent, mostly from increased snowfall. 
The Great Lakes and Northeast states will receive 5 percent more precipitation each year, 
mostly in winter. The U.S. Southwest, including California and Texas, will experience a 
decrease in precipitation, down 5 to 15 percent, mostly from less winter rain. The U.S. 
Gulf Coast and Florida will also receive 5 to 10 percent less rain each year. There will 
also be a higher risk of winter flooding, earlier peak river flows for snow and glacier-fed 
streams; lower summer soil moisture and river flows; and a shrinkage of sea ice, glaciers 
and permafrost. Climate change also affects storm intensity; specifically, Atlantic 
hurricanes and Pacific typhoons will become more destructive. 

Our estimates for sea-level rise under the business-as-usiial case diverge somewhat from 
the scenarios presented in the latest IPCC report. This area of climate science has been 
developing rapidly, but the most recent advances were released too late for inclusion in 
the IPCC process. Based on our reading of this recent work, we use an estimate of 45 
inches by 2100.* 

We consider four case studies of the economic consequences of climate change under the 
business-as-usual climate scenario for the United States: 

1) increasing intensity of Atlantic and Gulf Coast hurricanes 

2) inundation of coastal residential real estate with sea-level rise 

3) changing patterns of energy supply and consumption 

4) changing patterns of water supply and use, including effects on agriculture 

These are far from the only consequences of climate change; the costs in these four areas 
are only a partial accounting of the economic damage that will result from business as 
usual. Nonetheless, costs in these four areas will, if present trends continue, amount to 
$1.8 trillion (in today’s dollars), or 1.8 percent of U.S. output per year by 2100 in the 
business-as-usual case. Once the much smaller, unavoidable costs under the rapid 
stabilization case (discussed below) are subtracted, the “cost of inaction” or the 
difference between the business-as-usual and rapid stabilization cases could be more than 
$1.5 trillion or 1.5 percent of U.S. output per year hy 2100. 

Hurricane damages. In the business-as-usual scenario, hurricane intensity will increase, 
with more of the most intense types of hurricanes occurring as sea-surface temperatures 
rise. Greater damages from more intense storms would come on top of the more severe 
storm surges that will result from higher sea levels. We consider three factors that are 
expected to increase damages and deaths resulting from future hurricanes; each of these 
three factors is independent of the other two. The first is coastal development and 
population growth - the more property and people that are in the path of a hurricane, the 
higher the damages and deaths. Second, as .sea levels rise, even with the intensity of 


For details, see Frank Ackerman and Elizabeth A. Stanton, Climate Change and the U.S. Economy: The 
Costs of Inaction, pp.7-8, htl p://www. sci-us.org/climate-and-cnergv/US Co,sts of Inaction.doc . 
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storms remaining stable, the same hurricane results in greater damages and deaths from 
storm surges, flooding, and erosion. Third, hurricane intensity may increase as sea- 
surface temperatures rise. Combining these effects together, the predicted increase to 
U.S. hurricane damages for the year 2100 is $397 billion, or 0.39 percent of U.S. output 
in the business-as-usual case.^ 

Rising sea levels. The effects of climate change will have severe consequences for low- 
lying U.S. coastal real estate. If nothing were done to hold back rising waters, sea-level 
rise would simply inundate many properties in low-lying, coastal areas. Even those 
properties that remained above water would be more likely to sustain storm damage, as 
encroachment of the sea allows storm surges to reach inland areas that were not 
previously affected. In the business-as-usual case, the annual residential real estate losses 
in the 48 mainland states rise to $360 billion or 0.35 percent of U.S. output by 2100. No 
one expects coastal property owners to wait passively for these damages to occur; those 
who can afford to do so will undoubtedly seek to protect their properties. But all the 
available methods for protection against sea-level rise are problematical and expensive. It 
is difficult to imagine any of them being used on a large enough scale to shelter all low- 
lying U.S. coastal lands from the rising seas of the 21st century. 

Energy demand. Climate change will affect both the demand for and the supply of 
energy: hotter temperatures will mean more air conditioning and less heating for 
consumers - and more difficult and expensive operating conditions for electric power 
plants. In the business-as-usual case, increasing average temperatures drive up the costs 
of electricity above population and per-capita increases. Not surprisingly, electricity 
demand rises most rapidly in the Southeast and Southwest, as those regions experience 
more uncomfortably hot days. By the same token, our model projects that while the 
Northeast and Midwest also have rising air conditioning costs, those costs are largely 
offset by reduced demand for natural gas and heating oil expenditures. That is, speaking 
very roughly, the colder half of the country nearly breaks even on energy costs, 
experiencing reduced heating and increased air conditioning costs of the same magnitude. 
The warmer half of the country, where heating costs are already small, suffers a 
substantial net increase in energy costs due to rising air conditioning use. 

Overall costs in the energy sector in the business-as-usual case, combining increased 
costs for electricity and for new air conditioners, net of decreases in heating fuel costs, 
add up to $141 billion per year by 2100, or 0.14 percent of projected U.S. output. 

Water supply. In the business-as-usual future, problems of water supply will become 
more serious, as much hotter and in many areas drier conditions will increase demand. 
The average temperature increase of 12-13°F across most of the country, and the decrease 


^ The.se numbers represent a 6 percent reduction from our previously reported hurricane damage estimates, 
to correct a technical error in the original numbers that led to a 6 percent overestimate, pointed out by 
Rotter Pielke Jr. (personal correspondence). 
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in precipitation across the South and Southwest, as described above, will lead to water 
scarcity and increased costs in much of the country. Responses are likely to include 
intensified water conservation measures, improved treatment and recycling of 
wastewater, construction and upgrading of cooling towers to reduce power plant water 
needs, and a reduction in the extent of irrigated agriculture. Extrapolating from the best 
available past research, we find that the costs of business-as-usual for water supply could 
reach $950 billion per year by 2100, while the anticipated gains in crop yields may be 
small, and would in any case vanish by mid-century. 

The annual costs of these four effects alone adds up to $1.8 trillion in 2100 or 1.8 percent 
of U.S. output in the business-as-usual scenario, as summarized in Table 3 below. The 
total cost of these four types of damages, however, only represents a lower limit on the 
total cost of the business-as-usual scenario; many other kinds of damages, while also 
likely to have important effects on the U.S. economy, are more difficult to estimate. 
Damage to commercial real estate from inundation, damage to or obsolesce of public and 
private infrastructure from rapidly changing temperatures, and losses to regional tourism 
industries as the best summer and winter vacation climates migrate north - just to name a 
few - are all likely effects of climate change that may be costly in the United States. 
Effects on human health, natural environments, and endangered species add other 
important climate damages, which are difficult or impossible to price. 


U.S. Costs of Inaction: Rapid Stabilization Scenario 

With immediate, large-scale reductions in greenhouse gas emissions, it is still possible for 
changes in the world’s climate to remain relatively small. The rapid stabilization case is 
an optimistic estimate of the impacts of the most rigorous policy prescription under 
discussion today: “80 by 2050”, or an 80 percent reduction in U.S. emissions by 2050, 
accompanied by a 50 percent reduction in total world emissions and continuing 
reductions thereafter. By 2100 in the rapid stabilization case, U.S. temperatures rise by 2 
to 4°F (see Table 2) and sea levels rise 7 inches, but precipitation levels and other 
climatic trends remain at their historical levels. 
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A small change in annual average temperatures can mean a big difference to a local 
climate. For example, the historical average annual temperature is 50°F in Boston, 53°F in 
New York City, and 56°F in Washington D.C. The rapid stabilization scenario still 
represents a significant change to local climates throughout the United States in the next 
century. Three degrees Fahrenheit is a big change, but if it happens at a slow enough 
pace, each locality should be able to adapt to its new climate. Of course, this adaptation 
will not be costless. 

The area of the United States that will suffer the most extreme impacts, even in the rapid 
stabilization case, is Alaska, where glaciers, sea ice, and permafrost are already retreating 
today, and an even greater upheaval to ecosystems, infrastructure, and industry can be 
expected in the decades to come. U.S. Gulf States, Florida, Hawaii, and U.S. territories in 
the Pacific and the Caribbean, in contrast, will experience smaller temperature changes - 
much closer to the global mean - than the majority of U.S. states. On the other hand, 
island and coastal regions are more exposed than the interior of the country to other 
aspects of climate change, such as increased storm damages and sea-level rise. 

Hurricane damages. In the rapid stabilization case, hurricane damages will be only 
slightly worse than current conditions. U.S. hurricane damages for the rapid stabilization 
case are projected to be $12 billion per year by 2100, over and above cuirent average 
damages. 

Rising .sea levels. In the rapid stabilization case, we assume that the value of U.S. coastal 
real estate has grown in proportion to GDP, and that annual damages will be proportional 
to sea level and to GDP. Using the projected 7 inches of sea-level rise by 2100, 
residential real estate losses from inundation rise to $46 billion annually by 2100. 
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Energy demand. The milder changes in climate under the rapid stabilization scenario lead 
to modest net increases in energy costs, amounting to $8 billion by 2100. 

Water use. As temperatures rise, more water will be needed for irrigation, power plant 
cooling, household needs, and other uses. Moreover, a higher air temperature leads to 
faster evaporation; this could outweigh the gains from moderate increases in rainfall in 
some areas, leaving a smaller amount of water available in rivers and reservoirs. The 
water sector costs for the rapid stabilization case reach $220 billion in 2100; this is an 
important cost, but still far below the economic burden for water supply under business 
as usual. 

In the rapid stabilization scenario the annual costs of these four effects alone adds up to 
$287 billion in 2100, or 0.28 percent of U.S. output, as summarized in Table 3 below. 


U.S. Costs of Inaction: Summary 

How much can we reduce these climate-induced losses by limiting our emissions of 
greenhouse gases? It is, unfortunately, no longer possible to avoid all adverse climate 
impacts. Some change from the pre-industrial climate has already taken place, and more 
is bound to occur as a result of greenhouse ga.ses in the atmosphere, as well as the 
additional emissions that will be released in the very near luture (too soon for policy 
changes to take effect). 

The cost of inaction is the difference between the estimates for the business-as-usual and 
rapid stabilization cases, summarized in Table 3. The annual cost of inaction - the 
difference between the two cases - reaches $ 1 .56 trillion, or 1 .53 percent of U.S. output 
by 2100. And there are many other categories of costs that will be imposed by climate 
change, beyond the four areas we have examined; the total cost of inaction is inevitably 
much greater. 

The costs we have estimated are not evenly distributed throughout the country. Hurricane 
damages are experienced almost entirely in the southeastern coastal states, on the Gulf 
Coast and the Atlantic (Pacific storms that affect Hawaii and the West Coast are not 
included in this calculation). Sea-level rise, of course, affects coastal areas. Energy costs 
are heavily concentrated in southern states; many northern states would enjoy reductions 
in winter heating costs that are roughly comparable to increased summer electricity 
expenses. Water supply costs are concentrated in areas that become drier than at present, 
particularly the Southeast and Southwe.st. Costs experienced in Alaska and Hawaii, and in 
Puerto Rico and other territories, are almost entirely omitted from these calculations. 
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Moreover, the problem of climate change will not end at 2100. Under business as usual, 
the costs of inaction will continue to mount, more and more rapidly, as time goes on. 
With rising temperatures there will also be an ever-increasing probability of catastrophic 
change, far worse than our estimates of non-catastrophic damages. Collapse of the 
Greenland ice sheet would lead to sea-level rise of more than 20 feet, destroying coastal 
communities, industries, and infrastructure everywhere; collapse of the West Antarctic 
ice sheet would be of a similar magnitude. No one knows exactly at what point this 
would happen - but everyone knows that ice melts faster as it gets warmer. 

In short, the estimates in Table 3 are a very partial accounting for the costs of inaction on 
climate change. The total costs are uncertain in detail, but are sure to be larger than our 
estimates. 
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Table 3: Costs of Inaction for Four Categories of Damages for the U.S. 



in billions of 2006 dollars 

2025 2050 2075 

2100 

as a percentage of GDP 

2025 2050 2075 

2100 

Hurricane Damages 

Business-as-Usua! 

$9 

$40 

$133 

$397 

0.05% 

0.12% 

0.22% 

0.39% 

Rapid Stabilization 

$1 

$2 

$5 

$12 

0.00% 

0.01% 

0.01% 

0.01% 

Cost of inaction 

S9 

$38 

$128 

$385 

0.04% 

0.11% 

0.22% 

0.38% 

Rea! Estate Losses 

Business-as-Usual 

$34 

$80 

$173 

$360 

0.17% 

0.23% 

0.29% 

0.35% 

Rapid Stabilization 

$4 

$10 

$22 

$46 

0.02% 

0.03% 

0.04% 

0.05% 

Cost of inaction 

$30 

$69 

$151 

$314 

0.15% 

0.20% 

0.25% 

0.31% 

Energy Sector Costs 

Business-as-Usua! 

$28 

$47 

$82 

$141 

0.14% 

0.14% 

0.14% 

0.14% 

Rapid Stabilization 

$2 

$3 

$5 

$8 

0.01% 

0.01% 

0.01% 

0.01% 

Cost of inaction 

$26 

$45 

$77 

$133 

0.13% 

0.13% 

0.13% 

0.13% 

Water Costs 

Business-as-Usua! 

$200 

$336 

$565 

$950 

1.00% 

0.98% 

0.95% 

0.93% 

Rapid Stabilization 

$46 

$78 

$131 

$220 

0.23% 

0.23% 

0.22% 

0.22% 

Cost of inaction 

$154 

$258 

$434 

$729 

0.77% 

0.75% 

0.73% 

0.71% 

Total Costs for Four Categories 

Business-as-Usual $27 1 

$503 

$953 

$1,847 

1.36% 

1.46% 

1.61% 

1.81% 

Rapid Stabilization 

$53 

$93 

$163 

$287 

0.27% 

0.27% 

0.28% 

0.28% 

Cost of Inaction 

$218 

$410 

$790 

$1,561 

1.09% 

1.19% 

1.33% 

1.53% 
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Florida: Higher Risks, Higher Costs 

The costs of climate change, measured as a share of GDP, are lower for the U.S, than the 
world as a whole. This is because the U.S. is colder than many parts of the world, is 
better supplied with fresh water, and has an unusually large percentage of population and 
economic activity in the interior of the country, far from the coastal damages caused by 
hurricanes and sea-level rise. Yet the U.S., of course, is targe and varied; in hotter, water- 
stressed, and coastal states, nature and geography offer less protection against climate 
change. 

A case in point is Florida, where a currently comfortable climate has led to a booming 
economy and fast-growing population - and where the risks and the costs of climate 
change will be much worse than the national average. In an analysis parallel to our 
national study, we found that a partial accounting of the costs of inaction on climate 
change could amount to as much as 5 percent of Florida’s state income (gross state 
product, or GSP) by the end of this century. As with the national estimates, this figure 
excludes many important costs of climate change for which we could not develop 
meaningful monetary estimates; and all the costs will become larger and larger as 
temperatures continue to rise beyond 2100. 

Our Florida analysis used the same climate projections and the same two scenarios as the 
national study. Although the temperature changes projected for Florida are slightly 
smaller than for most other states, they are still important: business as usual will make 
Florida, on average, 5°F warmer than today in 2050 and 10°F warmer in 2100. The 
winter, when temperatures are lowest, is currently the most popular time to visit Florida; 
how much of the state’s appeal to visitors and residents will survive an increase in year- 
round temperatures? 

Three of our four categories of national cost estimates could be calculated for Florida; 
each of them was, unsurprisingly, more .serious in the Sunshine State than elsewhere in 
the nation. The impacts of sea-level rise will be felt all along Florida’s lengthy coastline. 
The calculation of residential real estate losses due to sea-level rise, performed exactly as 
in the national study, yields a larger percentage of the state economy. 

And it is not only residential property that is at risk. Data available for Florida made it 
possible for us to perform a GIS analysis of the effects of 27 inches of sea level rise - a 
level that will be reached around 2060 under business as usual. If nothing is done to 
protect the coastline, 27 inches of sea level rise would put 9 percent of the state’s land 
area, including the homes of 1.5 million people, under water. Of the two counties at the 
southern tip of the state, Monroe County - including the Keys and most of the Everglades 
- would lose 99.6 percent of its land area, while Miami-Dade County would lose 70 
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percent of its area. 

Statewide, the facilities at risk from 27 inches of sea level rise include 

• 2 nuclear reactors; 

• 3 prisons; 

• 37 nursing homes; 

• 68 hospitals; 

• 74 airports; 

• 82 low-income housing complexes; 

• 1 15 solid waste disposal sites; 

• 140 water treatment facilities; 

• 171 assisted livings facilities; 

• 247 gas stations 

• 277 shopping centers; 

• 334 public schools; 

• 341 hazardous materials sites, including 5 superftind sites; 

• 1 ,025 churches, synagogues, and mosques; 

• 1,362 hotels, motels, and inns; 

• and 19,684 historic structures. 

Florida’s long coastline is also exposed to hurricanes; serious hurricane damages are all 
too familiar throughout the state. Insurance costs have skyrocketed following major 
hurricanes in the recent past, forcing the state government to provide expensive subsidies 
to homeowner insurance. The same method we used to estimate national hurricane 
damages yields much bigger numbers, as a percentage of the economy, for Florida. 

Likewise, the demand for electricity in Florida is strongly correlated with temperature on 
an hourly basis, reflecting the extensive reliance on air conditioning. On the other hand, 
there are virtually no heating expenditures to reduce as temperatures rise. As a result, the 
state’s energy costs are projected to rise rapidly, along with the average temperature. 

Florida is one of the wettest states in the nation, averaging 54 inches of rainfall annually, 
and is well supplied with rivers, lakes, and underground aquifers. Nonetheless, heavy 
agricultural water use for irrigation (both for growing fruits and vegetables during the dry 
winter months, and for the well-entrenched sugar cane industry), along with rapid 
residential and commercial development, has led to water shortages in many parts of the 
state. Florida is already investing in expensive desalination plants to increase water 
supply - and climate change will make the co.sts of water supply even higher. However, 
we were unable to develop a numerical estimate, comparable to our national figure, for 
climate-related water supply costs in Florida. 
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We did, however, look at a fourth impact of climate change on the Florida economy: the 
expected effects on tourism.* It is no secret that people from other states and countries 
like to visit Florida; 10 percent of the state’s economy currently depends on tourism, with 
a seasonal peak in the winter months when the temperatures are lowest. Climate change 
will mean that winter temperatures will become more like current summer temperatures, 
while intensified hurricanes and sea-level rise will erode sandy beaches and make the 
outdoor tourist experience generally less pleasant. 

Yet despite the winter peak, Florida has sizeable tourism revenues even in the off 
seasons, drawn in part by indoor and non-beach-oriented tourist attractions. We projected 
that by 2100, climate change under the business-as-usual scenario would reduce 
tourism’s role in the Florida economy, throughout the year, to the level of the least 
attractive season today. That is, by the end of the century, year-round tourism spending in 
Florida (measured as a percentage of the state economy) would drop to the current level 
of tourism in the autumn months, or 76 percent as high as the current annual average. 
Thus we are conservatively projecting only a 24 percent decline in the relative 
importance of tourism, over a century which includes 45 inches of sea level rise, lO^F 
hotter temperatures, and more intense huiricanes. It is easy to imagine those business-as- 
usual climate conditions causing much greater tourism losses. 

With our assumptions, the decline in tourism is the largest component of our estimated 
cost of inaction for Florida. Tourism losses account for about half of the state’s cost of 
inaction; the four areas together reach 5 percent of GSP by 2100, as shown in Table 4. 


Table 4: Costs of Inaction for Florida 


in billions of 2006 dollars, except percentages 





2025 

2050 

2075 

2100 

Tourism 

$9 

$40 

$88 

$167 

Hurricanes 

$6 

$25 

$54 

$104 

Electricity 

$1 

$5 

$10 

$18 

Real Estate 

$11 

$23 

$33 

$56 

Summary: Costs of Inaction 

in billions of 2006 dollars 

$27 

$92 

$184 

$345 

as percent of Florida GSP 

1.6% 

2.8% 

3.9% 

5.0% 


* We did not create a comparable estimate of tourism losses for the U.S, as a whole because the effect of 
temperature and other climate changes is less clear over such a large and diverse tirea: for instance, would 
Florida’s tourism losses result in net national losses, or in offsetting gains to other areas as tourism shifted 
to other .states? 
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Maximum Vulnerability: Climate Costs in the Caribbean 

Some parts of the U.S,, such as Florida, will face larger climate costs than others. But the 
worst climate impacts will be experienced in other countries that are uniquely vulnerable 
to the anticipated changes. Low-lying coastal regions and, above alt, small island nations, 
are most immediately at risk. 

In another study of the costs of inaction, we analyzed the expected costs of climate 
change for 24 island nations and territories in the Caribbean. Data limitations did not 
allow us to produce an estimate that is strictly consistent with our U.S. and Florida 
projections.® We did, however, estimate three categories of climate damages: increased 
hurricane damages, infrastructure damages due to sea-level rise, and losses of tourism 
revenues. The cost of inaction on climate change - the difference between the business- 
as-usual and rapid stabilization scenarios - amounted to 10 percent of the region’s GDP 
by 2050, and 22 percent by 2100. 

While the average impact is large, the costs vary widely from one island to another. The 
largest, most diversified and least tourism-dependent economies, such as Puerto Rico and 
Trinidad and Tobago, face lower than average projected damages, as do a few of the 
smaller islands that lie outside the usual path of hurricanes, or rise well above sea level. 
On the other hand, greater than average damages are projected for low-lying islands, and 
those that are frequently struck by hurricanes. Rising sea levels and increased intensity of 
hurricanes will make some islands unattractive to tourists, if not entirely uninhabitable to 
the local population. For some islands that are heavily dependent on tourism, the 
expected losses of visitors and revenues due to climate change will all but destroy the 
local economy. 

Haiti, the poorest nation of the region, is also projected to suffer overwhelming damage 
to its infrastructure, which it will be unable to afford to replace - a projection that is sadly 
consistent with that country’s experience of recent storm damages. The destruction of 
some Caribbean economies by climate change will lead to increased migration out of the 
region, and the United States will be one of the most likely destinations for the new 
climate refugees. Thus even in the narrowest terms of self-interest (let alone a broader 
and more reasonable humanitarian perspective), we cannot view the destruction of 
Caribbean nations by climate change as merely someone else’s problem. 


’ The U.S. and Florida projections discussed above include projections of expected growth in population 
and incomes, based on standard government sources. For the 24 di.sparate political jurisdictions in the 
Caribbean study, no such economic and demographic projections were available. Therefore, following the 
example of an earlier World Bank study of some of the Caribbean islands, we assumed no change in 
population or per capita income for Ihe region. In cases where projected damages grow at the same rate as 
GDP, our estimates for damages as a percentage of GDP will remain valid under a range of growth rates. 

-17- 


SEI-US, 1 1 Curtis Avenue, Somerville, MA 02144 


www.sei-us.org 



340 


Conclusion: We Can’t Afford the Costs of Inaction 

There are real costs involved in taking immediate and forceful action to reduce carbon 
emissions and control the risks of climate change. Yet the costs of emission reduction 
will be a bargain, compared to the high and steadily rising costs of inaction. The message 
of my research, as summarized in this testimony, is that for the United States as a whole, 
even a partial accounting of the costs of inaction is above one percent of GDP by 2025, 
and grows steadily worse as time passes and temperatures rise. The most vulnerable parts 
of the country, such as Florida, face proportionally much greater risks, with a partial 
accounting of the costs of inaction exceeding five percent of that state’s income by the 
end of this century. Just next door, in the Caribbean, some of the world’s most vulnerable 
nations face more extreme damages, in some cases amounting to near-total destruction of 
islands and their economies, from the projected business-as-usual climate impacts within 
this century. This should be viewed by Americans, not just as a loss of exotic vacation 
opportunities, but as a humanitarian crisis in our backyard, and a likely source of 
increasing numbers of desperate refugees arriving on our shores. 

The bottom line is clear: the cost of taking action to reduce emissions is an offer we can’t 
afford to refuse. 
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Mr. Markey. Thank you, Mr. Ackerman, very much. Our next 
witness is Ms. Kate Gordon. She is the Co-Director of the National 
Apollo Alliance. We thank you so much for being here. Turn on 
that microphone, please. 

STATEMENT OF KATE GORDON 

Ms. Gordon. Thanks for your patience, also, in staying so late. 
I also am going to have to run out of here at some point, so, for 
a flight. 

This is a critical moment. You keep hearing this. We are at a mo- 
ment of climate crisis, but also, economic crisis, and also, an equity 
crisis. We have an inequality at a high in this country, and every- 
thing has sort of converged. We really need to consider whether we 
are continuing with business as usual, or whether we are looking 
at a new path, where we can simultaneously achieve climate sta- 
bility and energy security, and economic prosperity. 

And this is, I think the bill in front of you is a good and exciting 
step toward that, but I also want to say it is critical, at this mo- 
ment, that we take a comprehensive approach. It is not going to 
be enough just to regulate. We need to take the kind of comprehen- 
sive approach that the countries that are beating us in this space, 
which I agree are the European countries, that those countries 
have taken. 

What those countries have done is to say not only do we create 
the regulations that create demand in these sectors for clean en- 
ergy and efficiency, they have also invested in their workforce. 
They have also invested in their manufacturing sectors. These 
countries have not succeeded and they are not ahead of us because 
of lower wages and cheaper processes. They are ahead of us be- 
cause they have looked both to demand and supply, when looking 
at clean energy and energy efficiency. 

There is no guarantee. There is no magic pill that is going to cre- 
ate jobs from this bill if we don’t take a comprehensive approach. 
There is no guarantee that, for instance, construction jobs in effi- 
ciency will be good jobs, unless we put in prevailing wage stand- 
ards and other guarantees. There is no guarantee manufacturing 
jobs will stay in the United States, unless we invest in retooling 
and scaling up our manufacturing sector, so that the 70,000 manu- 
facturing firms today, that are making the component parts that 
could be part of the supply chain, unless those firms can retool and 
retrain to be part of that supply chain. 

There is no guarantee that workers will be ready for the clean 
energy economy unless we invest in training programs that really 
help all Americans, including those without four year college de- 
grees. And I would just urge the committee to think about the 
workforce provisions of the bill, and really expand those, to include 
folks who are not in four year colleges. The vast majority of the 
jobs that we have seen coming out of the green economy in manu- 
facturing and construction operations and installation, the majority 
of those will be the kind of middle skill jobs that are really most 
available to those with two year associate degrees, with technical 
degrees. So, really looking at those folks as well. 

We have seen, I think, in some ways, the Recovery Act as a pre- 
cursor to the kind of bill we are looking at today, the way of doing 
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comprehensive investment, combined with workforce investment. 
That bill is already leading, through its sections on creating de- 
mand for efficiency and renewable energy. It is already leading to 
jobs throughout the country. In my testimony, written testimony, 
I talked about the company. Serious Materials, which just bought 
a Chicago window factor, and is turning it into an efficient window 
factory, in part, because of demand created by the Recovery Act for 
efficient products. 

We also have seen companies in other parts of the Midwest re- 
tool, going from producing regular glass to efficient glass, going 
from producing gearboxes for tractors to gearboxes for wind tur- 
bines. This is already happening, and it will continue to happen. 
There is a hundred stories from the Recovery Act. We could turn 
that into a thousand or ten thousand stories from this type of bill. 

So, we encourage you, as you are looking at the bill, to think big. 
Don’t just think about, you know, the cap and trade section. Don’t 
just think about imported oil and energy savings. Think about 
workers, and the countless Americans who might finally be able to 
earn a living wage, and be able to enter the middle class, or be able 
to invent cutting edge technologies that will put us on the forefront 
of the clean energy future. 

We have, as a country, always come to crisis, come out of crisis 
stronger, and come out of crisis with new innovations and new 
leadership, and we can do that again. 

And I just encourage you to look beyond the individual pieces of 
this bill, to where we want to go as a country, and how we want 
to be competitive. 

Thank you. 

[The prepared statement Ms. Gordon follows:] 
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Kate Gordon 

Co-Director, Apollo Alliance 
Remarks to U.S. House of Representatives 
Committee on Energy and Commerce 
Wednesday, April 22, 2009 


Chairman Waxman and Subcommittee Chairman Markey, and members of the committee, thank you for 
inv iting me here today to talk about the critical question of how a strong, comprehensive energy and climate 
bill can bolster the American economy and create millions of high quality jobs. 

The time is now for America to take bold steps to catalyze a clean energy revolution. It is a time of 
daunting challenges and boundless opportunities. We have become more and more dependent on foreign oil, 
putting our national security and economic future at risk. We have seen a collapse of the financial sector that 
has had rippling effects on the rest of the American economy. And we have seen the growing threat of 
climate instability and all its economic, environmental and human costs. 

the same time, our energy, climate, and economic crises present a tremendous opportunity - the 
„,-portunity to embrace a truly sustainable path for economic growth. The Apollo Alliance and its partners 
in the labor, business, environmental, and social justice communities firmly believe that our nation can and 
must achieve a triple bottom line: energy security, climate stability, and broadly shared economic 
prosperity. 

Last fall we released our New Apollo Program, a comprehensive proposal for targeted federal investments 
in renewable energy and energy efficiency that, combined with a cap on carbon emissions, would create or 
retain five million good green jobs in this country. We argued that to build a strong clean energy economy 
we must build on America’s strengths, such as our can-do spirit, our technological leadership, our industrial 
infrastructure, our skilled workforce, and our world-class educational system. We must not be content with 
lagging behind Europe and Asia, and with taking other nations’ ideas and technologies and implementing 
them here. Instead, we must work toward a future where Americans invent, commercialize, manufacture, 
install, use and maintain the systems that will move this cormtry away from our dependence on fossil fuels 
and imported oil. 

With the introduction of the American Clean Energy and Security Act of 2009, Congressmen Waxman 
and Markey have taken a bold and exciting step toward the clean energy future our coalition has long 
envisioned. 
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We are particularly pleased to see that the bill takes a comprehensive approach, integrating energy, 
environmental, and economic policy. It simultaneously creates new markets for new clean and efficient 
energy systems - through upgraded building codes, a national Renew'able Energy Standard, and a cap on 
greenhouse gas emissions ~ while investing in America’s workforce to ensure that these new markets 
translate into new jobs here at home. At the same time, the bill invests in emerging technologies such as the 
smart grid and carbon capture and sequestration (CCS), with the understanding that if we are not at the 
cutting edge of the clean energy revolution, we will be left behind. And the bill imposes border mechanisms 
to ensure that when America caps our own carbon emissions, we do not simply end up importing carbon- 
intensive goods back into our economy from countries with far less stringent environmental and labor 
standards. 

Because it takes a comprehensive approach, there is no doubt that this bill will create scores of green jobs 
across a wide swath of industry sectors and geographic locations. New efficiency requirements for 
industrial, commercial, and residential buildings will create new jobs in the construction industry, ranging 
from lower-skilled laborer jobs to very high-skilled jobs in the building trades. These standards will put 
people back to work while offering new opportunities to job seekers who are looking to move beyond 
minimum wage service jobs and into more sustainable employment in the green economy. 

New investments in renewable energy, the smart grid, alternative-fuel vehicles, and new coal technologies 
will create jobs for scientists, engineers, and inventors, but also for workers all the way down the 
manufacturing supply chain. These new technologies will also, if successfully commercialized, eventually 
revitalize our export economy and bring new jobs to our nation’s ports. Similarly, grants to cities to 
improve transportation efficiency and public transit will spur innovation in these sectors, and - even more 
important - provide an efficient transportation network for the eighty percent of Americans who live in 
metropolitan areas. 

These are not idle musings. In some ways the precursor to the bill we are discussing today is the American 
Recovery and Reinvestment Act (ARRA), which coupled strong investments in energy efficiency and 
weatherization with targeted funds for worker training. These investments have already spurred new 
demand for efficient products, and for workers with the skills to make these products. 

Republic Windows and Doors in Chicago provides a perfect illustration of the power of clean energy 
investments to create real American jobs. In early December 2008, 260 members of United Electrical, 

Radio and Machine Workers of America Local 1110 lost their jobs at the window company. In February 
2009, Kevin Surace, the chief executive officer of Serious Materials, an efficient window manufacturer in 
Sunnyvale, California, reached an agreement with the plant’s former owner and with United Electrical 
Workers to purchase the Chicago factory. Mr. Surace also committed to honoring the union contract and to 
eventually rehiring all of the plant’s union workers. In late March, President Obama commended Mr. Surace 
for his work to reopen another window plant in Vandergrift, Pennsylvania where 150 people once worked. 
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T he ARRA has spurred a hundred Republic Windows stories. We believe the American Clean Energy and 
Security Act could create tens of thousands more. 

While we truly applaud the efforts of Chairmen Waxman and Markey, there are several areas where we feel 
the bill could be strengthened if it is to fully capture the potential of the clean energy economy. 

First, while the bill includes a Renewable Energy Standard and Energy Efficiency Resource Standard aimed 
at dramatically increasing demand for new clean and efficient energy, it does not target investments toward 
the domestic manufacturing firms that are ideally placed to meet this demand. Currently, looking across all 
technologies, America imports more than seventy percent of clean energy components - at the same time as 
we are bleeding manufacturing jobs, especially in the heartland. We have an opportunity with this bill to 
invest in domestic firms, so they can retool their equipment and retrain their workers to make the wind 
turbines, solar panels, advanced batteries, and other clean energy systems of the future. These investments 
would create hundreds of thousands of manufacturing jobs - jobs that usually pay family-supporting wages 
and benefits and that, unlike construction jobs, offer year-round employment to working women and men. 
We must not squander this opportunity.’ 

Second, we urge this committee to fill out Title III of the bill, which lays out a market-based system to 
ulate carbon emissions, so that it includes strategic investments for the workers and communities that are 
cuirently dependent on carbon-intensive industries. Every time America has experienced a major economic 
shift, we have recognized the need to ease the transition for those most negatively affected. When soldiers 
came back from World War II and re-entered the economy, we passed the GI Bill to help them. Similarly, 
we must help workers in the industries of yesterday become leaders in the industries of tomorrow. And we 
must help communities that are dependent on carbon-intensive industries to embrace new economic 
development strategies. 

We recommend a range of transition policies from income and benefits replacement, career counseling, and 
training for workers to investments in brownfield and coal mine remediation for communities. In the same 
spirit of a fair and just transition, we recommend the committee include direct assistance to those low- and 
moderate-income consumers who will have the hardest time adjusting to the short-term energy cost 
increases that will come as we move to a carbon-constrained world. 

Only by ensuring that all Americans come out winners will we build enough public support to do what must 
be done on the scale necessary to boost the economy, stabilize the climate, and achieve energy 
independence. 

As the committee considers the draft put forward by Chairmen Waxman and Markey, we encourage you to 
think big. Think not only about the millions of barrels of imported oil and the billions of dollars in energy 
costs we will ultimately save if we reduce the carbon we pour into the atmosphere; think also about the 


www.apoUoaniance.org 


330 Townsend Street, Ste. 205 • San Francisco, CA 94107 • Phone: (415) 371-1700 • Fax: (415) 371-1707 
1825 K Street NW, Ste. 400 • Washington, DC 20009 • Phone:(202) 587-1616 • Fax; (202) 955-5606 



countless Americans who might finally be able to earn a living wage, or enter the middle class, or invent a 
new cutting-edge energy technology if we embrace and invest in the transition to a clean energy ftiture. 

Time and again in our history, periods of great risk have prompted America to mobilize its wealth, skills, 
leadership, natural resources, and entrepreneurial spirit to overcome the challenges confronting us. Time and 
again, we have emerged from crisis better and stronger. 

With your leadership, we know this countiy' is up to the current challenge. 

Thank you. 
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Friday, April 17, 2009 


The Honorable Nancy Peiosi 

The Office of Speaker of the House Nancy Peiosi 

H-232, United States Capitol 

Washington, DC 20515 

The Honorable Hany Reid 
The Office of Senate Majority Leader Harry Reid 
522 Hart Senate Office Building 
Washington, DC 20510 


The Honorable Henry A. Waxman 
United States House of Representatives 
2204 Rayburn House Office Building 
Washington. DC 205 1 5 

The Honorable JeffBingaman 
United States Senate 
703 Hart Senate Office Building 
Washington, DC 20510 


Dear Speaker Peiosi, Majority Leader Reid, Congressman Waxman, and Senator Bingaman: 

As Congress prepares to debate upcoming energy and climate bills, you have an opportunity not only to help make America a 
global leader in clean energy but also to strengthen our middle class, which has shed 4.6 million manufacturing jobs since 
1999, including more than a million since late 2007. We can accomplish both of these ends by investing in the manufacture 
of renewable energy and energy efficiency systems, especially small firms that make component parts for these systems. 

Demand for clean energy technology is on the rise: the domestic market for solar panels, wind turbines, and biofuel 
equipment will reach $325 billion annually by 2018. A national renewable electricity standard will increase this demand, as 
will an eventual carbon pricing program. However, if legislation docs not help domestic manufacturers retool their facilities 
and retrain their workers to produce clean energy products, we will be unable to meet this demand with American supply. 

And if we do not ramp up American supply, the jobs and other economic benefits of the clean energy future will go overseas, 
ving us just as energy dependent on foreign countries as we cunentiy are for fossil fuels, 

We must invest in domestic manufacturing to ensure that clean energy products are made in America. This investment 
should use multiple financial instruments, including direct loans, bonds, and tax credits, and target the entire supply chain, 
from original equipment manufacturers to component parts suppliers. It should help manufacturers meet international product 
standards so that systems and components are compatible with their foreign counterparts, granting us access to overseas 
markets. Importantly, federal dollars should go only to firms providing well-paying jobs with benefits. 

We estimate that $50 billion in federal and private financing for industrial retooling and retraining programs could create 
I million new jobs (250,000 direct manufacturing jobs and an additional 725,000 indirect jobs) and generate as much as 
$120 billion in industry revenue, This investment would capture only a fraction of the clean energy economy’s potential: by 
installing enough new clean energy equipment to generate 25 percent of our electricity, we could create approximately 
3.5 million new jobs (I million direct manufacturing jobs and 2.5 million indirect jobs) and revenues of over $400 billion. 

Investing in manufacturing in energy and climate legislation will ensure that clean energy technologies are not only installed 
in America, but made and assembled here as well. We need a strong commitment by the federal govermnent to invest in 
quality manufacturing jobs, invest in energy independence, and invest in our future. 

Thank you for considering this important request. 


Sincerely, 



Phil Angelides, Chairman 
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In partnership with: 

Nancy Bacon, United Solar Ovonic and Energy Conversion Devices 

Naresh Baliga, Advent Solar 

Bob Baugh, AFL-CIO Industrial Union Council 

Mary Lou Benecke, Dow Coming 

Robert Borosage, Campaign for America’s Future 

Peter Brehm, Infmia Corporation 

Ray Bucheger, Orion Energy Systems 

Robert Byrne, Flambeau River Papers 

Mark Case, Spire Coiporation 

Veda Clark, LiteControl 

Michael Coast, Michigan Manufacturing Technology Center & American Small Manufacturers Coalition 

Julia Curtis, Sharp Solar 

Richard W. Dennis, Die-Tech 

David Foster, Blue Green Alliance 

Adam Friedman, New York Industrial Retention Network 

Sara Garretson, Industrial and Technical Assistance Corporation 

Leo W. Gerard, United Steelworkers 

Jeff Grabner, Cardinal Fastener 

Amy Hanauer, Policy Matters Ohio 

Carrie Hines, American Small Manufacturers Coalition 

Joseph Houldin, Delaware Valley Industrial Resource Center 
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Mr. Markey. Thank you, Ms. Gordon, very much. Our next wit- 
ness, Denise Bode, is the CEO of the American Wind Energy Asso- 
ciation. Welcome back. 

Ms. Bode. Thank you, Mr. Markey. It is always nice to be here. 

Mr. Markey. We look forward to your testimony. 

STATEMENT OF DENISE BODE 

Ms. Bode. Thank you very much. I would like to start off by 
thanking you all for drafting the American Clean Energy Security 
Act. It is an important step forward. In my testimony, I will focus 
on all aspects of it, but my oral testimony, I want to focus on the 
wind industry’s top priority, and that is early passage of the Re- 
newable Electricity Standard, and what it means to jobs, good 
manufacturing jobs, as well as electric generation jobs in the 
United States. 

Short-term extensions of the Renewable Energy Production Cred- 
it, the PTC, have helped keep wind energy companies competitive 
with traditional forms of energy, but the short-term extensions 
have created planning and investment uncertainty. The booms and 
busts, the extension and the lack of extension have created uncer- 
tainty for new development of wind generation businesses, and 
most especially, for the build-out of brand new manufacturing base 
in the U.S. 

By eliminating this uncertainty, a National Renewable Electric 
Standard would provide the long-term commitment to manufactur- 
ers and developers alike to invest billions of dollars in the Amer- 
ican worker, that will be around forever in an industry where the 
source of fuel is infinite. 

This business certainty will help quickly deploy renewable en- 
ergy sources in the short term, to help achieve stronger emission 
reductions in the future at a lower cost. If you thought last year’s 
historic high for wind, contributing 42 percent of new generation 
capacity in the U.S., just wait to what you will see with a lasting 
commitment to renewables. 

Last year, while the U.S. economy was shedding hundreds of 
thousands of jobs, the wind industry added 35,000 new jobs, in ad- 
dition to 55 new expanded or announced manufacturing facilities 
across the country. The renewable energy industry, with wind 
power playing a major role, is really poised to help lead the country 
out of the current recession and create a more sound economy. 

During the Bush Administration, the Department of Energy con- 
cluded that wind energy could feasibly supply 20 percent of the Na- 
tion’s electricity by 2030. The 20 percent wind energy report, that 
is just one scenario, certainly, we can do more, and we are already 
doing more. But I wanted to announce this. Even this one scenario, 
that they said that the numerous benefits from achieving that level 
of deployment would include supporting 500,000 new jobs, gener- 
ating over $1 trillion in economic impact by the year 2030, decreas- 
ing natural gas prices by 12 percent, saving consumers between 
$43 billion and $171 billion, and avoided 825 million tons of carbon 
dioxide emissions in the electric sector in 2030, the equivalent of 
taking out 140 million cars off the road. 

Unfortunately, though, the United States is at a competitive dis- 
advantage compared to the 37 countries around the world that 
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have national renewable electric energy requirements, including 
China and India, which have mandatory requirements. 

The importance and benefits of a national RES are unbelievable, 
because we stand at a critical crossroads, as we determine how to 
promote job growth, building back a new economy of jobs that will 
be there forever. 

In addition to keeping our Nation competitive with other coun- 
tries, there are many other benefits. Numerous studies conclude 
that a national RES would save consumers money, as renewable 
energy sources displace fossil fuel, and avoid the volatility of fossil 
fuel prices. 

An excellent real world example that I was involved in as the 
Chairman of the State Commission in Oklahoma was the renew- 
able electricity development that brought down costs to consumers, 
is the experience of Oklahoma Gas & Electric. The entire cost of 
Oklahoma Gas & Electric’s Centennial Wind Project in Oklahoma 
was entirely offset by the natural gas fuel savings in 2007 alone, 
saving consumers in Arkansas and Oklahoma money. And that is 
a state that clearly can benefit. 

A national RES would create jobs. Of course, you know, the 46 
states with power plants and manufacturing facilities, job growth 
is already expanding in every region of the country. A national 
RES will also bring benefits to all areas. The Energy Information 
Administration has found that the Southeastern tJnited States 
would be a net renewable energy exporter by 2019 under a national 
RES. Because a variety of resources are eligible for RES compli- 
ance, all regions of the country will be able to utilize other abun- 
dant renewable resources besides wind to meet the requirements. 
Further wind energy projects exist in 35 states already. 

Whereas other fuels are shipped by rails, pipelines, a national 
RES would promote the shipment of wind via transmission lines, 
and allow utilities to purchase renewable energy credits from 
windy regions. It is a downpayment too, on the greenhouse gas 
emissions. And I know I am up against my deadline, and I know 
you will pound that, but I want to tell you more thing. 

What is really critical here is the study, just came out within the 
last month, that said in Europe alone, the wind generation that 
was added has avoided 7 percent of the greenhouse emissions from 
electric generation that would have been there before. So, it is an 
immediate impact on removing carbon right now. 

Thank you very much for my opportunity. 

[The prepared statement of Ms. Bode follows:] 
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Introduction 


Chairman Waxman, Ranking Member Barton, Subcommittee Chairman Markey and 
Ranking Member Upton, and distinguished members of the Committee, thank you for the 
opportunity to testify. 

My name is Denise Bode. 1 am the new CEO of the American Wind Energy Association 
(AWEA). AWEA is the national trade association of America’s wind industry, with over 
1,900 member companies, including project developers, manufacturers, and component 
and service suppliers. 

I would like to start off by thanking the Chairmen for drafting The American Clean 
Energy Security Act, which includes a national Renewable Electricity Standard (RES) 
that would provide the business certainty to keep the wind industry growing strong. 
AWEA and its member companies also appreciate the effort to address our nation’s 
electricity transmission system and to control the emissions of greenhouse gases. 

My testimony this afternoon will focus on the importance of passing a national RES to 
promote domestic wind energy development and related manufacturing and job creation, 
as well as the need to include enabling provisions related to transmission policy and 
providing allowance allocations for renewable generators. 


The U.S. Wind Industry Today 

Last year over 8,500 megawatts of wind energy were installed, making wind energy 
second only to natural gas in new generating capacity for the fourth year in a row. This 
new capacity resulted in a 50% growth rate. With over 25,000 megawatts of installed 
capacity, the U.S. surpassed Germany to become the world leader in wind energy. Last 
year, while the U.S. economy was shedding hundreds of thousands of jobs, the wind 
industry added 35,000 jobs, with the addition of 55 new, expanded, or announced 
manufacturing facilities across the country. The renewable energy industry, with wind 
power playing a major role, is poised to help lead the country out of the current recession 
and to help create a more sound economy that is reliant on clean, domestic resources to 
meet our growing energy needs. 
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During the Bush Administration, the Department of Energy (DOE) concluded that wind 
energy could feasibly supply 20% of our nation’s electricity by 2030’ . The 20% Wind 
Energy by 2030 report identified a number of benefits associated with the greater use of 
wind energy. Meeting the 20% by 2030 goal would support 500,000 jobs. Natural gas 
demand would drop, producing net savings for consumers between $43 billion and $ 1 7 1 
billion. 825 million tons of carbon dioxide would be avoided by 2030, which is the 
equivalent of taking 140 million cars off the road. Finally, cumulative water 
consumption in the electric sector would be reduced by 8% through 2030, with an annual 
reduction of 17% in 2030^. 

President Obama’s campaign position of a 25% RES by 2025 is exactly what our industry 
needs to achieve stable, long-term growth, invest in manufacturing facilities in the U.S., 
and continue our trend of reducing costs to consumers. Unfortunately, the United States 
is at a competitive disadvantage compared to thirty-seven countries around the world that 
have national renewable energy requirements, including China and every country in the 
European Union. Without the investment certainty associated with a national RES, the 
United States will continue to play on an uneven playing field. That is why the adoption 
of a national Renewable Electricity Standard as included in the American Clean Energy 
Security Act is crucial for us to meet our nation’s renewable energy goals. 

Short-term extensions of the renewable energy production tax credit (PTC) have helped 
keep wind energy competitive with traditional forms of energy. However, the short-term 
extensions have created planning and investment uncertainty for businesses. By 
eliminating this uncertainty, a national RES would promote long term planning for 
renewable project developers. In turn, a long-term planning horizon will enable the wind 
industry to attract investment capital and achieve manufacturing economies of scale that 
will spur economic development. 

The Importance and Benefits of a National RES 

Mr. Chairman, our nation stands at a critical crossroads as we determine how to promote 
job growth and economic development to transition to a clean energy economy. 
Unfortunately, resistance to this change is fed by disingenuous arguments that attack the 
very policies that will move our country forward. In addition to keeping the United 
States on an equal footing with the rest of the globe, there are numerous benefits of a 
national RES that would be enjoyed by Americans in all regions of the country. 

A national RES would save consumers money. Numerous studies conclude that a 
national RES would save consumers money as renewable energy sources displace fossil 
fuels, the price-setting fuels in electricity markets across the country. For example, a 
2007 study from EIA shows that a 25% RES by 2025 would lower natural gas 


' U.S. Department of Energy, “20% Wind Energy by 2030” (July 2008), 
http://www. 20percentwind.org/20p. aspx?page=Report. 

“ U.S. Department of Energy, “20% Wind Energy by 2030” (inly 2008), 
http://www.20percentwind.org/20p.aspx?page=Report. 
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expenditures by 1 %, which amounts to a total reduction of $ 1 7 billion^ . This more than 
offsets the minimal increase in electricity prices of 0.4%, or $ 1 5 billion, leading to a net 
savings of $2 billion. A study from power and gas sector energy consultant Wood 
Mackenzie found that a national RES would save consumers over $100 billion through 
2026, including reducing power prices by over 10% in the former East Central Area 
Reliability Coordination Agreement (ECAR) region, which includes the states of Indiana, 
Michigan, Kentucky, and West Virginia''. 

An excellent real-world example of the ability of renewable electricity development to 
bring down costs for consumers is the experience of Oklahoma Gas and Electric 
(OG&E). The entire cost of the OG&E Centennial wind project in Oklahoma was entirely 
offset by the natural gas fuel savings in 2007 atone, saving consumers in Arkansas and 
Oklahoma money 

A national RES would create jobs. The business certainty provided by a national RES 
would put the United States on the path to achieving 20% wind energy by 2030. As I 
mentioned earlier, DOE found that meeting this goal would support over 500,000 jobs*. 
The wind energy industry contributes directly to the economies of 46 states with power 
plants and manufacturing facilities. As a result, this job growth will occur in all regions 
of the country, even in those states without a strong wind resource. 

A national RES will bring benefits to all areas of the country. The Energy Information 
Administration (EIA) has found that the southeastern United States would be a net 
renewable energy exporter through 2019 under a national RES because of the abundant 
availability of biomass resources. Even during the later years of a national RES the 
southeast would generate more than 80 percent of its own renewable energy’. Since a 
variety of resources are eligible for RES compliance, all regions of the country will be 
able to utilize other abundant renewable resources besides wind to meet their 
requirements. In fact, EIA has concluded that the use of biomass energy production 
would increase much more than wind energy production. EIA also found that solar 
power would receive a substantial amount of renewable energy credits'*. 

It is also important to note that our nation has historically relied on interstate commerce 
to meet its energy needs. Critics argue that a national RES will lead to a transfer of 
wealth outside the region. However, wind energy projects exist in 35 states. Whereas 


^ EIA, 2007, httD:.7'www.eia-doe.gov/oi3i7servicerpl''eeini'iiidex.htmi 
Wood Mackenzie, The Impact of a Federal Renewable Portfolio Standard, February 2007. 

* Oklahoma Gas & Electric Testimony before the Arkansas Public Service Commission, 
http:/, 'WWW. oee.com/coiit eiit-ot;e'inves lor.s/ndfS''Row l etl“'t)20Dircci 7-28- 06. PDF 

*’ U.S. Department of Energy, “20% Wind Energy by 2030” (July 2008), 
http://www.20percentwind.org/20p. aspx?page=Report. 

’ Howard Grueuspecht, Testimony before the House Committee on Energy and Commerce Subcommittee 
on Energy and Environment, 2/26/09 

* See e.g., “Impacts of a 15-Percent Renewable Portfolio Standard”, Energy Information Administration 
(June, 2007); “Energy and Economic Impacts of Implementing Both a 25-Percent Renewable Portfolio 
Standard and a 25-Percent Renewable Fuel Standard by 2025”, Energy Information Administration 
(August, 2007). 
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other fuels are shipped by railcar or pipeline, a national RES would promote the shipment 
of wind via transmission lines or allow utilities to purchase renewable energy credits 
from windier regions. For example, the recent Joint Coordinated System Plan found that 
building transmission lines to carry over 15,000 MW of wind into the Southeast would 
reduce consumers’ electric bills by more than enough to pay for the transmission'*. 

Furthermore, a national RES is a down payment on the greenhouse gas reductions 
required elsewhere in the American Clean Energy Security Act. By itself, a 25% RES by 
2025 could produce more than 40% of the emission reductions needed to reach 1990 
levels by 2020 in the electric sector. An RES will ensure deployment of renewable 
energy in the critical early years of any climate program when the carbon price alone is 
insufficient to drive investment in renewable technologies. An RES is a key element for 
any successful greenhouse gas reduction effort 

Mr. Chairman, the PTC has promoted the growth of the domestic wind industry for years. 
Unfortunately, the short-term extensions of the credit and resulting business uncertainty 
have inhibited the establishment of a domestic manufacturing base and supply chain. A 
national RES is needed to provide this business certainty and to quickly deploy 
renewable energy sources in the short-term to help achieve stronger emission reductions 
in the future at a lower cost. 

Enabling Transmission 

Another topic of critical importance to the wind industry is electricity transmission. In the 
DOE’s 20% Wind Energy by 2030 report the most significant barrier was transmission. 
The regulatory structure in place now is not suitable to building the green power 
superhighways we need. AWEA thanks the committee for addressing this issue in the 
American Clean Energy Security Act and we are hopeful the Committee will consider the 
approach used by Senators Reid, Dorgan, and Bingaman to address interconnection-wide 
planning, interconnection-wide cost allocation, and increased federal permitting. 

Allowance Allocations 


AWEA also appreciates the strong emissions reduction requirements included in the 
American Clean Energy Security Act. The near-term reductions are particularly relevant 
to the deployment of wind energy. As you finalize the allowance allocation portion of 
the bill, AWEA would request that renewable generators receive a portion of the 
allowances for new generation to be distributed on a per megawatt hour basis. This type 
of distribution will deploy renewable energy above and beyond the RES requirements. It 
will also promote early emissions reductions by maximizing deployment of renewable 
energy, when there are few other cost-effective options for large-scale emissions 
reductions. 


’ Joint Coordinated System Plan, “Joint Coordinated System Plan Study,” http://www.jcspstiidy.org/ 
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Conclusion 


U.S. wind energy capacity is exceeding the projections needed to reach the 20% goal by 
2030. The American Clean Energy Security Act, combined with fair allocations of 
emissions allowances for renewable energy and broader transmission cost-allocation, 
planning, and siting policies will put us on the path to meeting the 20% vision. 

I again thank the Chairmen for this opportunity to testily and look forward to any 
questions you and the other members of the Committee may have. 
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Mr. Markey. Thank you, Ms. Bode. Our next witness is Mr. 
David Manning. He is the Vice President for External Affairs at 
National Grid, where he is responsible for federal issues and rela- 
tions. He has also served as the President of the Canadian Associa- 
tion of Petroleum Producers, so we welcome you, sir. Whenever you 
are ready, please begin. 

STATEMENT OF DAVID MANNING 

Mr. Manning. Thank you very much, Mr. Chairman. As you 
know, I may be the only one here that was on the rigs in the high 
Arctic and also a delegate to Kyoto. So, just quickly, thank you, Mr. 
Chairman, Ranking Member Upton, and members of the com- 
mittee. 

National Grid is a very large natural gas and electricity provider 
in the Northeast. We work from New York to New Hampshire. We 
serve about 15 million people. I am here to speak very specifically, 
however, sir, on the analysis which is available to us to explain the 
economic benefits of energy efficiency investment. 

A couple of years ago, at the World Economic Forum, there was 
great debate over whether or not we can do climate change, wheth- 
er or not we can drive energy efficiency without bankrupting the 
economy, and we heard a lot about that this evening, in terms of 
the cost of action. 

There was a lack of substantive evidence, and a group pulled to- 
gether, including ourselves. Shell, DTE, Honeywell, Environmental 
Defense, the NRDC, the Natural Resources Defense Council, and 
we all partnered with McKinsey, and produced a study. It took over 
a year in production, and it analyzed all of the various means open 
to us, in terms of investing in energy efficiency technologies. It was 
vetted by MIT, Princeton, Texas A&M, UC-Davis, and if you look 
at nothing else, I have attached to my written testimony what I 
call the McKinsey Curve. And the McKinsey Curve, which came 
out in 2007, demonstrates that about 40 percent of the technologies 
that they reviewed fully pay for themselves within their lifetime. 
So, there is no net cost to those technologies. Quite obviously, you 
start with residential electronics. We know that computers can be 
much more effective, much more efficient. Residential lighting. 

And as you work through, you then go into vehicles, you go into 
fuel, intensity of carbon fuels. So, we have a pretty thorough anal- 
ysis, setting out all of the various opportunities, and it is to drive 
a significant shift in capital investment away from less efficient, 
more emitting technologies, and driving us to more cost-effective 
solutions that assume no technological breakthroughs, 80 percent 
of the options reviewed relied on proven technology. The balance 
were considered high potential, and high potential in 2007 included 
cellulosic biofuels and plug-in hybrids, and of course, now, a num- 
ber of companies are testing plug-in hybrids. 

So, it looked at a series of options, going from least cost to great- 
est cost, and this is consistent with what New York City found in 
its New York City 2030 Program, that a great deal of the emissions 
within urban centers are in buildings. So, your easy and earliest 
hits were in buildings and appliances. Moving on, vehicles and fuel 
carbon intensity. The third move was industrials, sinks and forests, 
and then, finally electric power options. 
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What it also found was the maximum of all of those categories, 
no one category contributed more than 11 percent to the solution. 
So, it is widely dispersed through the economy, and of course, that 
is part of our point, is that in order to invest in these technologies, 
you are driving an entire new industry. 

Just a few examples. Obviously, we have been doing a lot of work 
in energy efficiency in New Hampshire. We have been working 
throughout New England. In Massachusetts, we go back some 30 
years in this experience. 

Just in the last year alone, we are partnering with Positive En- 
ergy. This is a firm doing a pilot in Massachusetts. They are based 
on the West Coast, and they are coming up with a tracking system 
for customers to demonstrate how their fuel consumption relates to 
those with similar properties. 

Reflex Lighting Group, now doing state of the art design work in 
Boston for commercial space. DMI, R.G. Vanderweil, two new de- 
sign firms that are doing energy efficiency programs and products 
for commercial and customer installations. We are working with 
them. 

Evergreen Solar, Sharp Solar, these are made, locally manufac- 
tured solar providers and Solar Design Associates are designing 
our new building, which we are about to open just outside of Bos- 
ton, which will be the second largest solar array in New England, 
and that will be open in May, 330,000 square foot lead-certified 
building, dedicated for National Grid, powered, of course, by a solar 
array. 

So, those are all, those companies didn’t exist a year or two ago, 
so my point, sir, is that, and panel, is that we have a very real op- 
portunity to not only pay for these opportunities and energy sav- 
ings, but to drive new jobs. 

Very quickly, we spend $215 billion annually on the production 
of electricity. We only invest $2.6 billion in energy efficiency. 

In natural gas, we spend $1 to $2 per mcf on energy efficiency, 
compared to, I mean, the cost, I am sorry, would be $1 to $2, com- 
pared to the cost of the fuel of $6 to $8. And multiple studies have 
demonstrated that you can do energy efficiency for approximately 
$0.03 per kilowatt-hour saved, and electricity costs, of course, 
range anywhere from $0.06 to $0.12 and beyond. 

A lot of this has taken place in New England, because of our 
highest cost of energy, but we can do it. 

[The prepared statement of Mr. Manning follows:] 
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Chairman Waxman, Ranking Member Barton, Subcommittee Chairman Markey, 
Subcommittee Ranking Member Upton, and Members of the Committee and 
Subcommittee, thank you for including National Grid in this very important hearing on 
Green Jobs and the Economic Benefits under the American Clean Energy Security Act 
of 2009. I will focus my testimony on the economic benefits of energy efficiency 
programs. 

National Grid is an international energy delivery company. In the U.S., National Grid 
delivers electricity to approximately 3.3 million customers in Massachusetts, New 
Hampshire, New York and Rhode Island and operates the electricity transmission and 
distribution network on Long Island, serving an additional 1.1 million customers. We are 
the largest distributor of natural gas in the northeastern U.S., serving approximately 3.4 
million customers in Massachusetts, New Hampshire, New York, and Rhode Island. 
National Grid also owns and operates over 4,000 megawatts of electricity generation 
under contract with the Long Island Power Authority. 

May I first congratulate you and your colleagues for your focus and success with 
important initiatives on energy efficiency, renewable energy, infrastructure such as 
smart grid, and other critical energy support in the American Recovery and 
Reinvestment Act (ARRA). The $3.1 billion in state matching grants for energy 
efficiency, the funding for weatherization assistance, and the funding for efficiency 
improvements at affordable housing units are critical steps towards moving energy 
efficiency to the forefront of a comprehensive national energy policy. 

As mentioned, our service territory includes Massachusetts, New York, Rhode Island 
and New Hampshire, and I want to take this opportunity to thank Representatives 
Markey, Towns, Engel, and Weiner for their longstanding leadership on energy issues. 

Finally, I want to express my appreciation to Chairmen Waxman and Markey for your 
release of The American Clean Energy and Security Act of 2009. The bill represents an 
important step toward Congress enacting comprehensive federal climate change policy. 
National Grid has been a long time advocate of a federal climate change program, and 
as member of the Clean Energy Group, we believe that Congress should immediately 
enact mandatory, economy-wide legislation that slows, stops, and ultimately reverses 
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the growth of U.S, greenhouse gas emissions. In order to achieve this, National Grid’s 
President, Tom King, recently testified before the subcommittee with the simple 
message - “we need it all.” He explained that we need more expansive, robust energy 
efficiency programs as well as significant new sources of renewable energy: wind, solar, 
biomass and geothermal. We need a comprehensive strategy to address our 
transmission infrastructure, including policies that will enable us to bring renewable 
energy resources, which are often isolated, to dense urban areas and other load 
centers. We need smart grid technology and smart meters to maximize the potential of 
current and future energy efficiency technologies to automate the most efficient use of 
energy. When combined with clean, no- or low-emitting base-load power generation 
such as nuclear, hydroelectric, natural gas, and emerging clean coal technologies, 
these components will lower customers’ bills and play an important role in an effective 
national energy policy that helps us meet our economic, national security, and 
environmental goals. 

As the Administration and Congress work to develop a national energy policy and 
implement policies to stimulate economic recovery, investment in the “green energy” 
sector will not only create new jobs in a new industry but will result in a stronger, more 
efficient economy. Investment in this area, including energy efficiency, will reduce our 
dependence on carbon and imported fuels and ensure a meaningful impact on our 
carbon footprint and carbon dioxide emissions. 

While a national energy strategy must be multifaceted, my comments today will focus 
on energy efficiency. National Grid stands with many other energy providers and the 
environmental community in recognizing that energy efficiency uniquely addresses 
many of our nation's core energy issues - it is more cost-effective than building new 
power plants, has the potential to dramatically lower greenhouse gas emissions, and 
provides consumers with long-term savings on their energy bills. 

National Grid’s Energy Efficiency Programs 

National Grid’s experience throughout the Northeast demonstrates that cost-effective 
energy efficiency measures are ready to be deployed today with the right mix of policies 
and incentives. We have decades of experience in delivering low-cost energy savings, 
which we believe can be replicated throughout the country. The certainty available from 
federal legislation, a state regulatory compact that encourages energy efficiency, the 
ability to rate base energy efficiency technologies in order to expedite and expand their 
market penetration, and tax policies and grant structures designed to stimulate 
investment will all assure the success of a concerted effort to use energy more 
efficiently. 

National Grid has efficiency programs in place in our New England states that are 
saving customers over $300 million annually, after an expenditure of more than $1.5 
billion on efficiency technologies. As a result of these programs, more than 4.7 million 
National Grid customer projects have been completed to date, often with a payback 
period of five years or less, and saving more than $3.6 billion in energy costs. This 
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includes converting almost all of Boston’s public schools from oil to natural gas, which 
helps cash strapped schools focus their limited resources on education, and includes 
residential boiler conversions, which reduce carbon dioxide and other emissions by up 
to 40 percent. In 2007 alone, our gas programs saved 4.6 million therms and avoided 

27.000 tons of carbon dioxide. Our electricity program saved 380,000 megawatt hours, 
avoiding 218,000 tons of carbon dioxide. The total carbon emissions avoided equate to 

48.000 cars off the road for a year. 

We expect National Grid's efficiency programs to enjoy significant growth during the 
next several years as we expand our New England and downstate New York programs 
and develop new programs in upstate New York. Our spending on efficiency is forecast 
to more than double over the next five years, reaching approximately $700 million in 
2014. This increase reflects our commitment to energy efficiency, as well as the 
supportive regulatory environment in the states we serve. The Regional Greenhouse 
Gas Initiative signals the commitment of the northeastern states to address climate 
change and pursuing energy efficiency is a major component of meeting the new 
requirements. State legislation is also driving energy efficiency investment, with New 
York, Rhode Island, and Massachusetts all adopting groundbreaking energy efficiency 
policies and programs over the last few years, and New Hampshire continuing to build 
upon the efficiency goals of its comprehensive energy plan. These changes have 
enabled us to pursue new approaches, such as partnering in solar initiatives and 
offering efficiency programs, which integrate the delivery of electric and gas efficiency 
for the first time. 

Independent Analysis of Energy Efficiency 

To assess the costs and opportunities available now in energy efficiency. National Grid, 
together with Pacific Gas and Electric, Shell, DTE Energy, Honeywell, Environmental 
Defense Fund, and the Natural Resources Defense Council partnered with McKinsey 
and Co. and the Conference Board to produce the study “Reducing U.S. Greenhouse 
Gas Emissions: How Much at What Cost?". The McKinsey team worked with leading 
companies, industry experts, academics, and environmental non-governmental 
organizations to examine opportunities to reduce greenhouse gas emissions across the 
main carbon-emitting sectors of the U.S. economy. Analysis focused on options likely 
to yield greenhouse gas reductions at a cost of less than $50 per ton of carbon dioxide 
equivalent. While McKinsey conducted the research and is solely responsible for its 
content, the work was critiqued by academics from leading universities including MIT, 
Princeton, Texas A&M, and U.C, Davis. 

The study was over a year in the making, and its outcome is based on a detailed 
analysis of 250 opportunities for reducing emissions of carbon dioxide and other gases 
thought to contribute to global warming. It focused on five clusters of greenhouse gas 
abatement potential; 

• improving energy efficiency of buildings and appliances; 
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• encouraging higher energy efficiency in vehicles while reducing the carbon 
intensity of transportation fuels; 

• pursuing a range of targeted measures across energy intensive portions of the 
industrial sector; 

• expanding and enhancing carbon sinks; and 

• reducing carbon intensity of electric power production. 

The report evaluated the potential to reduce manmade emissions within the U.S. by 
2030. It shows reductions in the range of 3.0 to 4,5 gigatons in 2030 are achievable at 
manageable costs using proven and emerging high potential technologies, but only if 
the U.S. pursues a wide array of options and moves quickly to capture gains from 
energy efficiency. Almost 40 percent of the identified reductions come from options that 
more than pay for themselves over their lifetimes, thereby creating a net savings for the 
economy. For example, improving energy efficiency in buildings, appliances, and 
industry could yield net savings, while offsetting some 85 percent of projected increased 
demand for electricity in 2030. 

The scenarios included in the report represented a significant shift in capital investment 
away from less efficient, higher emitting technologies to clean cost-effective energy 
solutions. Analysts who worked on the report assumed no technological breakthroughs 
- about 80 percent of the options reviewed rely on proven technology; the remaining 20 
percent consisted of “high potential” technologies such as cellulosic bio-fuels and plug- 
in hybrid vehicles, which are being tested today. Moreover, everything in the analysis 
was predicated specifically on maintaining our standard of living. The fastest and most 
important measures all involve energy savings that translate directly into cost savings 
for businesses and consumers. 

However, the report warned that private sector innovation and policy support would be 
necessary to unlock these opportunities. A McKinsey director at the time said “without 
forceful and coordinated action, it is unlikely that even the most beneficial options would 
realize their full potential”. 

While the report did not promote specific policies, it did mention some possible 
solutions. For example, regulations for utilities could be rewritten to assure that 
companies would not have a disincentive to promote conservation when selling 
electricity. The study also indicated climate change programs might require emission 
limits and other government mandates as well as incentives like tax breaks to promote 
efficient buildings, cars, and appliances. 
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Principal findings of the report included: 

• Opportunities to reduce greenhouse gas emissions, including energy efficiency, 
are highly fragmented and widely spread across the economy. The largest single 
option - carbon capture and storage (CCS) for coal-fired power plants - offers 
less than 1 1 percent of total potential identified. The largest sector, power 
generation, accounts for less than one third of the total. 

• Reducing emissions by 3 gigatons of carbon dioxide equivalent in 2030 would 
require $1.1 trillion of additional capital spending, or roughly 1.5 percent of the 
$77 trillion in real investment the U.S. economy is expected to make over this 
period. 

• Investment would need to be higher in the early years and highly concentrated in 
the power and transportation sectors in order to capture energy efficiency gains 
at the lowest overall costs and accelerate the development of key technologies. 

If pursued, such investment would likely put upward pressure on electricity prices 
and vehicle costs. Policymakers would need to weigh these added costs against 
the energy efficiency savings, opportunities for technological advances, and 
other societal benefits. 

• Five clusters of initiatives, pursued in unison, could create substantial progress 
toward the reductions targets included in several Congressional bills. From least 
to highest average cost, they are: improving energy efficiency in buildings and 
appliances (710 - 870 megatons); increasing fuel efficiency in vehicles and 
reducing carbon intensity of transportation fuels (340 to 660 megatons); pursuing 
various options across energy-intensive portions of the industrial sector, including 
energy efficiency (620 to 770 megatons); expanding and enhancing carbon 
sinks, such as forests (440 to 590 megatons); and reducing the carbon intensity 
of electric power production (800 to 1,570 megatons.) 

The full report is available at; 

www.mckinsev.com/mai/publications/Curbinq Global Enerqy/executive summarv.asp . 

The McKinsey report as well as several other studies demonstrate that energy efficiency 
can cost as little as 3 cents per kWh saved, while electricity costs 6 to 12 cents per 
kWh. Thus, energy efficiency measures are often the most effective way to avoid 
unnecessary energy supply investments, and lower customers’ energy bills on a 
sustainable basis. Despite the obvious advantages of energy efficiency, we spend 
about $215 billion annually on the production of electricity, but invest only $2.6 billion in 
securing electricity savings through efficiency programs. The savings are similar for 
natural gas, where efficiency costs $1 to 2 per thousand cubic feet (mcf) compared to a 
typical market cost ranging from $6 to 8 per mcf. Yet we spend approximately $91 
billion annually on natural gas supplies and only $500 million on natural gas efficiency. 
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A recent study by the Electric Power and Research Institute (EPRl) shows the potential 
for realizing energy efficiency savings. By analyzing the impact of codes and standards, 
as well as market driven efficiency, the study shows measurable reductions in energy 
consumption. Opportunities in the EPRl study range from commercial lighting to 
massive reductions in consumption through residential appliances and standby wattage. 
The full EPRl study can be found at 

http://mv.epri.com/portal/server.Dt7Abstract id=000000000001016987 
Prioritizing Energy Efficiency 

While spending on energy efficiency is increasing, it remains but a small fraction of what 
the total country spends on energy requirements, effectively leaving billions of dollars in 
potential savings on the table. This country must take better advantage of this 
opportunity and prioritize energy efficiency. National Grid supports the concept of 
federal energy efficiency resource standard legislation as one of the strategies that will 
pave the way towards a more energy efficient future. 

Mr, Chairman and Members of the Committee, we believe the current economic 
downturn provides a real opportunity to respond to a multitude of challenges in our 
economy. Driving economic activity in the energy sector can create significant 
employment, all here at home, while reducing our dependence on foreign fuels and the 
release of harmful emissions into our atmosphere. Energy efficiency should act as a 
foundation of our national energy policy as we take other key steps to develop and 
implement innovative investments to ensure a reliable low carbon and efficient energy 
strategy for America. Importantly, these programs can be quickly expanded to provide 
much needed jobs and energy savings in the near term. The existing programs are not 
nearly sufficient, and we look forward to working with you on developing energy 
efficiency policies that will help us to reorder our economy for a greener future. 

We commend your work and we thank you for the opportunity to answer your questions. 
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Mr. Markey. Thank you, Mr. Manning, very much. Our final 
witness is Yvette Pena, who is Legislative Director of the Blue 
Green Alliance, a partnership between labor unions and environ- 
mental organizations, comprising more than six million people in 
support of good jobs and a green economy. We welcome you. 

STATEMENT OF YVETTE PENA 

Ms. Pena. Thank you. Thank you, Mr. Chairman and members 
of the committee. I am testifying today, I am afraid David Foster 
was supposed to testify, so obviously, I am not him. He is our Exec- 
utive Director. He is very sorry he had to leave. He had a commit- 
ment outside of the country. 

The Blue Green Alliance is made up of the United Steelworkers, 
the Sierra Club, the Laborers International Union, the National 
Resource Defense Council, the Communication Workers of America, 
and SEIU. This collaboration of labor unions and environmental or- 
ganizations is based on our common goal to build a clean energy 
economy, and economy that both creates good green union jobs and 
combats global warming. 

Several weeks ago, in response to the deepening economic and 
climate crisis, the Blue Green Alliance put forward a policy state- 
ment on climate change, the first such statement issued jointly by 
both labor unions and environmental organizations. The policy 
statement stressed the importance of including targets that rely on 
the best scientific evidence in an economy-wide cap and trade sys- 
tem that contains mechanisms to prevent job loss and globally com- 
petitive energy-intensive industries. And above all, the statement 
made clear that comprehensive climate change legislation should 
focus on the creation and retention of millions of family-sustaining 
green jobs. I have submitted a copy of our policy statement for the 
record following my written testimony. 

Solving global warming will not be the economic calamity that 
some are predicting. Done right, the transition to a green economy 
will be the most important economic development tool of the Twen- 
ty First Century. The American Recovery and Reinvestment Act of 
2009 took the first step in that direction, with a meaningful down 
payment on investment in the green economy. But this down pay- 
ment could be wasted, if we don’t continue to make the large scale 
investments that are necessary to transition the Nation into a 
clean energy economy. 

Policies, such as the strong Renewable Electricity Standard, 
which is included in the draft bill, are essential in creating a regu- 
latory framework that supports renewable energy, energy effi- 
ciency, and new transmission, as they provide important market 
signals that will attract private investment at the scale necessary 
to put Americans back to work. 

A study released by the Blue Green Alliance on the Renewable 
Energy Policy Project of component manufacturing in the renew- 
able energy industry found that 850,000 manufacturing jobs could 
be created with $160 billion of investments in manufacturing. 

New wind turbine equipment plans have also been built in com- 
munities across the country, including North and South Dakota, 
Minnesota, Iowa, Pennsylvania, Oklahoma, Colorado, Arkansas, 



366 


New York, North Carolina, and other places directly employing 
thousands of workers. 

Comprehensive climate change legislation will also reinvigorate 
the construction industry, in which 1.9 million people are now out 
of work. We must make greater investments in hoth commercial 
retrofitting and residential weatherization, with the right stand- 
ards that others have spoken about. 

Such energy savings can be put to use to finance a high wage, 
high road weatherization industry, where livable wages are paid, 
health care is provided, and essential career and apprenticeship job 
training opportunities are made available to communities across 
America. 

As members of the committee are fully aware, global warming is 
a global problem. U.S. climate change legislation must not create 
perverse incentives for energy-intensive industries to close their 
U.S. facilities because of rising energy costs and relocate them to 
countries that do not take effective action to curb emissions. Nor 
should energy-intensive industries be left vulnerable to imports 
from countries that do not price carbon in energy-intensive prod- 
ucts. In either case, Americans lose jobs and global warming emis- 
sions increase. 

Among the mechanisms available to resolve the international 
competitive issue are allowance allocations to energy-intensive in- 
dustries, border adjustment mechanisms, and globally measurable 
and enforceable sectoral agreements within the framework of an 
international treaty. 

We are confident that this committee can craft the appropriate 
combination of these mechanisms to ensure that our domestic man- 
ufacturing industries remain both competitive and play their crit- 
ical role in reducing their own emissions. 

Global warming is already destroying the livelihood of workers 
available. Doing nothing is not an option. Before us are critical 
choices and decisions. Will we build the clean energy economy and 
put America’s factory and construction workers back on the job? 
Will we advocate a new development model for developing coun- 
tries, that emphasizes consumption in their economies, instead of 
unsustainable trade deficits and hours? 

Will we look back a year from now and say that we stood up for 
our country, our climate, and all humanity when it mattered? Your 
choices will decide which path we go down as a Nation. I believe 
that with the vision that has been laid out in the draft legislation, 
you have already taken steps down the right path for our workers 
and for our environment. 

The Blue Green Alliance and its partner organizations look for- 
ward to working with members of the committee as you continue 
to work on this critical piece of legislation. 

Thank you. 

[The prepared statement of Mr. Foster follows:] 
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Mr. Chairman, Members of the Committee, My name is David Foster. 1 currently .serve as 
the E.vecutive Director of the Blue Green Alliance, a partnership of four major unions and two 
national environmental organizations with over six million members, touching virtually every 
community in the country. Ihe Blue (.ireen .Alliance is specifically made up of the United 
Steelworkers (USW), the Sierra Club, the Laborers’ International Union of North .America 
(lJUNA), the Natural Resources Defense Council (NRDC), the Communications Workers of 
America (CW.A), and the Service Employees International Union (SEIU). This collaboration of 
labor unions and environmental organizations is based on our common goal to build a clean 

energy economy an economy that both creates good green union jobs and combats global 

warming. 


The Blue Green Alliance has become one of America’s leading advocates for global warming 
.solutions and good green jobs, and so 1 am especially pleased to be given the opportunity to 
testify before the Committee on this critical issue. 

Before serving in this capacity. 1 spent 3 1 years as a member of the United Steelworkers, and for 
16 years, served on the union’s International Executive Board as the Director of District 1 1. a 13- 
state region based in Minnesota. 

Several weeks ago, in response to the deepening economic and climate crises, the Blue Green 
Alliance put forward a policy statement on climate change — the first such statement with both 
labor unions and environmental organizations, and for some of our partners, their first public 
statement on climate change. 


The policy statement stressed the importance of including targets that rely on the best scientific 
evidence and an economy-wide cap-and-trade .system that contains mechanisms to prevent job 
loss in globally-competitive energy-intensive industries. .And above all, the statement made clear 
that comprehensive climate change legislation should focus on the creation and retention of 
millions of new and existing, family-sustaining green jobs and should finance the transition to a 
clean energy economy. 1 have submitted a copy of our policy statement Ibr the record following 
my written testimony. 

fhe Blue Green Alliance strongly believes that Congress should act this year and pass 
responsible climate change legislation that will rapidly put Americans back to work with 
millions of jobs building the clean energy economy and reducing global warming emissions to a 
level necessaiy to avoid the worse effects of climate change. Our partners agree that no course of 
action would be more destructiv c than to continue the energy policies that drove oil prices to 



368 


S140 a barrel in 2008. contribyted to skyrocketing food prices and global food shortages, and 
resulted in iin.su.stainable trade imbalances. 

Solving global wanning will not be the economic calamity that some are predicting. Done right, 
the transition to a green economy will be the most important economic development tool of the 
21st centutyv 


We were pleased to see many of the Blue Green Alliance principles in the draft climate change 
legislation. We believe the draft legislation is a step in the right direction to solving climate 
change and creating jobs. 


The creation and retention of millions of new and exi.sting. family-sustaining green jobs, 
particularly in manufacturing and construction, must be a top prioritv ofclimate change 
legislation. I he American Recovery and Reinvestment Act of 200ft look the first step in that 
direction with a meaningful down payment on investments in the green economy. Within about a 
month of passage, 180 workers went back to work at .Andersen Windows, a local company that 
makes energy efficient windows. 

But this down payment could be wasted ifvve don’t continue to make the large-scale investments 
that are necessary- to transition the nation into a clean energy economy. Policies, such as a strong 
Renewable Energy Standard (RES) — which is included in the draft bill, are essential in creating 
a regulatory- framework that supports renewable energy, energy efficiency, and new 
transmission. as they provide important market signals that will attract private investment at the 
scale necessary to put millions more .Americans back to work. A national RES will also diversify 
our energy supply, guard against price instability, and reduce imports from other countries. 

A study released by the Blue Green Alliance and the Renewable Energy Policy Project of 
component manufacturing in the renewable-energy industry based on a 1 0-ycar effort to 
introduce 185.000 megawatts of renewables — the rough equivalent of a J5 percent RES — 
found that 850,000 jobs would be created with $160 billion of investments in manufacturing. 
Economic models for the state of Minnesota show- that a federal RES at 1 5 percent would 
generate over 18.000 jobs in renewable-component manufacturing, while Pennsylvania would 
create 42.000; Michigan .44,000; and Wisconsin. .IS.OOO. My- home state of Minnesota currently 
has a 25 percent RES. and is home to Mortenson Construction, one of the nation's leading 
construction companies specializing in wind-farm installation. 

New wind-turbine equipment plants have also hcen built in communities across the country 
including in South Dakota, Minnesota. Iowa, (Oklahoma, Colorado, Arkansas, New York. North 
Carolina and other places, directly employing thousands of workers. If you include the number 
of people employed in component parts manufacturing, installation ofturbines, their 
maintenance and construction, tens of thou-sands more are employed. 

And investments in clean energy technologies don't just result in new plants and start-up 
companies. Most importantly, they revitalize existing companies, create new products for old 
equipment, and give our existing manufacturing infrastructure a new lease on life, For example. 
ATI Casting Serv ices in EaPorte. Indiana, which makes the hubs and bases for wind turbines, at 
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one point expanded to nearly 300 workers to meet the demand. And Dov\ Chemical in Midland. 
Michigan recently announced that it would build a new facility in Michigan to manufacture 
batteries for the next generation of electric vehicles, bringing with it the potential of more than 
800 jobs. 

fhe wind turbines, solar technologies, geothermal and biomass projects to power our country's 
infrastructure, along with new transmission, energy efficiency initiatives, broadband investments 
and mass iraiisportalion systems, will revitalize our existing manufacturing capacity even further. 
We need to invest in all of these as a country since a primary goal of climate legislation must be 
to create jobs here in the United States and not consumer .spending in China. 

In order to accomplish this goal we must safeguard our investments with appropriate 
procurement policies. We shouldn't confuse sensible government procurement policies with the 
trade rules that govern private commerce. 

Comprehensive climate change legislation will also reinvigorate the construction industry, in 
which 1.9 million people are now out of work and the unemployment rate has reached 21 
percent. With this grim news, we must make greater investments in both commercial and 
residential construction. Imagine a 2()-year program to retrofit America's buildings and 
weatherize America’s homes to make them as energy efficient as European buildings where 
energy consumption is half the per capita rate of our country. Such energy savings can be put to 
use to finance a high-wage, high-road wealherization industry where livable wages are paid, 
health care is provided, and essential career and job training opportunities are made available to 
communities across America. Private industry, communities, unions, and workers can all benefit 
from smart, effective global-warming solutions. .And while the issue of auctions still needs to be 
further defined, it is important that some of the revenue generated from the action also be 
invested in job creating infrastructure activity that reduces carbon. 

While many jobs will be created in areas related to renewable energy and energy efficiency, 
some jobs in other areas will potentially be lost and communities strained. It is critical that the 
final climate change bill also has a robust and comprehensive program to provide assistance to 
workers who are adversely affected by the changes in policy. Workers should not only receive a 
readjustment allowance, and health care, but also access to employment training. 


A.s members of the Committee arc fully aware, global warming is a global problem. U.S. climate 
change legislation must not create perverse incentives for energy-intensive industries to close 
their U.S. facilities because of rising energy costs and relocate them to countries that do not take 
effective action to curb emissions related to products shipped to U.S. markets. Such a result 
would cost U.S. jobs without curbing local greenhouse gas emissions. Nor should energy- 
intensive industries be left vulnerable to imports from countries that do not price carbon in 
energy-intensive products. In either ca.se. Americans lo,se jobs and global warming emissions 
increase. 


■A ton of steel manufactured in the U.S. today results in one Ion of carbon emissions. ,A ton of 
steel manufactured in China results in 2.5 tons of emissions. It would be a tragedy for both 
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workers and the environment if our solution to global wanning resulted in closing U.S, steel 
mills and importing needed steel products from China. 


Among some of the mechanisms available to resolve the international competitive issue are 
allowance allocations to energy-intensive industries, border-adjustment mechanisms that level 
the carbon playing field in energy-intensive industries, and globally measurable and enforceable, 
sectoral agreements within the framework of an international treaty. We are confident that this 
committee can craft the appropriate combination of these mechanisms to ensure that our 
domestic manufacturing industries remain both competitive and play their critical role in 
reducing their own emissions. 

Conclusion 


Global warming is already destroying the livelihood of workers everywhere. For example, 
thousands of Steelworkers who used to make aluminum in the Pacific Norlhwe.st have lost their 
jobs because years of declining snow'falls in the Cascade Mountains meant less water in 
reservoirs and higher-cost electricity from the mighty dams that Henry Kaiser built more than 60 
years ago. Smelters closed because they were unable to afford the higher cost ofelectricity. 
These lost jobs are a grim testtiment to why we can't wait to deal with climate change. Failure to 
act will mean severe economic consequences. 

In Nairobi, where last month 1 .spoke to the United Nations Environment Programme's biennial 
ministerial, global wanning isn’t just about lost jobs. It is about starvation and mass migration. 
What little hope countries like Kenya, or others in the developing world, had of climbing the 
development ladder out of extreme poverty and into the ranks of the so-called emerging 
economies, is evaporating as surely as the deserts of Darfur are expanding. That is the price of 
failing to act on global warming. 


Before us are critical choices and decisions. 

Will we build the clean energy economy and put America’s factory and construction workers 
back on the job? 


Will we advocate a new development model for developing countries that emphasizes 
consumption in their economies, instead of unsustainable trade deficits in ours? 

Will we look back a t ear from now and say that we stood up for our country, our climate, and all 
humanity when it mattered? 

Your choices will decide which path we go down as a nation. 1 believe that with the vision that 
has been laid out in the draft legislation, you have already taken steps down the right path for our 
workers and for our environment. The Blue Cireen Allitmce and Its partner organizations look 
forward to working with Members of the Committee as you continue to work on this critical 
piece of legislation. 

Thank you. 
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In response to deepening economic and climate crises, the Blue Green Ailiarwe and its labor and environmental partner 
organizations — including the United Steelworkers, Sierra Club, Commonicafions Workers of America (CWA), Natural Resources 
Defense Council (NRDC), Loborers' International Union of NorA ^nerica (LIUNAj and Service Employees Internahonol Union 
(SEIU) — strongly advocate for domestic energy ar>d climate change tegidoKon that will rapidly put Americans bock to work with 
millions of jobs building the eleon energy economy and reducing global warming emissions to o level necessary to ovoid the 
worst effects of climote chonge, A sound energy and climote change policy con put our country bock to work quickly and 
efficiently and put us on a path for sustained economic growth. No course of action would be more destructive than to continue 
the energy policies thol drove oil prices to $ 140 o borret in 2008, contributed to skyrocketing food prices and global food 
shortages, and resulted in unsustainable trade imbalances. 

Globol warming and unsustainable energy dependence ore the foremost environmental issues of our time; they ore olso the 
signature economic issues of our day, providing enormous risks to future GDP growth and unparalleled opportunities to creote 
jobs and launch a different model of economic development. 

Within this context, the Blue Green Alliance and its prarlners urge the passage of comprehensive cap-ond-trode climate 
change legislofion in 2009 based on the following principles; 


scientific consensus must be continuously updated and inform our policies on greenhouse 
gas emission reductions. Our gool muM be to reduce U-S. emissions by at ieost 80 percent from 1990 levels by 2050. We also 
support a renewed U.S. effort to forge o gtobo! treaty to reduce worldwide emissions by 50 percent by that same dote. In order 
to meet these importont 2050 goals, climate change legislation should reduce U.S. emissions significantly below 2005 levels by 
2020. Individual BGA partners advocate targets ranging from 14 to 25 percent below 2005 levels by 2020. This would be 
supplemented with a combination of domestic ond inlernolionol reductions in uncovered sectors (e.g. forestry and ogricuiture). 

Although different sectors of the economy face different regionol and intemotional 
choltenges, we believe thot our economy is best served by on economy-wide cap<ind4rode system. This orcbitecture will best 
drive tiio innovotion and investment necessary to transform our energy production and consumption systems. For an economy- 
wide system to work, however, both regionol disporifies and international competitiveness issues most be oddressed, Otherwise, 
regions of our country most heavily dependent on fossil fuels will be unfairly penolized, ond trode-exposed energy-intensive 
industries will be driven to less regulated countries. 

|[|2Q!]QQQQ2!QQQ!||Q3QQ!SSDSB9 creation and retention of millions of new ond existing, family-sustoining green 
jobs, porttcuiorfy in manufacturing and construction, must be a direct gool of climate chonge legislation. The recent Americon 
Recovery ond Reinveshnent Act of 2009 provided a meoningful down poyment on investments in the green economy, saving or 
creating 3 ,5 million jobs. But this down poyment could be wasted if we don't moke the next insfollments in the clean energy 
economy ot the scale rtecessory to convert our country to renewable energy. The wind turbines, solor technologies, geothermal 
ond biomoss projects to power our country's infrastructure, along with the new transmission, energy efficiency Initiotives, brood- 
bond investments and mass tronsporfotion systems, have the potential to revifolize our existing monufocturing capacity if we 
soFeguard these investments with appropriate procurement policies. The 1.2 million construction workers laid off in the lost 18 
months will olso be colled back to work on these projects while, of the some time, we creote millions of new job opportunities in 
retrofitting the notion's building stock. 

Climate chonge impacts and higher energy costs that may accom- 
pany 0 policy thot puts 0 price on greenhouse gases will affect different sectors of our population and regions of our country 
unequoliy. Climate chonge legislation must pro^nde a variety of mechanisms that offset rising energy costs to low- and moderate- 
incoma Americons and adversely impacted regions of the country. Such mechanisms might include energy efficiency programs, 
energy rebotes and dividends, and tox credits ond fiscal incentives for investment in the new energy economy. 


BLUEGREEH 

ALLIANCE 


WASHiMfSTON, D.C. 2DQQS 
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Global wanning is a gl^al problem. U.S. climaie change iegisialion must not 
cause energy-intensive industries to close their U.S. fadiBies becouse ^ riang energy costs and relocate them to countries that do 
not foke effective action to curb emissions related to products dipped to U.S. markets. Such a result would cost U.S. jobs without 
curbing global greenhouse gas emissions. Among the mechanisms avaitaUe to resolve this problem are allowance ailocotions to 
energy^ntensive industries, border odjusfment mechanisms that level the carison plo^ng field in energy-intensive industries that 
produce import-sensitive products, and globoliy measurable and enforceaWe, sectoral ogreemenls within the fromework of an 
international treaty. 

■ 1 *■,* 1 ■' *1 riy rS ■ ' studies by the Center for American Progress and University of Massachusetts 
have demonstrated thaHhe most commonly needed job sldlis for global warming solutions are already held by millions of 
Americans, many of them standing in unemployment lines. Clean energy and global worming solutions will put them back to 
work. The scope and scale of the work to be done olso will provide our country with on historic opportunity to set a new urban 
ond rural social agenda to bring jobs and opportunity to mai^afized communities. Climate change iegislafion should directly 
link its solutions to a broad agenda for economic opportunity that engages the communities with high unemployment rotes first 
and funds our troining and transition needs of a level commensurate with success. 

Ailowonces should be oucfioned or used for public purposes, while avoiding windfall profits. 
This will maximize the investment of public revenues in public "goods* such os creating jobs, minimizing teokoge due to interno- 
tional competition, upgrading technology in vital industries, revitalizing research af>d development, investing in clean energy, 
broadbond ond transportation infrastructure, ond supporting equity programs that help transition workers ond vulnerable 
communities. 

strongly support an approach to climate change legislation that includes regula- 
tory measures such os standards for power plant emissions, low-carbon fuels, renewable electricity, energy efficiency resources, 
fuel efficiency and appliance efficiency. Such approoches have proven to be effective market-building tools that attract invest- 
ment ond create jobs. 

3j^^2J2flESBIi[^SSES232SH ln''estments in research and development are critical to the efficient transformation of 
our nofion to a clean energy economy. R & D inveshnenfs should include a wide range of technologies, including carbon, 
capture and sequestration technology. 

|||QJSQ33uD 3SE!SKBBS3S3SSB Any effective domestic climate chonge iegislofion must recognize our country's opportu- 
nity and responsibility to help fund o cleon energy economic development model for developing and emerging economies. We 
recognize that the old mode! bosed on extraordinary U.S. trade deficits and energy dependence on the Middle East was both 
environmentally and economically unsustainable. The transfer of clean energy and energy efficiency technologies ond the 
preservation of the world's significant roin forest carbon sinks must happen in a way thot effectively roises international stondords 
of living, protects the rights of indigenous peoples, provides decent work and promotes o consumption model of economic 
development in the developing world, The results of both technology transfer and rain forest preservation must be measurable, 
reportable and verifiable. 

In both the U.S. and other countries, globol warming is olready having negofive impacts on economies, jobs, 
communities, natural resources and natural habitats. We recognize that o significant portion of the revenues raised through 
captand-trade legIsloHon In the U.S. must be used for adaptation measures that provide solutions to those immediately Impacted 
by global warming both domestically ond internoHonaliy. 

believe in the basic responsibility of government to lead in 

funding the transition to o cleon energy economy. Captand-trode auction revenues are one source of those funds. However, just 
os in the current financial crisis some banks hove been considered essential assets, our atmosphere is "too big to fail." just as we 
believe that scientific goals must be continuously reevaluated according to emerging data, so, too, the scope of our investments 
must be continuously revisited to see if they are adequote to succeed. 

Wo recognize the ronge of debate within our country today on the targets, timetables, and policy mecho- 
nisms to implement comprehensive climote chonge legisiotion. We do not cioim to have unique soiufioris, nor to hove the only 
path to successful resolution of the climote crisis. We do, however, shore o common convicKon that any successful climote change 
legislation must be guided by two overriding principles - the best scientific advice on the reduction targets and implementation 
mechanisms that rapidly put Americans bock to work, building the solutions to reach those targets. 
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Mr. Markey. We thank you, Ms. Pena, very much. And now, we 
will turn and recognize Ms. Castor, from the State of Florida. 

Ms. Castor. Thank you, Mr. Chairman. Thank you all very 
much for your testimony today. I hear a lot from students and 
young entrepreneurs, and they are very motivated these days to 
enter a green jobs field. 

What is your best advice for a young person, what should they 
be studying in school? How should they be preparing? Where are 
the opportunities today for those jobs? 

Mr. Manning. I would love to start. We have a real issue in this 
country, in terms of math and science education. And this doesn’t 
just apply to the new economy, the new energy economy. It applies 
to all of the work that we must do as utilities to keep our own sys- 
tems reliable. 

So, I would have to say off the top that if you are having that 
conversation, if anyone has the aptitude or the interest to pursue 
science and — speaking as a retired lawyer, I can offer great respect 
for mathematicians, for scientists, for engineers, but beyond that, 
of course, I think what is really significant is that the educational 
institutions that we now meet with and talk to, they are designing 
these programs, in terms of design, architecture, engineering, 
science, that it is very difficult for us to know what we are going 
to need. The Bipartisan Action Group is meeting again tomorrow 
on this very issue, trying to figure out what sorts of means they 
will have, in terms of personnel. 

Don’t forget also, the average age of an employee within our com- 
pany is very close to 50. So, when you talk to these people, remind 
them that there is an entire generation of energy providers who are 
very close to retirement. So, I think there is a pretty broad scope 
open to them. 

Ms. Gordon. Thank you for the question. I think it is a great 
one. It is incredibly important to not limit the scope of the notion 
of what a green job is. Ideally, we would love to see jobs in invent- 
ing, making, installing, using, maintaining, operating all of these 
systems here in this country, and that is a huge range of occupa- 
tions, and a huge range of areas and sectors. It is one of the rea- 
sons it has been hard to count the jobs, because they are so diverse 
across so many sectors. 

I think, I would agree that math and science, math and science 
are critical not just for engineering, but what we are hearing from 
the folks, our union partners who are running apprenticeship pro- 
grams in electrical and in the building trades, is they also need 
folks to come in with basic math and science. It is an incredibly im- 
portant skill. 

I would also just reiterate what I said earlier, that many of these 
jobs are jobs that don’t need a four year degree, and while we want 
our young people, who are interested, all the young people who are 
interested and excited about going to a four year college should be 
able to do that. But not all young people are in that category. 

There is 150,000 dropouts last year in California. The Gates 
Foundation surveyed them, and found 80 percent of them said if 
they had had job experience while in school, they would have 
stayed in school. 
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And that is an incredibly important statistic, and I think we 
need to give opportunities to folks who want to go into the trades, 
opportunities to folks who want to be building hands-on, building 
these systems that we are talking about. 

Ms. Bode. As one of the mainstream, sort of new renewable in- 
dustry. 

Mr. Markey. Turn on the microphone, please. 

Ms. Bode. We want, am I on? OK, now I am. We represent both 
the people involved in manufacturing of wind turbines, and there 
is over 8,000 parts in a wind turbine, as well as those people that 
develop the wind farms. So, we deal with both, so what we have 
been trying to do, and are doing through our Education Committee, 
is developing curricula that will provide the job training, and work- 
ing with a number of educational institutions, junior colleges, vo- 
tech schools, as well as four year colleges, to develop the breadth 
of training that will be necessary for these jobs. 

We have, at our Wind Power Conference that will be in Chicago, 
Illinois the first week in May, we will have approximately 20,000 
people attending that conference. We have one of the days of the 
conference set aside for young people and for people in academics, 
who want to come in and meet the 1,200 exhibitors who are manu- 
facturer, supply chain folks, as well as developers, to talk with job 
possibilities. And we are there to talk with them as well. 

So, contact us. We are putting together an internship program. 
We are all about the jobs and the people. 

Ms. Bode. And I have another question. It is a bit broader. You 
know, last week, the Environmental Protection Agency issued its 
proposed endangerment finding, that follows on the U.S. Supreme 
Court decision that says EPA has the legal authority and obligation 
to regulate greenhouse gases. 

And you know, if the Congress, if we can’t get it together and 
pass a cap and trade, or an Energy Bill here, it will probably be 
left to EPA to regulate it. What would that do to green jobs initia- 
tives and to your growing industries? 

Mr. Manning. Again, if I could open. I think we had a strong 
preference, which is one of the reasons we are very pleased to be 
included in this panel, we have a strong preference for a legislative 
response which can provide the kind of flexibility and the invest- 
ment opportunities that make sense. 

We are a very large company. We are a very large industry, all 
of us collectively. Our preference would be that we come up with 
a regime, or that you come up with a regime which we can, instead 
of rules that we can live by, and drive the right kind of invest- 
ments. 

So, Mass. V. EPA, we are very familiar with that case. We are 
very familiar with the work of the EPA, in terms of regulating 
what we do as power generators. Our preference would be that we 
come up with, or that you come up with a set of rules that will ad- 
dress this problem. We are very anxious to get on with it. 

Ms. Bode. Thank you. 

Mr. Markey. Thank you. The gentlelady’s time has expired. 

Ms. Bode. OK. 

Mr. Markey. The chair recognizes the gentleman from Michigan, 
Mr. Upton. 
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Mr. Upton. Mr. Manning, we sort of chuckled back here when 
you said you were very glad to be on this panel. If I were you, I 
would have asked to have been on panel 2 or 3. I have just a couple 
questions, and hopefully, will not take my full five minutes. 

Ms. Pena, you talked about the Blue Green Coalition and how 
broad it is, which was exciting to hear. I am a supporter of a re- 
newable portfolio standard. Obviously, the question is what is in 
the details, what is in the base. I am one that happens to believe 
that hydro ought to be in there, both old and new. Waste energy, 
I think, is very important. We see that in my district. A gas line 
runs right through a landfill, and they provide gas heat or gas for, 
I believe, 1,200 homes a day from the methane produced from that. 

I am a supporter of nuclear, and that is my question for you. We 
have two nuclear plants in my district. We had the unfortunate in- 
cident last fall of having a turbine lose a blade, and it was de- 
stroyed. And there are now 500 folks working to repair that tur- 
bine. As you can imagine, it is pretty big. That turbine was made 
in Germany, because we turned the switch from green to red on 
nuclear, we lost, we have lost a lot of jobs. Among them, I think 
in your coalition, you talked about the steelworkers. 

When my two plants were built, 85 percent of the components of 
those two plants were built in this country. Because we have not 
turned on a new plant in a couple of decades, 85 percent of the 
components are now made someplace else, as we have seen with 
this turbine. Would your organization support nuclear, with no 
greenhouse gas emissions, as part of the renewable portfolio stand- 
ard? 

Ms. Pena. We do not have a position on nuclear energy. Some 
various organizations 

Mr. Upton. Well, we might be able to convince you. 

Ms. Pena [continuing]. Have varying positions on the issue. 

Mr. Upton. I just know that the steelworkers, I believe they are 
supportive of that. Well, I don’t know. It would be great if you 
could go back to them, because this would really create tens of 
thousands of jobs, if we are able to do that. 

Knowing my time is running out, I am going to not use all my 
time. Ms. Bode, a question that I have been asking my crew for a 
long time, and maybe you know the answer. 

This proposal, the draft deal, has a 25 percent standard by ’25. 
Obviously, a lot of that is wind. Unlike some people from Massa- 
chusetts, I actually support in water. Lake Michigan, though I 
don’t, maybe Mr. Manning, I don’t know whether you support it off 
Nantucket or not. Do you? You do. Do you hear that, Mr. Markey? 
He supports wind off Nantucket. 

Maybe, you will be delegated to panel 5 next time. 

Mr. Markey. How about wind in Lake Michigan? 

Mr. Upton. I just said that I support that. 

Mr. Markey. Oh, you do. OK, oh, good. 

Mr. Upton. I do. I do support that. 

Mr. Markey. Excellent, excellent. 

Mr. Upton. The question, though, that I have for you, Ms. Bode, 
is we actually, we have some of those green jobs that we’ve talked 
about. In my district, we actually make the cap, which weighs 
32,000 pounds, on the 80 meter wind turbines. Great, good jobs, in 
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a little town in my district. Now, they provide, if we end up going 
to 25 percent, I don’t know what the wind component of that will 
he. I would guess what, 10 to 15 mayhe, if we don’t include — how 
much, knowing that today, it is less than 1 percent wind, how 
much space in America do we need for, how many wind turbines 
do we need, at 80 meters tall, because they are the most efficient, 
right? 

Ms. Bode. Actually, they are actually going up to 100 feet. 

Mr. Upton. OK. Well, 80 meters. But in essence. 

Ms. Bode. One hundred. 

Mr. Upton. How much space do we need, land space do we need? 

Ms. Bode. Right now, there are 35 states that are producing, 
that have wind turbines and wind generation. 

Mr. Upton. Right. 

Ms. Bode. In terms of producing wind. In terms of the space to 
do that, I think, I haven’t measured it in terms of half of the state, 
or part of the state, but I think the footprint is probably less impor- 
tant, in the fact that the wind turbine 

Mr. Upton. Well, do we need 

Ms. Bode. A wind turbine, put up on land, continues to allow the 
land to have multiple uses, and in fact, you know, that is, you 
know, in some respects, that is very different than all 

Mr. Upton. Do we need 

Ms. Bode [continuing]. Other forms of generation. 

Mr. Upton. But how close do you put these 80 meter jobs to- 
gether? 

Ms. Bode. Well, let us put it this way. In Germany, they have 
20 percent penetration, and I think they are very comfortable with 
the amount of wind turbines they have put up in their country. The 
same thing with Italy, France, and it is a much smaller space for 
them to put it 

Mr. Upton. Again, remember, I am a supporter. 

Ms. Bode. Yes. 

Mr. Upton. Do we need the size of Iowa? Do we need the size 
of — I mean, how much space do we need to generate 10 to 15 per- 
cent of our energy from wind? 

Ms. Bode. I have no idea. 

Mr. Upton. All right. 

Ms. Bode. Well, I mean, but the point is that you do not — you 
are not taking land out of 

Mr. Upton. Can you find out and get back to me? 

Mr. Shimkus. If the gentleman would yield, I have got some 
stats. 

Mr. Markey. Tell you what, the gentleman’s time has expired, 
and I can recognize from, if the gentleman wouldn’t mind, I can 
recognize the gentleman from Illinois on his own time. 

Mr. Shimkus. Then I am not going to use my stats instead of my 
question. 

Ms. Bode. Well, and I would be up to answer to his question, my 
brilliant staffer, who has a lot more statistics than I do at his fin- 
gertips, if I could answer. 

Mr. Markey. Sure. 

Ms. Bode. Apparently, it is, actual land use is 2 to 5 percent of 
the land covered, which is less than half of the area of Anchorage, 



377 


Alaska. So, onshore land use would be approximately 12.3 million 
acres, but of course, in almost every case, that land has continued 
to be multiple use. 

Mr. Upton. OK. Understand that. Thank you. 

Mr. Markey. The gentleman’s time has expired. The chair recog- 
nizes the gentleman from Illinois. 

Mr. Shimkus. Let me just add to that, then. Thank you, Mr. 
Chairman. Take a steel mill that uses 545 million kilowatts per 
year. It would require roughly 138 wind turbines on roughly 12,443 
acres of land, for a total output. However, during peak load at that 
steel mill, it requires 100,000 kilowatts. For that, you would need 
roughly 825 turbines on 33,000 acres of land to account for peak 
load. This wind panacea is just scary. 

The President, in his inaugural address, said we will run our fac- 
tories, manufacturing factories, on wind and solar. Dr. Seuss 
couldn’t write a better line. That is irresponsible. Base load genera- 
tion will always be major traditional electricity generation, whether 
that is coal or that is nuclear power, or it is going to be major 
hydro. Now, renewables can help, and I am probably one of the few 
Members who climbed a wind turbine, Mr. Chairman. I know you 
would be shocked that I actually climbed one during my break. 

I encourage everybody to visit coal-fired power plants or 
coalmines. I also did climb all the way up to the top of a turbine, 
and got a good tour of that. So, we are not anti-this, but for people 
to propose that we are going to solve our electricity problems and 
stay competitive worldwide on wind and solar, are being very dis- 
ingenuous. And so, that is why part of our debate is, in this bill, 
which has a gaping hole, which is the credit allocation. Are you all 
comfortable with the fact that there are some folks cutting back- 
room deals on the credit allocations, and that we are not here dis- 
cussing the allocation of those credits right now. 

Ms. Pena? 

Mr. Manning. If I could 

Mr. Shimkus. No, I asked Ms. Pena first. 

Mr. Manning. Oh, I am sorry. 

Ms. Pena. Thank you for 

Mr. Shimkus. Real quickly. I have only got 2:40, and the chair- 
man’s hot on time. 

Ms. Pena. And that question will be answered, and obviously, we 
are having a lot of discussions on it. We need to 

Mr. Shimkus. So, you are part of the backroom deals, too. 

Ms. Pena. Well, I 

Mr. Shimkus. Yes? 

Ms. Pena. No, no. I mean, obviously, the chairman has 

Mr. Shimkus. No. There is deals being cut right now, so if you 
are not back there, you had better get back there, because folks are 
negotiating these credits. Now, we should be discussing these cred- 
its out here in the open, so that we can then also score them. So, 
do you think we should have those out for everyone to see, so we 
can address the benefits? 

Ms. Pena. I believe we need allocations, and we need invest- 
ments — 

Mr. Shimkus. How about transparency? 

Ms. Pena [continuing]. Manufacturing 
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Mr. Shimkus. How about transparency? You all are for trans- 
parency, aren’t you? 

Ms. Pena. There is transparency in this process, sir. 

Mr. Shimkus. There is. So, can you tell me the credit allocation 
right now? 

Ms. Pena. It is being discussed. 

Mr. Shimkus. And who is discussing it? 

Ms. Pena. The chairman, the various constituencies. The 

Mr. Shimkus. In the backrooms. In the backroom, which I have 
not been invited to yet. That is not dealing and helping me on coal 
production and electricity generation. 

Ms. Pena. I can only answer what we believe, and 

Mr. Shimkus. Mr. Manning? 

Mr. Manning. Our position has been very public, in terms of al- 
location. We believe that 

Mr. Shimkus. Should there be, let me ask this question. My time 
is — should there be 100 percent auction? Ms. Pena, yes or no, 100 
percent auction? Yes or no. 

Ms. Pena. We need to continue to discuss that. 

Mr. Manning. We need to move promptly to 

Mr. Shimkus. 100 percent auction, yes or no. 

Mr. Manning. Ultimately, yes. 

Ms. Shimkus. Yes. Ms. Bode, 100 percent auction. Should we 
have 100 percent auction? Ms. Bode? 

Ms. Bode. I don’t know what is being discussed in the back 
rooms. I am sorry. 

Mr. Shimkus. No, the question is should we have 100 percent 
auction of credits? 

Ms. Bode. Oh, OK. 

Mr. Shimkus. The question is, should we have 100 percent auc- 
tion of credits? Aren’t these important questions? Mr. Chairman? 

Ms. Bode. Yes. 

Mr. Shimkus. Well, did you invite the panel here? 

Mr. Markey. I don’t think there should be 100 percent. 

Mr. Shimkus. I am asking the panel that you have invited. 

Mr. Markey. OK. Please. 

Mr. Shimkus. Should they be answering? Should there be 100 
percent auction of credits? 

Ms. Bode. I don’t know the answer to your question. 

Mr. Shimkus. OK. Next. 

Ms. Gordon. I think we, our alliance hasn’t come to a specific 
position on this, but we definitely believe there needs to be a tran- 
sition period, where 

Mr. Shimkus. Mr. Ackerman, please. 

Ms. Gordon. Ultimately, yes. 

Mr. Shimkus. Should there be 100 percent — someone. 

Ms. Gordon. But there needs to be a transition period, that in- 
cludes some allocations, and we need to make sure we invest auc- 
tion proceeds back into the clean energy economy. 

Mr. Shimkus. Mr. Ackerman. 

Mr. Ackerman. Well, I am in favor of 100 percent auction. 

Mr. Shimkus. Thank you. Thank you. 

Mr. Ackerman. And I am in favor of transparency in making 
these deals. 



379 


Mr. Shimkus. Thank you. 

Mr. Ackerman. I think the question of is there transitional as- 
sistance needed is a separable question. 

Mr. Shimkus. Right. But we should be discussing these credits. 
If we move to markup of a bill on Tuesday, and we don’t have the 
credit allocation, that will pose a question, Mr. Chairman, one that 
you asked in past Energy Bills, of who is writing the bill in the 
back room. And with that, I yield back my time. 

Mr. Markey. I thank the gentleman very much. And I thank all 
of the members of the committee for this historically long hearing, 
and you don’t hear many witnesses ever say thank you for inviting 
me this evening to testify. As one of our witnesses 

Ms. Bode. Mr. Markey. 

Mr. Markey. Yes. 

Ms. Bode. I just wanted a point of personal privilege. I wanted 
to share the fact that my brother and sister-in-law are here from 
Carlisle, Massachusetts. They are in the tiers with their two 
daughters. 

Mr. Markey. Where are they, please? I would love to see them, 
and welcome from Carlisle. 

Ms. Bode. And this is the first Congressional hearing they have 
ever been to, and so, I just wanted to make sure that everyone 
knew that they were here. 

Mr. Markey. Hopefully they weren’t here at — Carlisle is like the 
aristocracy of Massachusetts. So, thank you so much for being here 
today, and your sister-in-law did a fantastic job here today. 

Tomorrow morning, by the way, our first hearing is on the alloca- 
tion policies of carbon credits, in order to assist and benefit con- 
sumers, and we will have seven witnesses, beginning at 9:30 tomor- 
row morning, to begin the discussion of carbon credits and its im- 
plementation, in a way that will protect consumers in America. 

Again, we thank all of you for your patience today, and for your 
tremendous contributions to this process. Thank you. 

This hearing is adjourned. 

[Whereupon, at 6:40 p.m., the subcommittee was adjourned.] 

[Material submitted for inclusion in the record follows:] 
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EPA Responses to Questions for the Record from April 22, 2009 Hearing 

l.a. What are your thoughts on how EPA will measure and evaluate foreign 
competitors’ greenhouse gas emissions? 

In order for the President to make a determination that a US sector is still at risk of 
carbon leakage under section 767 of the bill as introduced, EPA may need to assess the 
energy or greenhouse gas intensity of other countries. Among the sources of information 
that EPA would use for that purpose are the greenhouse gas inventories that are required 
of all countries under the United Nations Framework Convention on Climate Change 
(UNFCCC). As part of its position for the upcoming Copenhagen meeting in December, 
the United States has stated that all countries, except the least developed countries, 
should be required to provide greenhouse gas inventories on an annual basis (as 
developed countries currently do). 

1. b. If a nation has established a comparable greenhouse gas reduction program, 
how will that program be evaluated in terms of reliability of compliance? 

In 2007, the UNFCCC Parties agreed to address consideration of nationally appropriate 
mitigation action that is measureable, reportable, and verifiable. Common procedures 
and protocols and institutions exist for developed countries to produce timely and 
transparent inventories. Additional considerations may be necessary in some cases; for 
example, in some developing countries an assessment will need to balance the necessity 
of a rigorous measurement reporting and verification system with the reality of resource 
limitations in the developing world. However, by combining capacity building with 
aspects of established institutions, we believe an acceptable framework can be established 
globally that will provide the United States with information to be used in evaluating 
other countries’ compliance with their domestic programs. 

2. a. In the draft bill, the EPA is charged with establishing an offset credit program 
for carbon dioxide equivalent emissions. Northern Michigan has the potential to 
supply reforestation or afforestation projects under an offset program, but we also 
have large timber companies, as well as large pulp and paper companies that are 
major employers in the district. How the offset program is structured can 
determine whether it will help or hurt my district and many others across the 
country, and I want to know what your thoughts are on restricting the end use of 
forestry products from forestry-offset sites? In other words, can a landowner who 
participates in the offset program still market wood products for use in construction 
while complying with the EPA offset requirements? 

We anticipate that in the case of forest management, a landowner opting to participate in 
the offset program could still continue to market wood products while also generating 
offset credits. The forest sector provides a number of opportunities to help mitigate 
climate change. For the working forests of large pulp and paper companies, offsets 
could potentially be generated through improved forest management. Forest 
management activities, such as lengthening harvest rotation age, enhancing tree density 
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in understocked stands, or improving felling practices, could increase carbon stocks 
and/or reduce emissions. To participate in the offset program, the practices applied to 
produce those wood products would need to be improved above and beyond the 
business-as-usual practices. In the case of crediting the carbon stored in the wood 
products themselves, we know, through our work with the US Forest Service, that 
carbon can be stored in wood products for long periods of time, but we have not yet 
explored how such storage could be included in a crediting system. 

3.a. Is EPA’s movement toward regulating mobile source greenhouse gas emission 
realistic? 

Yes, it is realistic to move forward on regulating greenhouse gas emissions. As President 
Obama announced on May 19, 2009, the Administration plans to move forward on 
vehicle greenhouse gas and fuel economy standards for the 2012 through 2016 model 
years. 

3. b. Have you consulted with the Dept, of Transportation on your plan to regulate 
greenhouse has emissions, and its impact on the current Corporate Average Fuel 
Economy (CAFE) standards that the Dept, of Transportation administers? 

Yes, EPA and DOT have worked closely together and recently released, on May 19, a 
notice of intent to propose a joint rulemaking on a coordinated approach for greenhouse 
gas and fuel economy standards for 2012 through 2016. 

4. a. As the bill is currently written, the EPA will have authority to regulate the 
greenhouse gas emissions of engines or vehicles defined as “nonroad vehicles.” This 
regulation will cover everything from tractors and bulldozers to snowmobiles and 
lawnmowers unless the EPA deems it inappropriate. What criteria will EPA use to 
determine which engines are regulated? 

The Agency would consider the relative contribution of all nonroad classes or categories 
to GHG emissions and the costs and technological feasibility for achieving reductions in 
each category before determining whether to establish standards, and if so, what types of 
engines to regulate. Any regulation of greenhouse gas emissions from nonroad sources 
under the bill, if passed, would be issued through rulemaking, which would include an 
opportunity for public comment on any proposed standards. 

4. b. What will the expected costs be to industry and consumers from these potential 
regulations? 

The Agency has not yet determined which categories should be regulated under the bill, 
if passed. EPA would need to assess potential costs as those determinations are made and 
as the structure and stringency of the standards are developed. 

5. a. Under the SmartWay Transportation Efficiency Program, how does EPA 
differentiate between companies with their own employees and trucks doing 
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shipping as opposed to companies that contract out that work in terms of meeting 
their energy and greenhouse gas performance? 

5.b. Are companies with integrated operations penalized in terms of efficiency and 
emission standards? 

The goal of the SraartWay program is to reduce GHGs from goods movement, primarily 
by working with carriers and shippers. Section 223 in the American Clean Energy and 
Security Act would authorize EPA to develop the SmartWay Transport Efficiency 
Program to develop enhanced measurement protocols and tools to help shippers and 
carriers evaluate their energy and GHG performance; these protocols and tools would 
reflect the unique characteristics of carriers and shippers and their energy- and GHG- 
saving opportunities. 

Under the current SmartWay Transport Program, companies with integrated operations 
are not penalized in terms of efficiency or emission standards. The programs that EPA's 
SmartWay program has constructed to date create a level playing field for all freight 
companies and account for all GHG emissions associated with goods movement. 
Specifically, companies with their own employees and trucks as well as companies that 
contract out that freight work would each have to account for all of the GHG emissions 
associated with their freight activities. EPA envisions that a Smartway Transportation 
Efficiency Program defined by the legislation would also account for all GHG emissions 
associated with moving goods. 


6. In the President’s Fiscal Year 2010 budget proposal, he indicated his desire to 
have a large portion of projected revenue from a cap-and-trade program to be 
devoted toward a long-term extension of the Make Work Pay tax credit to avoid 
families having projected increased energy costs. At the existing rate of S400 per 
individual and $800 per couple, is this level of tax relief sufficient to offset what you 
believe will be the projected increased costs of energy under a cap-and-trade 
program? I have seen reports of projected, annual per household carbon costs 
anywhere from $140 in EPA’s study to $300 in a study done by MIT and $1600 
from the Congressional Budget Office. With my district requiring more energy 
usage in terms of heating and transportation as well as deriving nearly all our power 
from coal-fired power plants, I want to know the Administration’s view on 
mitigating costs for those least able to pay. 

EPA believes that change in projected annual per-household consumption is the best 
measure of the cost that a cap and trade program would impose on consumers. Based on 
preliminary analysis of the introduced Waxman-Markey bill, the Agency currently 
projects that the cap and trade portion of the bill would reduce annual per-household 
consumption by an average of no more than $140 on a net present value basis over the 
2010 to 2050 time period. This relatively modest number reflects the assumption made 
in this analysis that the bulk of the allowance value from the program would be returned 
to the people as a lump-sum rebate; in other words, the $140 estimate is net of any 
reimbursement of auction revenue back to consumers. Returning the auction revenues to 
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households would enable consumers to decide how best to use the value created in the 
program, for example, to buy more energy efficient light bulbs, to pay for electricity bills, 
or to use on the consumption of other goods and services. Furthermore, while the bill 
does not specify a particular method for using the value of allowances, returning the 
revenues in this fashion could make the median household, and those living at lower ends 
of the income distribution, better off than they would be without the program. However, 
a policy that failed to return these revenues to consumers would lead to substantially 
larger losses in consumption. A long-term extension of the Make Work Pay tax credit 
would be one way to return these revenues to consumers that would be consistent with 
EPA's analysis. 
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THE SECRETARY OF TRANSPORTATION 
WASHINGTON, D.C. 20590 

June 30, 2009 


The Honorable John Dingetl 
Chairman Emeritus 
Committee on Energy and Commerce 
U.S. House of Representatives 
Washington, DC 20515 

Dear Chairman Dingell: 

Thank you for your letter regarding follow-up questions concerning my April 22 testimony 
before the Energy and Commerce Committee. I am pleased to respond to your questions. 

1 . As you know the current authorization for Section 1 36 is $25 billion. How many 
applications has the Department of Energy received for this program? Of these applications, 
what is the total amount of funding that has been requested? Does this program have 
adequate funding to meet the demand? If so, explain why. If no, please explain why. 

Answer : The lead agency for the implementation of Section 136 of the Energy Independence 
and Security Act is the Department of Energy. I defer to Secretary Chu on these questions. 

2. EPA is moving forward with the endangerment finding for greenhouse gases. Regulating 
greenhouse gases under the Clean Air Act, in my opinion, will result in a glorious mess. Do 
you believe regulation under existing law is the best way to move forward? If so, please 
explain why. If no, please explain why. 

Answer : The President has called upon Congress to pass comprehensive greenhouse gas 
legislation. I look forward to working with EPA and Congress to develop this legislation. A 
legislative approach to regulating greenhouse gas emissions that meets the President’s 
requirements would be more efficient than regulating greenhouse gas emissions luider 
existing law. 

3. The American Clean Energy and Security Act would give authority of regulating greenhouse 
gases back in the hands of Congress as was the original intention in the Clean Air Act. Do 
you support Congress passing comprehensive climate change legislation as an alternative to 
regulation under the Clean Air Act? If so, please explain why. In no, please explain why. 

Answer : The President strongly supports passing comprehensive climate change legislation. 
The role played by existing law will depend, in part, on the specifics of the legislation that 
Congress passes. 
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Page 2 

The honorable John Dingell 


4. As you know, General Motors and other domestic automobile companies have made 
considerable progress in developing hybrid-electric cars, including the Chevy Volt; 
however, the first Volt out of the factory was powered by a battery made in Korea. This 
is largely because the Korean government subsidizes research and development for 
technologies like advanced batteries. We in the United States do so to a much lesser degree, 
and we change the focus of our research with every new Administration. What is the role of 
the government in stimulating new technology and assisting its advancement? What do you 
think must be done to stimulate technology of the American industry so that Chevy Volts and 
other American-made hybrid-electric cars will drive out of the factory on American-made 
batteries? 

Answer : I believe that the Federal Government can play a useful role in stimulating the 
development of new technologies, such as advanced batteries, provided it is done in a 
manner consistent with U.S. international obligations. As you know, with the support of 
the Administration, Congress appropriated $2 billion to the Department of Energy under the 
American Recovery and Reinvestment Act to fund grants to improve battery technology. 

It was a pleasure to see you and all of my former congressional colleagues at the hearing. I look 




387 


DuPont 

1007 Market Street 
WiimtngK^n. OE 19898 


3. Jr. 

of Uie B.sj-ril 

The mirades of sdence~ 


May 2S, 2009 



The Honorable Hetiry Waxman, Chaiiman 
U.S. House of Represeatatives 
Committee on Energy and Commerce 
2125 Rayburn House Office Building 
Wjishiagton, DC 205 ! 5 

Representative Bart Stopak 
U.S. House of Representatives 
226B Raybtan House Office Building 
Washington, DC 205 i 5 

Dear Mr. Cbaimian end Representative Stupak: 

■ Thank you for the opportunity to appear at your April 22, 2009 hearing regarding &e 
American Clean Energy and Security Act. Congratulations on the subsetpjent 
passage of the bill out of your Committee. 1 look forward to wrking with you as the 
bill goes forward in the legislative process. 

Belo w please find responses to the foBow-up questions contained in your letter of 
May 14, 


Q, Iron ore is one of the largest industries in Michigan’s Upper Peninsula. As you all 
know, Congress passed an economic stimulus bill that increased infrasuucture 
funding, to encourage the coastructioa of bridges, roads, and other projects, which 
1 ho()e will make sure the employees at out mines have work and can avoid future 
layoffs. But, this Committee is currently debating a gloteS vvarming bill that will 
add costs to steel production facilities. If the iron ore indastry Is excluded from a 
rebate program, that’s just going to pass additional costs op. to trade exposed 
industries, defeating the purpose of the rebate prognms. Steel i.s a covered eniity 
eligible for rebates due to their energy intensity, but do you believe that inputs or 
feedstock for laser products, in iMs case iron ore, slioidd also be eligible for 
Mbiles? Whai atout other aciivities like mimng? 

A. Wlii.« I »m not fsHiilinr with the specifics of ske m n ^ »!c i««.‘ vrite 
ch*ia, as * general matter the provisions of a clhisale MB nwd w 
address competitive disadvantages for US compaaic* that eijsi 

Ball ©tier satioas take aetioB mm climate. 


f, i du Pom de Nemoun and Cempany 
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Q. V risfot con? ucers or producers of energy, as wdl as operating companies with 
'oorscforces. how will this bill affect your businesses? Have yoa 
convlctted estimates for your industries? What figures hive you, come up 
'll icnas of reductions in revenue through higher energy costs? 

A. »BPe«t is a mry diverse company. We make iWtreiit prtiacts 
vs. kh le end ase markefci. Each of tittle markete wli respoai 

f hCfteatly to setioa oa cliaiate. ComMae tfc#t with the ancerttBily ef 
«»B is llitare eaeify markets and we are not retiy able to estimate 
tic effects of dtaate iefislation in qnite fie quantified tnatmer « 
■tility might. However, oa balance we do beHeTC that soiiad cMmate 
legislttioo can be a act positive tor oar company, employei* aii 
sitrefcoWeire, 

Q. Have your companies anrfyzed flic impact of cot only a cap-aEd-mde progfaiii, 
tat the energy efficiency and renewable electricity staadairis being proposed in 
fius bill? Are those additional standacds, beyond the cap-and-trade program, 
helpful or harmful in your transition to a lower carbon footprint? 

A, DbPobI strongly supports the cost effective genermtioB and me of 

renewable energy. We are a founding member of the World Resaire* 
Institute’s Green Power Market Development group, intended to help 
get the renewable power market to scale. We employ a siibstantial 
amount of renewable energy In our own operations. We also supply 
key materials into a variety of renewable power generation and 
storage technologies. Renewable portfolio standards have worked 
well in states with snitable capacity tor generating renewable 
electricity. As a general matter we believe that cap and trade b a 
more economically effident tool for expanding the generation and use 
of renewable electricity, and that the decision whether to combine 
portfolio standards with cap and trade is best made at the state level. 


Sincerely, 



Charles 0. Hoili<toy, Jr. 
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www.nrdc.org 


M 

'nrdc 

The Easth^ Best DErcHSE 


Natural Resources Defense Council 


May 27, 2009 

Honorable Henry A, Waxman 
Chairman 

Energy and Commerce Committee 
U.S. House of Representatives 
2125 Rayburn House Office Building 
Washington, DC 20515-6115 

Dear Chairman Waxman: 

Thank you for the opportunity to testify at the “Legislative Heating Regarding the 
American Clean Energy and Security Act.” Enclosed please find my response to a 
question from Rep. Stupak following the hearing. 

Sincerely, 

Frances Beinecke 
President 


40 West 20 Street Washington, dc • san francisco • los anceies ■ beuinc • Chicago 

New York, NY looii 
TEL 212 727-2700 
FAX 212 727-'!773 

100% Posiconfumer Recyckd P)ptr 



390 


Question from Mr. Stupak: 

1. Iron ore mining is one of the largest industries in Michigan 's Upper 

Peninsula. As you all know, Congress passed an economic stimulus bill that 
increased infrastructure funding, to encourage the construction of bridges, 
roads, and other projects, which I hope will make sure the employees at our 
mines have work and can avoid future layoffs. But, this Committee is 
currently debating a global warming bill that will add costs to steel production 
facilities. If the iron ore industry is excluded from a rebate program, that ’s 
Just going to pass additional costs on to trade exposed industries, defeating the 
purpose of the rebate program. Steel is a covered entity eligible for rebates 
due to their energy intensity, but do you believe that inputs or feedstock for 
later products, in this case iron ore, should also be eligible for rebates? What 
about other activities like mining? 


Response: 

We support the concept of output-based rebates for firms in sectors that are 
both energy-intensive and trade-exposed as a means to prevent leakage of 
domestic production, jobs, and emissions. We want to work with members of 
Congress to refine these provisions as the bill moves forward. Those 
provisions create eligibility criteria and procedures for determining whether to 
include industrial sectors and subsectors. We support including sectors 
including the iron ore mining industry in this program if they meet those 
criteria and procedures. 
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Q 

ALCOA 


Alcoa 

390 Park Avenue 

New York, NY 10022-4608 USA 

Tei; 1 212 836 2600 

Fax: 1 212 836 2815 


May 28, 2009 


The Honorable Bart Stupak 
Member 

Committee on Energy and Commerce 
U.S. House of Representatives 
Washington, D.C, 20515 


Dear Sir 

Following are responses to written questions for the record you posed in conjunction 
with my appearance before the Subcommittee on Energy and Environment on April 22, 
2009 at the hearing entitled “Legislative hearing regarding the American Clean Energy 
and Security Act". 


Yours sincerely, 




Meg McDonald 
Director Global Issues 
Alcoa Inc 
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September 15, 2011 
Page 2 

The Honorable Bart Stupak 

1. Iron ore mining is one of the largest industries in Michigan 's Upper Peninsula.. ..If the 
iron ore industry is excluded from a rebate program that’s just going to pass additional 
costs to trade exposed industries defeating the purpose of the rebate program. Steel is a 
covered entity eligible for rebates due to their energy intensity, but do you believe that 
inputs or feedstock for later products, in this case iron ore, should also be eligible for 
rebates? What about other activities such as mining? 

Answer: 

Industry sectors or activities should be determined as energy intense and trade exposed 
according to clear cut objective criteria. Inclusion of additional activities and sectors 
should not dilute the allowance pool for energy intense trade exposed sectors and 
activities and thereby be at the expense of the treatment of those sectors and activities. 

2. As major consumers or producers of energy, as well as operating companies with 
sizeable worlforces, how will this bill affect your businesses? Have you conducted cost 
estimates for your industries? What figures have you come up with in terms of reductions 
in revenue through higher energy costs? 

Answer: 

The degree of material impact and costs depends on a number of critical factors, 
including the extent of allocation of free allowances, the cost of allowances, which in turn 
is determined by the stringency of the cap and the suite of cost containment measures in 
the legislation and the speed with which a global accord comes into force that removes 
competitiveness impacts. 

3. Have your companies analyzed the impact of not only a cap-and-trade program, but the 
energy efficiency and renewable electricity standards being proposed in this bill? Are 
those additional standards, beyond the cap-and -trade program, helpful or harmful in 
your transition to a lower carbon footprint? 

Answer: 


The degree of material impact and cost of energy efficiency and renewable electricity 
standards depends on a number of critical factors, including the geographic variability of 
their applicability, the extent to which those measures increase the cost of energy to our 
operations across the various regions in which Alcoa has its operations 
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NRG Energy, Inc. 

211 Carnegie Center 
Princeton, NJ 08540 

Phone: 609.524.4500 
Fax: 609.524.4501 


May 28, 2009 


The Honorable Henry Waxman 
Chairman 

House Energy and Commerce Committee 
2125 Rayburn House Office Building 
Washington, DC 20515 - 61 15 

RE: Legislative Hearing Regarding the American Clean Energy and Security Act 
Dear Chainnan Waxman: 

Attached please find NRG Energy’s responses to the questions raised by members of your 
committee, which you forwarded to my attention on May 14"’. I appreciate the opportunity to 
appear before the Subcommittee on Energy and Environment on April 22, 2009. 

Sincerely, 



David Crane 
President & CEO 


cc: Early Green, Chief Clerk, Energy and Commerce Committee 


I 
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The Honorable Bart Stupak 

NRG respectfully offers the following answers to these questions: 

1 . kon ore mining is one of the largest industries in Michigan’s Upper Peninsula. As 
you all know, Congress passed an economic stimulus bill that increased infrastructure 
funding, to encourage the construction of bridges, roads, and other projects, which I 
hope will make sure the employees at our mines have work and can avoid future 
layoffs. But, this Committee is currently debating a global warming bill that will add 
costs to steel production facilities. If the iron ore industry is excluded from a rebate 
program, that’s just going to pass additional costs on to trade exposed industries, 
defeating the purpose of the rebate program. Steel is a covered entity eligible for 
rdtates due to their energy intensity, but do you believe that inputs or feedstock for 
later products, in this case iron ore, should also be eligible for rebates? What about 
other activities like mining? 

Iron and steel clearly are trade exposed energy intensive industries, and taconite production is also 
subject to intense international competition and is highly energy intensive. While NRG does not 
provide electric service in taconite producing regions, we understand that historically roughly 7% of 
taconite production costs have been associated with fuel and 1 5% have been associated with 
electricity. 

Under the Waxman-Markey bill, production costs in the electricity sector will likely increase due to 
the need for electric generators to purchase allowances to cover their greenhouse gas emissions. 
Customers should have their exposure to such increased costs mitigated to a large degree by the 
bill’s provision that electric utilities will get roughly 30% of all allowances and, with the oversight 
of their state, municipal or cooperative regulators, pass through the financial benefit as an offset to 
their retail customers’ rates. This should significantly mitigate increased electricity costs for 
taconite producers. 

Our view on whether additional allowances should be provided to energy intensive, trade-exposed 
industries is that, to the extent a national climate policy creates additional costs for such industries 
that cannot be passed through to customers, they should receive allocations based on the net 
incremental costs that cannot be passed through in order to avoid or at least mitigate the risk of 
shifting production and emissions from the U.S, to competing industries in countries that have not 
committed to an internationally recognized reduction in GHG-emissions. 

2. As major consumers or producers of energy, as well as operating companies with 
sizeable workforces, how will this bill affect your businesses? Have you conducted 
cost estimates for your industries? What figures have you come up with in terms of 
reductions in revenue through higher energy costs? 


NRG is a producer of electric power. Our view is that this bill will provide regulatoiy clarity and 
strong incentives for us to deploy low and no-carbon electric generation equipment, such as new 
nuclear power, coal with carbon capture and sequestration (CCS) and solar power over time, in a 
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manner that will allow us to transition to an environmentally and economically sustainable 
generation portfolio. The incentives include both negative consequences for the failure to act, and 
positive opportunity if we do act, e.g. by aggressively building new low / no carbon generation 
technology. For example, the bill’s transitional allocations to merchant coal generators will initially 
buffer most, but not all, of the negative impact on our coal fired fleet. This will allow us to continue 
to allocate a positive cash flow in manners that support aggressive investment in low / no carbon 
facilities. But as these transitional allocations phase out late in the 2020’s, we will face a highly 
challenging economic situation if we have not augmented and supplanted our coal-based fleet with 
a competitive portfolio of low and no carbon technologies. Meanwhile, the financial assistance in 
the bill for new technologies, such as CCS, will help us address the challenge of deploying such 
emerging technologies while their costs and risks exceed those of established alternatives. 

Our analysis of the cap and trade portion of the Waxman - Markey bill shows that it will initially 
have roughly a neutral impact on our bottom line, which will get increasingly negative starting late 
in the next decade, unless we succeed in achieving our goals of deploying a significant amount of 
new nuclear, CCS, solar and other renewable energy. We believe the bill’s provisions regarding cap 
and trade and CCS deployment will help ensure that these low / no carbon technologies can earn a 
competitive return during and after the transitional period, 

3. Have your companies analyzed the impact of not only a cap-and-trade program, but 
the energy efficiency and renewable electricity standards being proposed in this bill? 
Are those additional standards, beyond the cap-and-trade program, helpful or harmful 
in your transition to a lower carbon footprint? 

Our analysis of the bill’s RES and efficiency provisions indicate mixed results for companies like 
ours. On the one hand, these provisions will assist us in our efforts to deploy renewable and select 
“smart grid” technologies, and could boost electric car development and production. These 
provisions will help us grow. On the other hand, too big of an RES and extreme subsidies for 
efficiency could depress wholesale market power prices, while increasing the rates for retail 
consumers who must pay for these subsidies through the retail, not the wholesale, portion of their 
electric bills. This would tend to reduce our earnings and reduce our ability to invest aggressively in 
these new technologies. In addition, loo aggressive an RES and efficiency mandate could become a 
very expensive way for the United States to reduce emissions of carbon dioxide and other 
greenhouse gases, because it would exclude certain low cost, zero or low carbon options such as 
nuclear power and coal with CCS. However, we believe the compromises in the current bill 
regarding the RES provisions will help reduce the potential for such negative effects. 


3 
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Honorable Jerry McNemey 
c/o Earley Green, Chief Clerk 
Room 2125 

Rayburn House Office Building 
Washington, DC 20515-61 15 

Dear Mr. McNemey; 

In response to the following question you put forward regarding the application of prevailing wage: 

“Federal support provided by this legislation will help spur renewable energy construction projects and create millions of 
jobs. 1 was proud to introduce a bill, now part of this discussion draft, which will provide Ending for green job training. 
As with jobs in every sector, however, I believe that basic labor protections are important. The federal government has 
consistently applied Davis-Bacon prevailing wages to ensure that construction workers are paid community-standard 
wages when diey perform federally-assisted construction. Do you support the application of Davis-Bacon prevailing 
wages to federally-assisted construction for renewable energy projects, whether that assistance is in the form of grants, 
loans, tax credits, or another financing mechanism?” 

The Apollo Alliance has always supported the application of prevailing wage and equivalent wage standards to all 
jobs created by federal investments in renewable energy and energy efficiency. Indeed, we define green-collar jobs as 
career-track jobs which pay a family-supporting wage.' Prevailing wage requirements are essential in ensuring that 
jobs created are quality jobs. 

An Economic Policy Institute report, released in July of 2008 and entitled Prevailing Wages and Government 
Contract Costs^ found strong evidence of the benefits of prevailing wage. The report surveyed a number of studies, 
and found that payment of prevailing wage generates social benefits from higher wages, results in better workplace 
safely due to increased training and retention of experienced workers, and elevates worker skills through expansion of 
apprenticeship opportunities. The report also found that prevailing wage regulations do not increase government 
contracting costs, and in fact tend to increase state tax revenues. 

We strongly believe that prevailing wage should apply to all construction projects supported by federal grants, loans, 
tax credits, and other financing mechanisms aulhonzed by the American Clean Energy and Security Act of 2009. 

This is the best way to guarantee the quality of jobs created by these investments, and maximize the benefits for 
American workers and their families. 

We thank you for your continued support of basic labor protections, and for your work on this bill. 


Sincerely, 



Kate Gordon 
Co-Director 


' Apollo Alliance. Green-Collar Jobs in America's Cities {^(^1). httDt.VaDolloalliance.org/downloads/greencolhirtobs.pdf 


www.apoUoaUiance.org 

330 Townsend street Ste. Z05 • San Frandoo, CA 941Q7 • Ptwne: (415) 371-1700 • Fax: (415) 371-1707 
601 13th Street NW, Ste- • Iteshington, DC 20005 * Phone: (310) 701-3003 
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AWEA 


AM£RrCAN 
V»IND LNEftGY 
ASSOCIATION 


WIND; POWERING A CLEANER. STRONGER AMERICA 


WWW.AWEA.ORG 


May 27, 2009 


The Honorable Henry A. Waxman 
Chairman 

House Committee on Energy and Commerce 
2125 Rayburn House Office Building 
Washington, D.C. 20515-6115 

Dear Chairman Waxman: 

Thank you for the opportunity to testify before your Committee last month on behalf of 
the members of the American Wind Energy Association (AWEA). I sincerely 
appreciated the opportunity to explain the critical role a federal renewable electricity 
standard (RES) can play in creating good jobs here at home and expanding domestic 
manufacturing while protecting consumers. I also want to personally thank you for the 
inclusion of an RES in H.R. 2454 and for defending the RES from attacks during the 
Committee markup last week. 

Per your follow-up letter of May 14, 2009, below is my response to the question 
submitted for the record by the Honorable Jerry McNemey: 

Q: Federal support provided by this legislation will help spur renewable energy 
construction projects and create millions of jobs. I was proud to introduce a bill, 
now a part of this discussion draft, which will provide funding for green job 
training. As with jobs in every sector, however, I believe that basic labor 
protections are important. The federal government has consistently applied 
Davis-Bacon prevailing wages to ensure that construction workers are paid 
community-standard wages when they perform federally-assisted construction. 
Do you support the application of Davis-Bacon prevailing wages to federally- 
assisted construction for renewable energy projects, whether that assistance is in 
the form of grants, loans, tax credits, or another financing mechanism? 

AWEA Answer: “As a diverse association with more than 2,000 members, 
AWEA has not taken a position on this issue.” 
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Thank you again for the wonderful opportunity to appear before your Committee. If I or 
AWEA can be of any assistance to the Committee in the future, please don’t hesitate to 
ask. 


Warm regards. 



Denise A. Bode 
CEO 

American Wind Energy Association 



399 


David J. Manning 
Executive Vice President 
US External Affairs 


nationalgrid 


May 27, 2009 


The Honorable Jerry McNemey 
Committee on Energy and Commerce 
United States House of Representatives 
2125 Rayburn House Office Building 
Washington, DC 20515 


Dear Congressman McNemey: 

I appreciated the opportunity to appear before the Energy and Environment Subcommittee on 
April 22, 2009 at the hearing entitled “Legislative Hearing Regarding the American Clean 
Energy and Security Act” to discuss our views on energy efficiency as an integral part of an 
overall comprehensive climate change and energy policy. 


Attached please find our response to your follow-up question to that hearing. If we can be of 
further assistance, please don’t hesitate to contact me directly or Rick Carter, our Washington 
representative, at 202-783-7959. 


Sincerely, 


. , y 


cc: The Honorable Henry Wa.\man 

Chairman, Committee on Energy and Commerce 

The Honorable Edward Markey 

Chairman, Subcommittee on Energy and Environment 

The Honorable Joe Barton 

Ranking Member, Committee on Energy and Commerce 
The Honorable Fred Upton 

Ranking Member, Subcommittee on Energy and Environment 


One MetroTech Center, Brooklyn. NY 11201-3850 

T 718/403 3323 ■ F. 718/403 1093 ■ david mann)ng@us.ngnd.com ■ www.nationalgrid com 
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ANSWERS OF DAVID MANNING. 

EXECUTIVE VICE PRESIDENT. NATIONAL GRID. 

TO QUESTIONS FROM THE APRIL 22. 2009 HOUSE ENERGY AND 
ENVIRONMENT SUBCOMMITTEE LEGISLATIVE HEARING REGARDING 
THE AMERICAN CLEAN ENERGY AND SECURITY ACT 


FROM REPRESENATIVE JERRY MCNERNEY 


1 . Federal support provided by this legislation will help spur renewable energy 

construction projects and create millions of jobs. I was proud to introduce a bill, 
now part of this discussion draft, which will provide funding or green job training. 
As with jobs in every sector, however, I believe that basic labor protections are 
important. The federal government has consistently applied Davis-Bacon 
prevailing wages to ensure that construction workers are paid community- 
standard wages when they perform federally-assisted construction. Do you 
support the application of Davis-Bacon prevailing wages to federally-assisted 
construction for renewable energy projects, whether that assistance is in the form 
of grants, loans, tax credits, or another financing mechanism? 


National Grid is compliant with the requirements set forth in the Davis Bacon Act 
and is aware of the underlying principles concerning such legislation regarding 
prevailing wages. We are committed to facilitating development of new technologies 
and technology applications, renewable energy projects and providing customers 
with opportunities and incentives to be more energy efficient. National Grid 
supports the development of new markets, and, as stated in our testimony, believes 
energy efficiency can compete as a resource to reduce impacts of climate change, 
reduce energy consumption and address other environmental concerns. At the same 
time, companies like National Grid need to make sure requirements to participate in 
these emerging areas mesh with current practices. 
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May 14, 2009 


Mr. David Foster 
Executive Director 
Blue Green Alliance 
2929 University Ave. SE #208 
Minneapolis, MN 55414 

Dear Mr, Foster: 

Thank you for appearing before the Subcommittee on Energy and Environment on April 
22, 2009, at the hearing entitled “Legislative Hearing Regarding the American Clean Energy and 
Security Act”. 

Pursuant to the Committee’s Rules, attached are written questions for the record directed 
to you from certain Members of the Committee. In preparing your answers, please address your 
response to the Member who submitted the questions and include the text of the question with 
your response, using separate pages for responses to each Member. 

Please provide your responses by May 28, 2009, to Earley Green, Chief Clerk, in Room 
2125 of the Rayburn House Office Building and via e-mail to Earlev.Green@mail.house.gov . 
Please contact Earley Green or Jennifer Berenholz at (202) 225-2927 if you have any questions. 


Sincerely, 



Attachment 
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The Honorable Jerry McNernev 

1 . Federal support provided by this legislation will help spur renewable energy 

construction projects and create millions of jobs. I was proud to introduce a bill, now 
part of this discussion draft, which will provide funding or green job training. As 
with jobs in every sector, however, I believe that basic labor protections are 
important. The federal government has consistently applied Davis-Bacon prevailing 
wages to ensure that construction workers are paid community-standard wages when 
they perform federally-assisted construction. Do you support the application of 
Davis-Bacon prevailing wages to federally-assisted construction for renewable energy 
projects, whefter that assistance is in the form of grants, loans, tax credits, or another 
financing mechanism? 
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ALLIANCE 

Question from The Honorable Jerry McNernev : 

Federal support provided by this legislation will help spur renewable energy construction 
projects and create millions of jobs. I was proud to introduce a bill, now part of this 
discussion draft, which will provide funding for green job training. As with jobs in every 
sector, however, I believe that basic labor protections are important. The federal 
government has consistently applied Davis-Bacon prevailing wages to ensure that 
construction workers are paid commimity-standard wages when they perform federally- 
assisted construction. Do you support the application of Davis-Bacon prevailing wages 
to federally assisted construction for renewable energy projects, whether that assistance is 
in the form of grants, loans, tax credits, or another financing mechanism? 

Response : 

Thank you for your question. Rep. McNemey. The Blue Green Alliance appreciates the 
dedication of the Committee, Chairmen Waxman and Markey, and specifically Members 
like yourself and Rep. Sutton to the issue of providing workers good jobs in the new 
clean energy economy. We greatly appreciate your efforts as a champion for green job 
training. 

We strongly support the application of Davis-Bacon prevailing wages to all federally- 
assisted construction activities, established as a result of climate and energy legislation. 

It is vital that the clean energy economy we are establishing creates high-road, long- 
lasting jobs that revitalizes the middle class and protects the environment. 





THE AMERICAN CLEAN ENERGY SECURITY 
ACT OF 2009— DAY 3 


THURSDAY, APRIL 23, 2009 

House of Representatives, 

Subcommittee on Energy and Environment, 

Committee on Energy and Commerce, 

Washington, DC. 

The subcommittee met, pursuant to call, at 9:40 a.m., in Room 
2123, Rayburn House Office Building, Hon. Edward J. Markey 
[chairman of the subcommittee] presiding. 

Present: Representatives Markey, Doyle, Inslee, Butterfield, Mat- 
sui, McNerney, Welch, Dingell, Green, Capps, Harman, Gonzalez, 
Baldwin, Ross, Matheson, Barrow, Waxman [ex officio], Upton, 
Hall, Stearns, Shimkus, Shadegg, Pitts, Walden, Sullivan, Burgess, 
Scalise, Sutton, Barton [ex officio]. 

Staff Present: John Jimison, Senior Counsel; Karen Lightfoot, 
Communications Director; Matt Weiner, Special Assistant; Mitch 
Smiley, Special Assistant; Melissa Bez, Professional Staff; Alex 
Barron, Professional Staff; William Carty, Minority Professional 
Staff; Peter Spencer, Minority Professional Staff; and Garett 
Golding, Minority Legislative Analyst. 

Mr. Markey. This hearing will come to order. 

Today we will begin our second full day of hearings on the Amer- 
ican Clean Energy and Security Act. Yesterday we heard from 
three members of the Obama Cabinet, from CEOs of the United 
States Climate Action Partnership, from Mayor John Fetterman of 
Braddock, Pennsylvania, and from numerous experts, scientists, 
and economists, all with a stake in the best way to go about cre- 
ating a new energy economy. 

Today we will hear from three panels. The first panel will pro- 
vide us with input on how best to allocate emission allowances and 
ways that can assist and benefit consumers. That panel includes 
representatives of major trade associations associated with elec- 
tricity production and natural gas usage, as well as advocates for 
low-income consumers. 

The second panel will advise us on ways in which we can ensure 
international competitiveness and help encourage international 
participation in our efforts to fight global warming and maintain 
a level playing field. It will feature major stakeholders like Dow 
Chemical and the United Steel Workers. 

And our final panel will help us to understand how we can 
produce low carbon electricity, both from coal with carbon capture 
and storage, and from renewable energy sources like wind, geo- 
thermal, and solar. 
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Today is about the nuts and bolts of our legislation, how we help 
consumers, keep jobs here in America, and begin transforming our 
energy system. With the information that we glean from today’s 
witnesses, we can better craft solid solutions for our energy and en- 
vironment future. 

I look forward to hearing from our witnesses today. And I turn 
to recognize our Ranking Member, if he has any introductory com- 
ments. 

Mr. Upton. I hope you liked the movie last night. 

Chairman Markey and I were the co-host of the Disney movie on 
Earth last night. That is one of the reasons we finished Panel 4 by 
6:45, so we could get there to the opening. 

But I have no opening statement. Let’s just get right to it. 

Mr. Markey. Let me turn to the Chairman of the full committee, 
Mr. Waxman, and ask if he has any. And I do not see Mr. Barton. 

So let me then turn and introduce Jeff Sterba. He was elected 
chairman of the Edison Electric Institute in 2007. Edison Electric 
Institute is a national association of shareholder-owned electric 
companies, their international affiliates, and industry associates. 
He is also the chairman, president, and CEO of PMN Resources, 
an energy holding company serving New Mexico and Texas. 

Mr. Sterba, please begin when you are ready. 

STATEMENTS OF JEFFRY E. STERBA, CHAIRMAN AND CEO, 
PNM RESOURCES INC., ON BEHALF OF THE EDISON ELEC- 
TRIC INSTITUTE; GLENN ENGLISH, CEO, NATIONAL RURAL 
ELECTRIC COOPERATIVE ASSOCIATION; MARK CRISSON, 
PRESIDENT AND CEO, AMERICAN PUBLIC POWER ASSOCIA- 
TION; JOHN SOMERHALDER, H, CHAIRMAN, CEO, AND PRESI- 
DENT, AGL RESOURCES, ON BEHALF OF THE AMERICAN GAS 
ASSOCIATION; RICHARD MORGAN, COMMISSIONER, DIS- 
TRICT OF COLUMBIA PUBLIC SERVICE COMMISSION, ON BE- 
HALF OF THE AMERICAN GAS ASSOCIATION; RICHARD 
COWART, DIRECTOR, REGULATORY ASSISTANCE PROJECT; 
ROBERT GREENSTEIN, EXECUTIVE DIRECTOR, CENTER FOR 
BUDGET AND POLICY PRIORITIES; ROBERT MICHAELS, PRO- 
FESSOR OF ECONOMICS, CALIFORNIA STATE UNIVERSITY; 
AND DARRYL BASSETT, EMPOWER CONSUMERS 

STATEMENT OF JEFFRY E. STERBA 

Mr. Sterba. Thank you very much, Mr. Chairman. I appreciate 
the introduction. And I would first like to commend you and this 
committee for holding these hearings. This is a complex topic, and 
education and understanding of the ramifications of what you may 
do is an exceptionally important aspect of it, and I very much ap- 
preciate the opportunity to appear before the committee. 

I am here to represent Edison Electric Institute. And as an orga- 
nization, we have endorsed principles associated with climate 
change that will help ensure that we can achieve the kinds of 
greenhouse gas reductions that are necessary, but to do it in a way 
in which we protect the impact on consumers. That is a very impor- 
tant aspect of, I think, this program, because electricity is so perva- 
sive in everything that consumers use, whether you are a business, 
a residential consumer, or a major industry. 
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For our industry, moving to a low carbon future is about turning 
over capital stock. These are expensive, long-lived generation as- 
sets that are currently being paid for in customers’ rates. The turn- 
over of this capital stock is not going to be simple, it is not going 
to be cheap, it won’t occur overnight. It has to be done in concert 
with the development of technologies that will allow us to move to 
low carbon equipment to be used to meet customers’ needs, things 
like carbon capture and storage which you have addressed in your 
proposed legislation. 

Care in this transition is paramount to ensure that the resulting 
cost increases to customers are reasonable and absorbable by the 
economy. We strongly believe that an allocation of allowances for 
the benefit of consumers is a critical part of this care and transi- 
tion that will enable an affordable path to aggressive greenhouse 
gas reductions. 

I want to spend my limited time talking about why we believe 
the allocation of emission allowances to the electric sector is the 
most effective way to minimize adverse impacts on customers, and 
then to explain a specific proposal that EEI has developed that our 
entire membership has endorsed as to how this allocation could 
occur. 

The cap-and-trade system that Congress established to reduce 
sulfur dioxide as part of the Clean Air Act Amendments of 1990 is 
truly the most successful example of a cap-and-trade system in the 
world. To date, emissions have been reduced by more than 50 per- 
cent, at a cost far less than what was anticipated at the time it was 
done and without the existence or the occurrence of any windfall 
profits. In that case, 97 percent of all allowances were allocated to 
regulated emissions sources and only 3 percent were put up for 
auction. 

In the proposed cap-and-trade system, by having allowances allo- 
cated to consumers or allocated for the benefit of consumers, you 
avoid the double whammy. By double whammy, I mean customers 
having to pay for the higher cost of new resources that will have 
to be added, plus the cost of allowances to cover what you have to 
remit, to cover the emissions that you have from existing fossil fuel 
resources. 

It is important to note that by allocating these allowances for 
consumer benefit, the primary goals of a cap-and-trade system are 
still intact. There is a price that is placed on carbon which we need 
to understand and see so we can make informed decisions on re- 
sources, and the environmental improvements of greenhouse gas 
reductions occur just as they would if the allowances were auc- 
tioned. 

Some have argued that money raised by allowance auctions could 
be provided back to consumers as a means to buffer the cost im- 
pact. So what is the difference between that and allocating allow- 
ances to the distribution company to flow those benefits back to 
consumers? 

First, most of the proposals to implement either a low income tax 
credit or send payments to individuals would not benefit commer- 
cial customers, industrial customers, the source of jobs within our 
economy. But it is not just that. It is also the impact on the balance 
of the public sector. What happens to hospitals? What happens to 
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schools? They wouldn’t receive the value. It would he going to con- 
sumers. And so hospitals and bus stations and everything else that 
provides services to consumers, their rates would go up, and those 
costs would then be flowed on to consumers. 

So the increased cost of electricity would affect the economy 
through higher prices for goods and services, and higher taxes for 
local governments to cover their costs. An allocation system that 
benefits all electricity consumers helps cushion these cost increases 
through the economy. And I think, also, the efficiency of not taking 
the money from consumers through high electricity prices in the 
first place seems, at least to me, a better solution than taking it 
and then trying to pass it back to consumers through taxation and/ 
or spending policies. 

Another argument that is made against allocations is that, look 
at the European situation, and it led to windfalls. So we shouldn’t 
let that happen, so we shouldn’t have allocations. But what led to 
windfalls is because of the structure of their system in the EU. 

First, they overallocated allowances because they did not have a 
good baseline on what greenhouse gas emissions were. In the 
United States, we have that good baseline. 

Second, they made the allocations totally to all unregulated gen- 
erators in the electricity sector. And it is a competitive market that 
they operated over there, where many of the States in the United 
States are not competitive markets on the retail side. And the re- 
sult was that they got some benefit of price uplift and they also got 
an allocation. That led to windfalls. 

The approach that we are proposing and that EEI has developed 
ensures that that will not occur, because we know what the base- 
line of greenhouse gas emissions are and we know how to structure 
a system through the allocations being given to the regulated side 
of the business, to the largest extent, so that they flow to the ben- 
efit of customers. 

Let me briefly walk through the EEI proposal so that that is out 
on the table. The initial allocation to the electric public sector 
should be 40 percent of all allowances, because that is the propor- 
tion of our sector’s share of the national greenhouse gas carbon di- 
oxide emissions. This 40 percent allocation should remain in place 
until critical technologies such as carbon capture and storage, 
which are essential to achieving long-term climate policy objectives, 
are commercially available. Then our sector share could gradually 
decline, as consumer costs for cleaner energy would also decline. 

Within the electric sector, these allowances would be divided 
among regulated distribution companies and merchant coal genera- 
tors. Only merchant coal generators. Merchant coal generators 
would receive allowances based on about 50 percent of their base 
year emissions. And this is solely to cover that portion of the cost 
that isn’t recovered through the marketplace. 

There is a clear agreement on our part that there should not be 
windfalls to merchant coal generators, and what we are proposing 
is very different than what was done in the EU model. The allow- 
ances would enable these generation facilities to continue to oper- 
ate, avoid a rush to gas, which would have consequences to all con- 
sumers, while new generation resources are developed. The vast 
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majority of allowances would be allocated to the distribution com- 
pany based on an even split between emissions and retail sales. 

By allocating to the distribution company, we ensure that the 
value of that allowance flows through to consumers. And that is 
the main point: How do we do this in a way in which we mitigate 
the cost impact to consumers? 

So, Mr. Chairman, I appreciate the time to visit with you. I look 
forward to your questions, and particularly those around how do 
we make sure that consumers are not adversed by doing the right 
thing. 

Mr. Markey. Thank you Mr. Sterba. It was a very important 
proposal to put on the table for the members’ consideration. 

[The prepared statement of Mr. Sterba follows:] 
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Written Testimony 
of 

Jeffry E. Sterba 

on behalf of the 
Edison Electrie Institute 

Before the United States House of Representatives 
Committee on Energy and Commerce 
Subcommittee on Energy and Environment 

Hearing on Allocation of Emissions Allowances 
April 23, 2009 

Messrs Chairmen and Members of the Committee and Subcommittee, Thank you for the 
opportunity to submit a statement before the House Energy and Commerce Committee's 
Subcommittee on Energy and Environment bearing on allocation of emissions allowances under 
the American Clean Energy Security Act of 2009. I am Jeff Sterba, past Chairman of the Edison 
Electric Institute (EEI) and Chairman and CEO of PNM Resources, the parent company of 
Public Service Company of New Mexico (PNM), Texas-New Mexico Power (TNMP) and First 
Choice Power. 

Headquartered in Albuquerque, New Mexico, PNM Resources is an energy holding 
company with 2008 consolidated operating revenues from continuing and discontinued 
operations of $2.45 billion. Through its utility and energy subsidiaries, PNM, TNMP and First 
Choice Power, PNM Resources serves electricity to more than 859,000 homes and businesses in 
New Mexico and Texas. Our generation resources of 2,713 megawatts (MW) reflect a balanced 
mix of coal, natural gas, nuclear and wind generation. In 2008, our capacity was 35 percent coal, 
35 percent natural gas, 15 percent nuclear, 7 percent renewables, and 7 percent long-term 
contracts, and 49 percent coal, 23 percent nuclear, 12 percent natural gas, 1 1 percent long-term 
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contracts and 5 percent renewables on an energy basis. PNM Resources and its subsidiaries 
market power throughout the Southwest, Texas and the West. In addition, through a joint 
venture with Cascade Investment, the company has a 50-percent ownership of OptimEnergy 
LLC, which owns approximately 1,200 MW of coal and natural gas generation in Texas. 

I am appearing today on behalf of EEL EEl is the trade association of U.S. shareholder- 
owned electric companies and has international affiliate and industry associate members 
worldwide, EEI’s U.S. members serve 95 percent of the ultimate customers in the shareholder- 
owned segment of the industry and represent about 70 percent of the U.S. electric power 
industry. 

1. Introduction 

EEI has endorsed climate change principles intended to help ensure that U.S. climate 
policy is successful both in reducing greenhouse gas (GHG) emissions and addressing the cost 
concerns of consumers. This framework calls for an 80-percent reduction in GHG emissions 
from current levels by 2050, together with a series of actions to mitigate impacts to our 
customers and the economy. Under any scenario, these reductions will be expensive, but the 
most cost-effective way to accomplish them in the power sector is through the development and 
deployment of a full portfolio of climate technologies and measures over the long term, These 
include: energy efficiency for both supply and demand; renewable energy; advanced coal 
technologies integrated with carbon capture and storage (CCS); new nuclear power plants; plug- 
in hybrid electric vehicles (PHEVs); and the smart grid. 

Although some of these technologies are currently available — albeit at a higher cost than 
conventional generation sources — others are not. For example, significant deployment of new 
nuclear plants is at least 10 years away. CCS technologies are under development but are not 


2 



412 


expected to be commercially deployable until 2020 to 2025. Yet these technologies are critical 
to our dual goals of addressing GHG emissions and maintaining a reliable and affordable 
electricity supply in a carbon-constrained world. 

For any carbon policy to reduce GHG emissions effectively and to protect the U.S, 
economy, compliance timeframes must correspond to the availability of technologies needed to 
reduce emissions. Near-term targets will be met primarily by efforts on energy efficiency, 
current technology for renewable resources and natural gas-based power plants. Medium-term 
targets should be set in the 10- to 1 5-year timeframe after enactment, in order to match up with 
and enable technology development, particularly advanced coal technologies with CCS and new 
nuclear facilities. The long-tenn target of an 80-percent reduction below current levels by 2050 
will require all of these options, plus other options in other sectors of the economy. 

It is important to point out that increased use of electrotechnologies in end uses — such as 
through increased market penetration of PHEVs — will increase electricity usage and thus GHG 
emissions in the power sector to some degree, while reducing overall emissions in the U.S. 
Accordingly, while we strongly support increased use of electrotechnologies, particularly 
PHEVs, we would also like to see the power sector credited in some way for helping to decrease 
overall U.S. emissions. 

There is widespread agreement that these measures will be costly and will raise 
electricity prices substantially. Since electricity is used by everyone — residential customers, 
commercial customers and large industries — this is a matter of national concern. Furthermore, 
there is widespread agreement that these costs will disproportionately affect low-income families 
and energy-intensive businesses, particularly those businesses that compete internationally with 
businesses not subject to a comparable GHG reduction obligation. 
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The March 31 discussion draft addresses many of the complex issues in a comprehensive 
way, but leaves unaddressed the issue of disposition of allowances. I will focus on that issue. 
While there are certainly other key issues, the purpose of my testimony today is to explain, first, 
why the allocation of emissions allowances to the electric sector is the most effective way to 
soften cost impacts to electricity consumers during the transition to a decarbonized economy 
while maintaining the environmental benefit of putting a price on carbon. 

Second, EEFs membership has developed a proposal for allocating allowances within the 
electric sector. I will describe that proposal and explain why it offers the most efficient and fair 
way to mitigate cost increases to all consumers throughout the nation in a way that avoids the 
potential for windfall profits. 

II. .Allocations Of Allowances Are A Proven. Effective And Practical Distribution Method That 
Protects Customers From Huge Electricity Price Spikes While Maintaining The 
Environmental Benefit Of Putting A Price On Carbon. 

The cap-and-trade system that Congress established for the acid rain program under the 
Clean Air Act (CAA) is the most successful example of a cap-and-trade program in the world. It 
is one that the electric industry knows welt. Under that program a declining cap on emissions 
was established and 97 percent of emission allowances were allocated without charge to electric 
utilities. About 3 percent of allowances were auctioned under the title IV sulfur dioxide (SO 2 ) 
emissions trading program. Utilities are required annually to submit to EPA the allowances 
allocated to them to match their emissions and, under the regulatory supervision of state public 
utility commissions (PUCs), recover the costs of these allowances net of any gains from 
allowance trading activity in order to mitigate price increases to their electricity customers. To 
date, emissions have been reduced more than 50 percent at far less cost than initially estimated, 
and “windfall profits” do not occur under this PUC regulatory supervision. The direct allocation 
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of allowances for permitted emissions is an important reason why this program has worked so 
effectively. 

This model demonstrates why allocations are proven, effective and practical. It guides 
our recommendations on why and how to implement a similar program in a GHG cap-and-trade 
context and in an industry where the wholesale electricity market is competitive. First, 
allocations to a regulated local distribution utility company (LDC) ensure that the benefits and 
costs of those allowances flow directly to end-use consumers. LDCs are the “wires” companies 
that deliver electricity to all customers. LDCs connect with every electricity customer — 
residential, commercial and industrial customers. LDCs are best suited to ensure that the 
customers themselves see any costs or benefits from the value of the allowances. LDCs measure 
how much power each customer uses and send bills to every customer. Thus, they have a 
practical, efficient way to flow through the costs and benefits of allowances to all customers. 
LDCs also have many programs designed to serve and identify low-income customers. They can 
work with their state PUCs to design programs to benefit low-income customers if policy-makers 
desire. 

Second, LDC rates are regulated by state PUCs. The PUCs have extensive experience 
making sure utilities flow through cost changes to their customers, and specifically with assuring 
the flow-through of the costs and benefits of allowances under the CAA allowance program. 

The utility rateraaking process provides transparency and accountability through a tested, public 
mechanism. Allocation to LDCs under state PUC supervision addresses any concern that 
allocations would benefit shareholders, not customers. 

Third, allocations to LDCs can take into account regional variations in electricity use, 
generation and cost. The portion of fossil fuel used for electricity generation varies substantially 
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across our nation. Some regions use more coal than others. Average customer demand for 
electricity also varies by region largely due to factors such as weather and climate — as does the 
price of electricity. The allocation system that EEI recommends for LDCs has the flexibility to 
take all of these factors into account. In comparison, a cap-and-rebate approach through the U.S. 
tax code or a cap-and-dividend approach is fundamentally ill-suited for addressing the disparate 
impacts that federal climate change policy will have on families and businesses across the 
country. 

Fourth, electricity customers of all types — residential, commercial and industrial — can 
benefit under an allocation approach. This ability to reach all customers is something that no tax 
rebate system or cap-and-dividend approach can achieve. Proposals to implement a low-income 
tax credit or send a payment to all individuals (like the Alaska oil fund payment) would not 
benefit commercial or industrial users of electricity. In fact, under a cap-and-tax rebate or cap- 
and-dividend approach, public transit systems like Washington’s Metro, school systems, 
hospitals and other large users of electricity would receive no benefit. Their increased electricity 
costs would affect the economy through higher prices for goods and services and higher taxes for 
governments to cover their costs. An allocation system that benefits all electricity customers 
helps cushion these cost increases throughout the economy. 

Fifth, the average person is not likely to connect a tax rebate, refund or payment with 
substantial increases in their electricity bills, much less with price increases for goods and 
services nor jobs lost from businesses that cannot afford the higher energy prices. Our industiy’s 
experience with sudden, large cost increases during the western energy crisis — as well as the 
public reaction to last year’s large gasoline price rise — shows that customers and voters respond 
quickly and angrily to large price spikes in essential commodities like electricity. Our allocation 
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approach helps mitigate these adverse impacts, which could otherwise undermine public support 
for a carbon-reduction program or even create a public backlash against such policy. 

Finally, allocations maintain the environmental benefit of putting a price on carbon and 
other GHGs. As the following chart shows, our allocation proposal would operate within the 
emissions cap that is established by the discussion draft. The Environmental Protection Agency 
(EPA) would allocate allowances only for emissions that are allowed under the cap. 


Why Allocate Emissions Allowances? 


Atlocations Protect Customers From Huge Electricity Price Spikes, 
While Maintaining The Environmental Benefit Of Putting A Price On Carbon. 


vyjTH i'io CAmo^i Cap 


• Current 
Emissions 
Level 
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Some claim that allocations give away allowances for “free” and thus are suspect on that 
account. In truth, allocations only would apply to emissions that utilities are permitted by the 
cap to emit. As long as the emissions cap remains below expected emissions levels, there still 
would be an active credit trading market setting a price for allowances based on the marginal 
cost of staying within the cap. This is precisely how the SO2 allowance program has worked 
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with only 3 percent of the allowances up for auction. Also remember that the allowances that are 
allocated must be turned back to EPA at the end of the year to match the emissions associated 
with the electricity sold by the LDC. 

Under an allocation approach, customers would pay through their electricity rates for the 
costs of measures to reduce emissions to stay within the cap, But customers would not face the 
additional cost of paying for allowed emissions as they would if all allowances were auctioned. 

In comparison, under the auction approach, consumers would pay through their electricity rates 
both for the costs of reducing emissions and for the costs of purchasing allowances for emissions 
permitted under the cap. Customers would be much more vulnerable to substantial price spikes 
if all allowances were auctioned and allowance costs become highly volatile or substantially 
exceed expectations. 

III. Understanding EEI’s Allocation Proposal 

EEI proposes that allowances should be allocated to the electric sector in the early years 
of a climate program with a gradual transition to a full auction. The initial allocation to the 
electric power sector should be 40 percent of all allowances since this is proportionate to 
our sector’s portion of national carbon dioxide (COr) emissions. EEI is not proposing to 
obtain sufficient allowances to cover all electric sector emissions. As long as the emissions caps 
are below the level of projected domestic emissions, which is clearly the case under the 
discussion draft, the electric sector’s share of allocated allowances will be less than its total 
emissions. The electric sector still will need to reduce emissions to stay under the declining cap 
or purchase additional allowances based on the price of carbon. 

This 40-perccnt allocation share — of a declining quantity of allowances — should 
remain in place until needed new climate-friendly technologies, such as CCS, are 
commercially available, which we anticipate would occur in the 2020-2025 timeframe. 
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After that time, our sector’s share should gradually decline until 2050, when the electric 
sector would receive no allowances. This reduces the electric sector’s allocation share by about 
4 percent a year. However, since the cap on emissions itself declines throughout this period, the 
actual decline in allowances allocated to the electric sector is much faster. 

Within the electric sector, the vast majority of allowances should be allocated to 
LDCs based on an even split between emissions in the base period (including emissions 
associated with purchased power) and retail sales.’ Because the electric sector now 
includes competitive merchant generators, a portion of allowances should go to merchant 
coal generators based on their base-period emissions. No LDC or merchant coal 
generator may receive more allowances than the emissions attributable to it. 

The following chart shows the basic proposal for the first year. 


' In traditional regulated markets, a utility’s retail sales are identical to its retail deliveries. However, in competitive 
retail markets, we would actually measure deliveries by an LDC to retail customers because this is the best measure 
of output and avoids problems distributing allowance benefits that could be caused if customers switch electricity 
suppliers. 
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TOTAL ALLOWANCES 



Initial Allocation of Allowances 
To the Electric Utility Sector 


(Miowasce Percentage Oeelmes 
As Program TranstSans lo FaS Aactian) 



Let me expand upon the details and explain why this proposal is fair, efficient and 


feasible. 


A. Determining Allocations to LDCs 

A federal agency such as the Department of Energy (DOE), working in close 
coordination with the Environmental Protection Agency (EPA), would calculate each LDC’s 
share of the “LDC allowance pool” using a fonnula in which 50 percent of the total is allocated 
based on each LDC’s share of average annual electric sector CO 2 emissions during a defined 
base period and 50 percent of the total is allocated based on each LDC’s share of average annual 
electricity sales during a defined base period. 

The determination of each LDC’s fossil fuel emissions could be made in the same 
manner as specified in section 1 14 of the discussion draft, which creates the Carbon Capture 
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and Sequestration Demonstration and Early Deployment Program. This section incorporates 
H.R. 1689, which was introduced by Representatives Boucher, Barton and many others on this 
Subcommittee. Essentially, subsection 1 14(f) establishes a process that would require DOE, 
acting in consultation with EPA, to make a best estimate of the fossil fuel electricity emissions 
attributable to individual LDCs and publish the estimate for comment and public input. This 
provision provides needed flexibility to adjust the available data on emissions from individual 
generators to determine emissions at the LDC level in a fair and transparent manner.^ And it 
provides a transparent process for public input into these determinations. DOE could make a 
similar determination of each LDC’s share of total electricity sales in the base period, which is a 
comparatively easy process. This information would be used by DOE, working with EPA, to 
determine each LDC’s share of total utility emissions and total electricity sales for the base 
period. 

Why do we rely upon both sales and emission levels? Frankly, it is a compromise. With 
the exception perhaps of a few totally hydroelectric-based entities, all LDCs will earn 
allowances based on both sales and emissions factors. The emissions factor gives weight to 
concerns of utilities with significant fossil generation that their customers will face higher 
compliance costs and serves to help offset those costs. The sales factor gives weight to the 
concerns of other utilities that their customers already face higher prices because those utilities 
already have invested in non-emitting resources, and their customers have not been 
compensated for such investments. The 50-50 allocation recognizes the validity of both views. 


^ This section directs DOE to “balance the need to be efficient, reasonably precise and timely, taking into account 
the nature and cost of data currently available and the nature of markets and regulation in effect in various regions of 
the country. Different methodologies may be applied in different regions if appropriate to obtain the best balance of 
such factors.” 
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Since no LDC may be allocated more allowances than the emissions attributable to it, 
none can receive a “windfall” by receiving allowances that it does not need. This addresses one 
of the major problems with the European allocation experience. 

B. Determining Allocations to Merchant Coal Generators 
Merchant coal generators sell electricity in competitive wholesale markets. Because of 
the nature of such markets, they need to be treated differently from regulated electric utilities. 
Under EEI’s proposal, merchant coal generators would receive allowances based on 50 percent 
of their base-year emissions. Since in most unregulated markets the market price of electricity is 
determined by natural gas on the margin, and natural gas emits approximately 50 percent of the 
carbon from coal, it can be reasonably assumed that merchant coal would be able to recover 
about 50 percent of its increased costs due to carbon through the increased market price. The 50- 
percent allocation addresses the portion of their increased costs that is not recovered through 
market prices (;.e., their net compliance costs). As with the LDC sector, merchant coal 
generators may not be allocated more allowances than they need to meet their emission 
obligations. These allowances enable these critical generation facilities, which represent as 
much as one-third of total U.S. generation in a given year, to continue to operate and avoid a 
“rash to gas” while the generators are developing new low-carbon electricity generation sources. 

Under the EEl proposal, no allowances would be allocated to other competitive 
generators. Non-emitting generators have no need for allowances, whether nuclear, solar, wind 
or hydro. And, as indicated above, since natural gas generation typically sets the market price in 
wholesale markets and the carbon cost will be internalized into this market price, merchant gas 
generators would not require allocations. 
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C. Determining the Size of the LDC and Merchant Generator Allowance Pools 

Because merchant coal generation’s share of the electric sector allowance pool is based 
on its emissions profile, this must be calculated first. Then the total of the allowances issued to 
all merchant coal generators is deducted from the total allowances for the electric sector to 
determine the total allowances available to LDCs (the LDC allowance pool). The LDC 
allowance pool then is allocated to individual utilities using the formula set forth above. As the 
emissions cap declines, and as the share of allowances to the electric sector declines, so will the 
number of allowances allocated to LDCs and merchant coal generators. The rate of decline that 
we propose will help to mitigate price spikes to electricity customers. 

IV. There Is Significant Support For An Allocation Approach. 

The U.S, Climate Action Partnership — an alliance of major businesses and leading 
climate and environmental groups — had several representatives testify yesterday and has 
highlighted the importance of “an allowance value distribution structme (between and within 
sectors) that cushions the costs to both consumers and business during the transition to a full 
auction system.” The Pew Center on Global Climate Change has said that one important way to 
contain the cost of carbon regulation is by allocating a significant percentage of emissions 
allowances during the early years of a cap-and-tradc system. Similarly, the National Association 
of Regulatory Utility Commissioners has stated that allowance allocations to regulated LDCs 
comprise “an appropriate transition measure” to ensure electric reliability and climate-friendly 
technology development, while noting that “emitters would still feel the full effect of pricing 
[GHG] emissions.” Likewise, labor groups have called an allowance allocation program “a 
simple and attractive means to achieve major reductions in [GHG emissions]” that avoids the 
’’uncertainty and potential hidden costs” of an auction. 
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IV. Conclusion 

Climate change presents one of the biggest energy and environmental policy challenges 
this country has ever faced. An effective federal response will come with an enormous price tag, 
particularly for electricity customers, which will reverberate throughout the entire economy. In 
order to mitigate those costs, it is critical that any comprehensive climate legislation have targets 
and timetables harmonized with the development and deployment of the full portfolio of climate 
technologies and measures and contain effective cost-containment measures to protect 
customers. Allocating allowances is critical initially in order to cushion the economic impact of 
climate change legislation on electricity customers, particularly the low-income families and 
energy-intensive businesses and industries that will feel these impacts the most. 
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Mr. Markey. Next, we welcome our former colleague and a good 
friend, Glenn English, who is the president of the National Rural 
Electric Corporation. He represented Oklahoma’s Sixth Congres- 
sional District for many years in Congress. His organization advo- 
cates for consumer-owned cooperatives on energy and operational 
issues as well as the rural community and economic development. 
We welcome you back to Congress, Glenn. Whenever you are ready, 
please begin. 

STATEMENT OF GLENN ENGLISH 

Mr. English. Thank you very much, Mr. Chairman. I appreciate 
that. And I do want to stress we are a cooperative; we are owned 
by consumers, and our focus really is to do two things. First of all, 
to make sure that our membership have enough power to keep 
their lights on and to maintain their standard of living; the second 
is to, of course, make sure that electric power is affordable. So that 
is where we are coming from. We are not for profit. We are not for 
profit. 

There are no rewards in any way for a particular fuel, so we 
have no fuel choice from the standpoint of generating that electric 
power. It all comes down to this question of the cost of power, and 
how we can deliver that power to our membership in the most af- 
fordable manner possible. 

Now, Mr. Chairman, I am speaking only from a standpoint of 
electricity as it applies to the bill, of course. And I would like to 
also call the attention of the committee to a commitment that was 
made years ago in 1932, first made in 1932 and then reiterated 
several times over the next ten years by Franklin Roosevelt when 
he made the observation that in this country that electric power is 
no longer a luxury and had become a necessity. A necessity. 

And I would suggest, as we move to deal with this particular 
issue and this challenge, that we keep that in mind. That probably 
is a little different category perhaps than other issues regarding 
carbon, food, clothing, housing, and then electricity. I think most 
people would agree that in order to maintain that standard of liv- 
ing in this country, that is what we have to have. 

So, anyway, I would like to just lay out a few markers, Mr. 
Chairman, as we move forward to deal with this particular chal- 
lenge. The first thing is, and the dean of the House, I think, made 
this point some time ago about trying to regulate carbon through 
the Clean Air Act. I believe he described it as being a glorious 
mess. And I think that would probably be the case. It wasn’t de- 
signed to do that. I remember, I was here when we passed it the 
last time, I believe it was 1990, Mr. Chairman, and I remember I 
voted for it. I don’t remember any discussion about the carbon 
when we were talking about that. So this is not designed to do that 
kind of a job. 

So in reality, I think we have all got to face the fact that we have 
got to have a bill; but I would also suggest not just any bill. It has 
got to be a bill, I think, that addresses the carbon issue and the 
carbon issue alone. In other words, what I would suggest, it is a 
bill that needs to be simple, if such things can be done. It needs 
to be flexible. It certainly needs to be affordable. And it needs to 
have sustainability. And what I mean by “sustainability,” Mr. 
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Chairman, is one that is going to last through the years. This is 
a long-term project we are embarking on, and certainly the next 10 
or 15 years are probably going to be the most challenging as we 
move down that road. 

And we also need one that is effective. So I would suggest a com- 
monsense approach as we begin to put these pieces together to 
have a workable bill that accomplishes its objective. 

The next thing I would suggest is it not be legislation that is de- 
signed to raise revenue. It shouldn’t be a revenue enhancing en- 
deavor. It should be something that is trying to achieve the objec- 
tive of reducing carbon emissions in the country, and that alone. 
So that means auction is not a good idea. We would discourage the 
committee from going down that road. That means that allowances 
should be free, particularly as far as applies to the electric utility 
industry. And we would also suggest that it should be done on the 
distribution level, so that the full benefit of those allowances 
should go to consumers. Of course, our not-for-profit status, that is 
where they go. 

I would also suggest, Mr. Chairman, that as we look at the caps, 
they should be established with an eye toward the question of tech- 
nology: What can we do, and when can we do it? I think we all ap- 
preciate and understand that this bill, this effort, what we are 
going to try to accomplish here if we are going to keep the lights 
on and keep electric bills affordable, we need technology; and we 
are going to have to make some very significant advancements, and 
we are very hopeful that is going to be the case. 

In some cases I guess you could say, Mr. Chairman, we are bet- 
ting on the come, and we need to do everything we can to make 
sure that we speed up that technology and get it developed, get it 
on line, so it can be utilized, so we can get back to a full com- 
plement of fuels. 

And we would also suggest, again looking at it from the con- 
sumers’ standpoint, Mr. Chairman, that there should be some kind 
of safety valve device that makes certain that consumers are as- 
sured that we will, in fact, have a limit on any economic damage, 
that this thing will get out of control, that we are going to try to 
contain those costs. I know that you have addressed that in the 
draft. I would suggest it probably needs to be done in a little dif- 
ferent manner than what you have in the draft. I appreciate the 
thought. 

And also as we move forward with renewables, Mr. Chairman, 
we are very committed to renewables. We in fact serve 70 percent 
of the land mass of the United States. So most of the renewable 
energy that is going to be generated in this country is going to be 
done in rural America and areas served by electric cooperatives. 
We just established a national renewable cooperative which allows 
small distribution systems all over the country to invest in renew- 
able projects. 

But I would also suggest that there is a wide range of difference 
in different parts of the country. Some areas can produce renew- 
ables far more economically, far easier, and far greater magnitude 
than you can in other regions. And that is why we think it should 
be looked at nationally and what can be done nationally. 
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And, Mr. Chairman, I would also suggest that for that reason 
there needs to be a small utility exemption, about 4 million 
megawatts per year. And I think we can make a serious workable 
start and move down the road to the objective you are trying to 
achieve. 

Thank you, Mr. Chairman. 

Mr. Markey. Thank you, Mr. English, very much. 

[The prepared statement of Mr. English follows:] 
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Introduction 


Thank you for inviting me to provide the views of electric cooperatives on the American 
Clean Energy and Security Act of 2009 discussion draft circulated by the Committee on 
March 31. The National Rural Electric Cooperative Association (NRECA) is the not-for- 
profit, national service organization representing nearly 930 not-for-profit, member- 
owned rural electric cooperative systems, which serve 42 million consumers in 47 states. 
NRECA estimates that cooperatives own and maintain 2.5 million miles, or 42 percent, of 
the nation’s electric distribution lines covering three quarters of the nation’s landmass. 
Cooperatives serve approximately 18 million businesses, homes, farms and other 
establishments in 2,500 of the nation’s 3,141 counties. 

Cooperatives still average fewer than seven customers per mile of electric distribution 
line, the lowest density in the industry. Low population densities, together with the 
issues of traversing vast expanses of remote and often rugged topography, present unique 
economic and engineering challenges for electric cooperatives. As well, many co-op 
consumers face economic challenges. The service territory average household income 
for 786 electric co-ops (93 percent) falls below the U.S. average household income of 
$71,212. The service territory average household income for all electric co-ops is 
$61,416. 

NRECA’s objective is to help Congress develop and pass an affordable, workable, and 
sustainable piece of legislation to address the nation’s energy and climate change 
objectives. Maintaining the affordability of electricity is the principle against which 
NRECA will judge all climate change and energy legislation. 

NRECA will strongly object to any legislation that makes electricity unaffordable or 
gives Wall Street speculators the ability to set our nation’s electricity bills. In 1938 
President Franklin Roosevelt declared that electricity was a necessity, not a luxury. We 
must not turn back on that commitment from over 70 years ago. We do not have to, and 
should not, in climate change legislation. 
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1, Climate Change and Related Provisions 

NRECA understands that the discussion draft is a starting point from which the 
Committee will work, and we appreciate the opportunity to express our views as the 
Committee considers this issue. 

My comments will focus on one major objective: keeping electricity bills affordable for 
all Americans while achieving long-term emissions reductions. To maintain that 
affordability and achieve those reductions, we must carefully structure a federal climate 
change policy that utilizes least-cost alternatives and provides maximum flexibility. To 
meet this goal, the discussion draft must: include realistic timelines and reduction levels; 
freely allocate emission allowances to electric cooperatives rather than auctioning them; 
prevent Wall Street speculators from setting electricity prices; include meaningful cost- 
containment and flexibility mechanisms; establish a single, comprehensive federal 
program that supersedes other federal and state laws; and address the global nature of the 
issue. 

Unless the program is improved substantially, and the allowance allocation methodology 
is properly crafted, the cap-and-trade program will unnecessarily raise costs on rural 
electric cooperative consumers. We look forward to working with the Committee to make 
these improvements. 

I must also point out that NRECA is very concerned that Members of this Committee 
have a full understanding of the economic and environmental consequences of this 
legislation. With that in mind, we believe the major provisions of the legislation should 
be evaluated so members know the effect on costs to consumers. Developing those 
analyses (both by government agencies and private entities) takes significant time and 
resources, and it is unlikely at best that the Committee will have adequate information 
under the current timeline. 

The Draft Cap-and-Trade Program Should be Amended to Protect Consumers 

Electric cooperatives have a number of suggestions for improvements to the bill that can 
make it a more workable, sustainable, and most importantly, affordable piece of 
legislation. 

Change the Caps in the Early Years to More Closely Match Technology Availability 

The legislation’s emission reduction levels and timelines are overly aggressive, 
particularly in the early years of the program. In the short run, there are relatively few 
choices to achieve reductions of greenhouse gas emissions. Outside of energy efficiency 
improvements, switching from coal to natural gas is the most likely scenario to comply 
with the caps in the bill, with some additional renewable energy being added to the 
generation mix. Congress and the Administration will have to make federal investments 
and solve considerable policy challenges if energy efficiency, renewable electricity and 
natural gas are to be adequate baseload resources. 
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Additionally, the legislation provides unrealistically little time for the Environmental 
Protection Agency (EPA), other agencies, and regulated entities to propose and finalize 
regulations, and prepare for the implementation of the cap-and-trade program. Within the 
legislation, there are countless new requirements on federal agencies, particularly the 
EPA. Even with the best leadership, the best of intentions and additional resources, 
experience teaches us that federal agencies have significant difficulty meeting 
congressionally-imposed deadlines that are overly aggressive. 

NRECA recommends that the reduction requirements be adjusted during the first 15 
yeare of the program to more accurately reflect the expected availability of technology. 
The Electric Power Research Institute’s (EPRI) analysis of the potential to achieve 
significant emissions reductions using technology concludes that the electric utility sector 
could, if we hit the “technology lottery,” reduce emissions to approximately 1990 levels 
by approximately 2030. Unfortunately, the discussion draft would seek to achieve those 
levels before the year 2020 - which is much too ambitious given the lack of affordable, 
commercially-available technologies to achieve those steep reductions. 

NRECA also suggests that the first compliance year for the cap-and-trade program be 
adjusted to at least five years after the year of enactment to provide EPA, other agencies, 
and the regulated community time to prepare for the implementation of the program. 
Previous legislation (S. 139 (introduced in 2003); S. 1 151 (2005); S. 280 (2007); S. 2191 
(2008); H.R. 5049 (2006); and H.R. 6186 (2008), for example) has generally provided 
between four and seven years from the time the legislation was either introduced or voted 
on (for those bills in the Senate) until the first year of implementation. The first 
compliance year of the program must be more realistic. 

Provide Allowances to Local Distribution Cooperatives to Directly Protect Consumers 

The bill is largely silent on how emission allowances should be distributed under the 
program. NRECA strongly opposes an auction tax as a means of distributing emission 
allowances. Auctioning allowances is not necessary to achieve the environmental 
objective of a cap-and-trade plan - namely to achieve significant, long-term reductions in 
greenhouse gas emissions. Those reductions are achieved by the cap established in the 
legislation. An auction of allowances will not result in any further reductions of CO 2 
emissions. It will only raise revenue. 

The only reason to auction emission allowances is to raise revenue for the government - 
the very definition of a tax. NRECA does not believe that climate change legislation 
should be used as a method to enhance the government’s revenues. Such a scheme would 
only serve to establish a variable tax to fund government programs. 

Further, the level of the tax will not be set by Congress, but by the highest bidder in the 
auction. Given their size, it is extremely unlikely that electric cooperatives, such as Old 
Dominion Electric Cooperative in Virginia, or Hoosier Electric in Indiana, or Wolverine 
Power in Michigan will be the highest bidders in the auction. Instead, it will likely be 
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large, multi-national energy companies or Wall Street speculators who will set the tax on 
electric cooperatives. If the government needs to raise revenue to fund important national 
priorities, those taxes should be set by the government and collected by the Internal 
Revenue Service, not set by Wall Street and collected by utilities. 

Given the current state of the financial services sector and the lack of significant cash 
reserves, cooperatives are very concerned about the possibility that there will be 
inadequate access to capital to facilitate bidding in an auction. To participate in the 
auction, utilities must provide financial assurances. Therefore, access to capital is critical 
to an entity’s ability to participate in the auction. Beyond that, electric cooperatives are 
significantly debt financed, without significant cash reserves in place. (Cooperatives 
return excess revenue to member-owners in the form of “capital credits’’ rather than 
building up significant cash accounts.) 

Finally, the principal reason given by auction tax advocates for such a scheme is to avoid 
giving industries “windfall profits.” However, electric cooperatives are not-for-profit, 
consumer-owned utilities that provide electricity to our members. As not-for-profit 
entities, it is by definition impossible for cooperatives to receive “windfall profits.” And 
because we provide electricity on an at-cost basis, any additional costs borne by 
cooperatives are passed directly through to our member-consumers. Conversely, any 
costs avoided save on our consumers’ monthly electric bills. 

In the case of electric cooperatives, the most straightforward, efficient method of 
minimizing higher costs to our member-consumers is to freely allocate allowances to 
cooperatives. Co-op consumers will still face higher costs resulting from efforts to 
reduce emissions to the cap levels, and those costs will grow over time as the emissions 
cap declines. However, consumers can be protected from unnecessary higher costs that 
would result if co-ops are required to bid on allowances against for-profit entities. 

NRECA recommends that the bill allocate emission allowances to local distribution 
cooperatives (LDCs) based upon the carbon content of the fuel mix used to produce the 
electricity sold by the LDCs. This allocation should not be phased out in favor of an 
auction tax. Further, to provide planning certainty, allowances should be allocated at 
least five years in advance. 

NRECA also recommends that the legislation require the Energy Information 
Administration to develop a uniform methodology for determining the fuel mix used to 
produce the electricity sold by LDCs. Such standard protocols will be necessary to 
ensure that emission allowances are fairly and appropriately distributed in a manner that 
minimizes the economic impact on those who will be most affected by the legislation - 
namely those consumers who receive electricity generated using fossil fuels. Otherwise, 
allocation formulas would simply be a wealth transfer to regions that did not pay the 
carbon tax. 
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Prevent Wall Street Speculators From Setting Electricity Prices 

In just the last decade, we’ve had a technology bubble, an oil bubble, and a housing 
bubble, not to mention the Enron fiasco and California’s electricity crisis, each of which 
was at least partly caused by speculators and manipulators trying to make a buck at the 
expense of consumers. Have we not learned our lesson? 

If an auction is used to initially distribute emission allowances, it will be an invitation to 
Wall Street speculators to develop schemes to manipulate the market, turn emission 
allowances into Just another commodity like pork bellies, and essentially allow Wall 
Street to determine electricity prices in this country. Are we indeed willing to turn what 
Franklin Roosevelt called a “necessity” into a luxury available only to those who can 
afford to have electricity when carbon mitigation can be done at a much lower cost by 
Congress? 

In addition to avoiding an auction, the legislation must include provisions that restrict the 
primary trading of allowances to only those entities which have a regulatory compliance 
obligation under the legislation and clearly define the role of non-regulated actors in 
ensuring a liquid market. Under a cap-and-trade system, the nation’s rural electric 
cooperatives will require a regulatory framework for the markets that prevents market 
manipulation, excessive speculation, and price bubbles, while providing adequate 
liquidity and the opportunity for cooperatives to manage their carbon price risk and 
protect their consumers. 

Improve Cost Containment to Promote Long-Term Carbon Reduction and Economic 
Sustainability 

In order to contain costs, the bill establishes a Strategic Reserve, which auctions 
allowances only to covered entities. NRECA is very concerned that the minimum price 
is far too high to provide any meaningful cost containment. In fact, this minimum price 
is the same as the penalty for noncompliance in Section 723. Further, a price floor does 
not provide cost certainty. Only a price cap provides any assurance that costs will not 
spiral out of control. 

Cost certainty and gradually rising prices are critical in the early years of a greenhouse 
gas cap-and-trade program as covered entities transform to low-carbon energy sources. 
The best method of assuring cost certainty is the inclusion of an economic safety valve. A 
safety valve limits the potentially destabilizing impacts of a cap-and-trade program on 
energy prices through the sale of additional allowances at a safety-valve price. 

Those who argue that there should be no economic safety valve or similar provision are 
in fact stating that we should achieve the emission reductions no matter what the cost to 
the economy or consumers. NRECA strongly disagrees with that approach. We believe 
the nation’s environmental goals must be balanced against the nation’s economic goals, 
not that one automatically trumps the other. 
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NRECA recommends that a safety valve be included in the cap-and-trade program to 
assure cost certainty, at least for the initial 10-15 years of the program. The safety valve 
price should be set no higher than $12 per metric ton of CO 2 in the first year of the 
program and increase not more than five percent each year. 

Promote the Use of Offsets and Biomass without Artificial Limitations 

Appropriately, the bill allows the use of offset credits to satisfy a covered entity’s 
compliance obligation but unfortunately limits the use of offsets to a percentage of the 
obligation. In the early years, the percentage allowed is approximately 30 percent, split 
evenly between domestic and international offset credits. The provision also requires the 
covered entity to hold 1 .25 offset credits in lieu of each emission allowance. 

NRECA recommends that a covered entity should not be constrained by an artificial limit 
on the use of offset credits to satisfy its compliance obligation. It is not necessary to 
artificially limit the use of offsets by covered entities. The size of the domestic and 
international offset programs will be limited by the available verified, cost-effective 
offsets. In addition, a covered entity should be able to satisfy its compliance obligation 
by holding an offset credit in lieu of an emission allowance, that is, a one-to-one 
exchange. 

We support the fact that the legislation considers biomass a carbon neutral electricity 
source. Unfortunately, the biomass definition in Section 700 is overly restrictive, 
excluding biomass from federal land, among other things. The biomass definition should 
encourage, not discourage, the use of biomass as a fuel source by acknowledging that it is 
carbon neutral. 

Establish a Single, Comprehensive Climate Change Program 

The discussion draft currently includes limitations on the use of other provisions of the 
Clean Air Act to require greenhouse gas emission limitations. While this is helpful, it is 
unfortunately incomplete. Other statutes, most notably the Endangered Species Act, 
could be used to require emission limitations and other provisions of the Clean Air Act 
could potentially be used to require similar reductions. 

The most effective way to address climate change is to develop a new, organic law that is 
the sole legal authority over greenhouse gas emissions. Therefore, the bill must explicitly 
clarify that no other provision of federal or state law can be construed to require any 
greenhouse gas limitation or requirement. If the Committee specifically wants to use 
certain provisions of existing law (such as for the transportation sector) to address climate 
change, then language should be included in the bill to explicitly reference those 
provisions and prevent the use of other provisions of law by including legislative 
language stating that “unless otherwise specified by the Safe Climate Act, no other 
provision of law shall be used to require any emission reductions or limitations for any 
substance regulated by the Safe Climate Act.” 
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The discussion draft also would amend the existing Clean Air Act citizen suits and 
judicial review provisions to create an open-ended liability regime by allowing lawsuits 
based on, for example “expected harm,” or “harm at risk of occurring.” This standard is 
extremely broad and unworkable if the goal is to systematically reduce carbon emissions 
in a way that keep electricity affordable. NRECA recommends that Section 336 be 
deleted, other than conforming amendments to the existing Clean Air Act, so that no 
additional liabilities or causes of action would be created. 

The legislation also partially addresses the issue of existing and proposed state and 
regional programs by imposing a short five-year prohibition (2012 to 2017) on state 
programs. The existing Clean Air Act provisions allowing more stringent state 
requirements are based on states’ rights to address state or local air pollution. Obviously 
climate concerns are of an international nature, and no state or local mitigation efforts can 
make a significant impact on global concentration levels of greenhouse gases. Therefore, 
a single, comprehensive federal program to reduce emissions of greenhouse gases is the 
most cost-effective and efficient climate policy. A patchwork of state and regional 
programs, each with different reduction requirements, emission permits, and other 
compliance obligations, in addition to a federal program, would be overly burdensome 
without providing a clear environmental benefit. A five-year preemption is inadequate. 
Federal law should preempt all state, local and regional controls of greenhouse gas 
emissions, including common law, for causes of action arising or in connection with any 
greenhouse gas delineated by this proposal. 

Promote Technology Development and Early Deployment and Minimize Consumer Costs 

The legislation very helpfully includes provisions to provide incentives for early 
deployment of carbon capture and sequestration (CCS) technologies (the “Boucher bill”). 
NRECA supports this proposal, and believes it is the most realistic proposal to encourage 
early deployment of CCS. Developing CCS technology will help minimize long-term 
costs of achieving emissions reductions while allowing the U.S. to continue to use our 
most abundant, affordable energy source. However, electric cooperative consumers 
should not be “taxed” more than once for climate change objectives. Therefore, NRECA 
believes that any revenue cooperatives owe the federal government under any mechanism 
in this legislation should be reduced by the amount contributed to the CCS fund on a 
dollar for dollar basis. 

Additionally, issues related to potential liability for sequestration of CO 2 must be 
overcome and an appropriate regulatory and liability system must be developed. Sections 
1 1 1 and 1 13 are designed to study the obvious deficiencies in current law regarding 
defining and fairly apportioning legal liabilities for carbon transport and geologic carbon 
sequestration. But these sections only create commissions to study the issue and write 
reports with no mandates for action. NRECA believes that, to foster sequestration, we 
must construct a fair and comprehensive statutory liability scheme to address the vast and 
well-known regulatory uncertainties and liabilities in these areas. We look forward to 
working with the Committee in developing a more detailed program on this issue. 
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Avoid Duplicative, Unnecessary Command-and-Control Technology Standards 

The discussion draft establishes performance standards for “new” coal-fired power plants 
“finally permitted” after January 1, 2009. For plants currently in the permitting stages, 
which can take 5 years or more, the overall plant designs and specific locations have been 
determined years ago. Thus, the trigger date for sources falling under this provision does 
not match facilities’ planning realities. Additionally, since these units are under the cap, 
no performance standards are necessary. Such standards are only redundant and serve to 
drive up the cost of compliance. 

"Global " Climate Change Must be Addressed Globally 

Climate change is a global issue that the U.S. cannot address unilaterally; all major 
emitting nations, including key developing countries (China, India, etc.) must also 
address their greenhouse gas emissions in order to make meaningful environmental 
progress. Unilateral U.S. action to reduce greenhouse gas emissions would disadvantage 
our industries that trade in global markets during the transition to a low-carbon economy. 

NRECA applauds the inclusion of a program to assist the deployment of clean technologies 
in developing countries. NRECA is active in assisting developing countries with 
electrification and looks forward to opportunities that may be provided under a program such 
as this to further assist rural communities in other nations. 

There are significant sections of the discussion draft that are intended to address the issue 
of international competitiveness. Those legislative provisions need significant scrutiny, 
but any final legislation must include a WTO-compliant program to deal with other 
nations’ emissions to ensure a level playing field internationally and to ensure that global 
climate change objectives are met. 


II. Renewable Electricity Standard 

Cooperatives are Leaders in Providing Renewable Electricity to Consumers 

According to the Energy Information Administration, the industry as a whole generates 
about nine percent of its power from renewable sources, with non-hydro renewable 
electricity providing between two and three percent of power.' Cooperatives receive 
approximately eleven percent of their power from renewable sources, with about nine 
percent coming from hydropower and two percent coming from other renewable sources. 
Currently, 755 co-ops (nearly 90 percent) offer renewable energy options to consumer- 
owners. 


According to the most current EIA data available, in 2007 the industry as a whole generated 8.5 percent from renewable sources, of 
which about 6 percent was hydroelectric and just over 2 5 percent was from "other" non-hydro renewable sources. Preliminary EIA 
2008 data projects non-hydro renewable generation at 3 percent aid hydro holding steady at 6 percent 
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Moreover, electric cooperatives have worked to increase their capacity to generate 
electricity from renewable resources. In 2008, for example, co-ops saw 65 percent 
growth in their non-hydro renewable capacity. These accomplishments have occurred as 
electric co-op consumers’ demand for power has grown at over two percent annually 
(twice the national average for utilities) because people are moving into electric co-op 
territory. 

Cooperatives use several tools to invest in renewable electricity. For example, 
cooperatives worked with Congress to create the Clean Renewable Energy Bonds 
Program (CREBs) in the Energy Policy Act of 2005. CREBs give the not-for-profit 
utility sector an incentive for building renewable electricity projects because most co-ops 
cannot use the Production Tax Credit (PTC) available to for-profit entities. Many 
cooperative-owned projects are already using CREBs and with funding provided through 
the American Recovery and Reinvestment Act, even more projects should be possible. 
Moreover, thanks to amendments to the 2008 Farm Bill, cooperatives have greater access 
to Rural Utilities Service (RUS) funding for building or acquiring renewable generation 
resources. 

Cooperatives strongly support broader industry efforts to promote renewable energy 
development. NRECA, for example, has advocated for expansion and extension of the 
PTC; NRECA has also called on the Department of Energy to expand its National 
Interest Electric Transmission Corridors to enable construction of transmission for 
renewable resources; and NRECA has defended in court the federal transmission siting 
provisions Congress enacted in the Energy Policy Act of 2005. 

Electric cooperatives are going beyond even these efforts. Currently, many cooperatives 
have joined the National Renewables Cooperative Organization (NRCO). NRCO is 
designed to facilitate the development and deployment of renewable resources for electric 
distribution and generation cooperatives. NRCO allows member cooperatives to invest in 
renewable generation projects, no matter their location. This helps get renewable 
electricity into the nation’s fuel mix, while reducing its cost for cooperatives in areas that 
have less access to affordable renewable electricity. 

A Renewable Electricity Standard (RES) Will Increase Consumer Costs 

Unless and until legislation addresses many underlying challenges, an RES will increase 
costs to consumers without significantly increasing the development of renewable 
resources. For example, if utilities cannot acquire wind turbines fast enough, convince 
communities to accept the installations, and build the interstate transmission needed to 
integrate it, the RES will drive up the cost of existing renewable electricity resources and 
utilities will be forced to pay alternative compliance penalties to meet the balance of the 
federal requirement. On the other hand, if legislation helps the industry alleviate the 
challenges facing renewable development, the mandate is unnecessary. 

Electricity produced from renewable sources can be considerably more expensive than 
electricity produced from traditional sources. Even where renewable resources are 
plentiful, renewable electricity often costs more to generate. While new coal and natural 
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gas-fired plants produce electricity, on average, for less than seven cents per kilowatt- 
hour (kWh), generating electricity from new renewable electric plants is significantly 
more costly. Electricity produced with biomass costs over 9 cents per kWh. Moreover, 
wind energy costs 1 1 cents per kWh and solar thermal energy costs 21 cents per kWh 
(before taking into account generous production and investment tax credits).^ 
Furthermore, purchasing renewable electricity from out-of-state sources will be very 
burdensome and result in transferring massive amounts of money from local ratepayers to 
out-of-state producers. 

On top of that, electric cooperatives would be required to pay additional transmission fees 
to use the grid to import that power from other states. A recent study examined the 
current grid serving the eastern half of the country against goals like the RES. ^ The 
study concluded that if the “U.S. wants to get 20 percent of its electricity from renewable 
[sources] by 2024, ...it would be necessary to build a new electricity circulatory system, 
including 1 5,000 circuit miles of extremely high voltage lines.” Such a system would 
cost up to $100 billion. However, Congress must grant Federal authority for siting for 
such investments to even be possible. 

The Draft RES Should be Amended to Protect Consumers 


NRECA opposes the RES in its current form. It would impose a burden on many entities 
that are too small to have a significant impact on the nation’s generation mix and that 
lack the resources to cost-effectively comply with the mandate. 

Only Include Utilities with Retail Sales Above Four Million MWh 

The draft legislation proposes an RES that would apply to all distribution utilities with 
one million MWh in annual retail sales. Many of the covered utilities would still be 
small utilities, as defined by the Small Business Administration, with annual sales of less 
than 4 million MWh. These small utilities would be unduly burdened by the 
administrative requirements imposed by the RES. They also lack the geographic scope, 
access to capital, and diversity of generation required to permit them to invest effectively 
in and reliably integrate the large scale renewable projects that offer renewable energy at 
the lowest costs. 

Small utilities and their consumers would likely bear disproportionately high costs to 
comply with the RES. At the same time, excluding these small utilities will have only a 
de minimis impact on the nation’s resource mix because even in the aggregate these 
utilities use only a small percentage of the nation’s energy but would still be under a 
carbon cap which will itself incent renewable electricity investments. 


NRECA calculations based on capacity cost and fuel price asaimptions from the U.S. Energy Infotmation Administration, Annual 
Energy Outlook 2009. 

“Joint Coordinated System Plan 2008 ’’ Organizations responsible for elwitric-system reliability m roughly half the states, including 
the Midwest Independent System Operator, SERC Reliability Region, PJM Interconnection LLC, the Southwest Power Pool, the Mid- 
Contment Area Power Pool and the Tennessee Valley Authority, contributed to the study. 

4 

W^l Street Journal - February 9, 2009, “New Grid for Renewable Energy Could Be Costly." 
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In order to avoid unduly raising the cost of power to consumers served by small utilities, 
the RES should only apply to utilities selling over four million MWh annually. 

Allow a Wider Variety of Renewable Sources and Efficiency to Count 

The draft legislation adopts a narrower list of eligible renewable resources than some 
states allow, frustrating some state and cooperative efforts to promote a broader portfolio 
of environmentally favorable generation resources. Moreover, it does not fully recognize 
hydropower’s renewable nature or the fact that nuclear generation is emission-free. Only 
in limited circumstances, generally where a hydro facility has become more efficient or 
has added capacity since 2001 , does the RES allow hydropower as a renewable resource. 

In some parts of the country, significant renewable resources are not readily available and 
therefore are limited in their ability to help meet the new capacity needs. For example, 
the Southeast lacks adequate wind or solar resources and there isn’t enough cost-effective 
biomass to make up the difference without undermining the forest product industry 
crucial to the region’s economy. The Midwest can’t rely on consistent sunshine for solar 
power. Even where sun and wind are plentiful, the variable nature of the supply means it 
must be backstopped with other generation, usually gas turbines. 

To overcome the challenges of limited supply of renewable electricity in some regions, 
the draft legislation should be amended to permit 50 percent of the RES to be met in any 
particular state with generation resources that qualify as “renewable” in that state but do 
not otherwise qualify under the federal program. Such an approach could easily be 
designed to offer appropriate respect for state priorities without undercutting national 
goals for the development of environmentally favorable generation resources. This could 
be accomplished without affecting a national market for RECs by assuring that RECs 
provided for a state defined renewable resource can only be retired for the federal RES 
obligation. 

The draft legislation should also be amended to allow at least 25 percent of any year’s 
mandate to be met with energy efficiency. Energy efficiency is often the least-cost 
generation resource. Preventing utilities from complying with the RES through 
efficiency gives utilities fewer options for complying in a cost-effective manner. 

Adopt a More Feasible Compliance Schedule 

The draft legislation would require utilities to make six percent of their retail sales 
renewable by 2012 and increase that amount to 8.5 percent in 2014. An RES will 
ultimately be more successful and impose fewer costs on consumers if it is implemented 
on a more reasonable compliance schedule. An accelerated schedule that moves ahead of 
parallel efforts to address real challenges to renewable energy development, such as 
inadequate transmission, merely bids up the cost of the limited base of renewable energy 
that is available and forces consumers to pay alternative compliance penalties. 

The draft legislation should be amended to begin compliance in 2012 with a 2.75 percent 
reduction required, gradually rising to a 1 5 percent reduction in 2020. 
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Lower Alternative Compliance Payments 

The draft legislation would require utilities failing to make the required renewable 
electricity retail sales to pay the lower of either: 1) 200 percent of the average market 
value of the previous year’s credit; or 2) five cents per kWh. Add this cost to increases 
for new capacity, transmission infrastructure, and climate mandates, and electricity prices 
will rise quickly and create a hardship for many consumers. 

The draft legislation should be amended to set the alternative compliance payment at the 
lower of either: 1) 200 percent of the average market value of Federal renewable energy 
credits and Federal energy efficiency credits for the applicable compliance period; or 2) 3 
cents per kWh. While still high, this figure creates an incentive for utilities to invest in 
renewable resources while still capping the cost of the RES at a more affordable level for 
consumers. 

Furthermore, the draft legislation should be amended to return all alternative compliance 
payments to utilities to further their work on renewable electricity, efficiency and 
weatherization. 

Do Not Allow States to Regulate Transfers of Federal Renewable Energy Credits 

The legislation permits the states to regulate the acquisition and disposition of federal 
renewable energy credits (RECs), permitting states to impose substantial compliance 
challenges and cost on entities seeking to comply with federal law, particularly those that 
operate in more than one state. 

The draft legislation should be amended to delete this provision. Allowing individual 
states to impose varying requirements on the acquisition and disposition of these credits 
will encumber what should be a national market. State regulation creating impediments 
to the free flow of RECs will result in another layer of unnecessary costs for consumers. 
Just as the cap-and-trade program should be designed to permit utilities to find the lowest 
cost means of meeting federal climate targets, so should a federal RES be designed to 
permit utilities to find the lowest cost means of reaching the federal targets for renewable 
energy. Inconsistent state rules, confusion, and barriers to trade all undermine efficient 
decisions and raise costs - making power less affordable for consumers. 

Make the CFTC the Regulator of the Renewable Energy Credits Market 

The draft legislation would make the Federal Energy Regulatory Commission (FERC) 
the regulator of the markets for Renewable Energy Credits (RECs) and the derivative 
financial instruments associated with RECs. Those markets are more properly regulated 
by agencies such as the Commodity Futures Trading Commission and the Federal Trade 
Commission who have greater expertise in regulating similar markets. 
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The RES Duplicates and Potentially Undermines the Goals of CO2 Regulation 

If Congress enacts CO 2 emissions reduction legislation, a RES is unnecessary because 
utilities are highly likely to expand their investments in renewable electricity under a cap- 
and-trade regime. In many instances, renewable resources will prove to be the lowest 
cost means of reducing CO 2 emissions. As the cost of emissions credits required to use 
fossil generation rises, more utilities will make the economic decision to invest in 
renewable resources. 

Second, the RES undermines the flexibility that is the cornerstone of a cap-and-trade 
program. The stated goal of cap-and-trade program is to allow utilities the flexibility 
they need to reduce emissions in the most efficient and cost-effective manner possible. 

By layering a mandate on sales of renewable electricity on top of the cap-and-trade 
program, Congress denies utilities the flexibility they need to find the best balance of 
resources they can to meet Congress’ climate goals. The RES could force utilities to 
over-invest in renewable resources when another technology, such as nuclear or carbon- 
capture-and-sequestration might better reduce carbon emissions while also keeping 
electricity costs down for consumers. 


III. Energy Efficiency Resource Standard 
Electric Cooperatives are Leaders in Energy Efficiency 

Energy efficiency comes naturally to electric cooperatives. The not-for-profit business 
model encourages cooperatives to use all cost-effective methods of distributing electricity 
as efficiently as possible. One out of seven people served by cooperatives lives below the 
federal poverty line. These consumers can see striking reductions in energy usage when 
aggressive efficiency measures are applied. Conversely, their incomes often do not allow 
them to make needed investments on their own, even in simple efficiency tools and 
techniques. 

This is why NRECA advocates for extensions of consumer efficiency tax credits, 
increased federal investment in advanced energy technologies, and strengthened 
efficiency of hydropower projects and other existing generation. In the Energy 
Investment and Security Act of 2007, NRECA supported a national efficiency model 
building code. In 2008, NRECA called for a massive investment in weatherization for 
the poorest fifth of households. Cooperatives in many states are working with their state 
energy offices to develop effective efficiency programs using resources deployed by the 
American Recovery and Reinvestment Act of 2009. 

Rising costs of new generation resources mean that efficiency is often the “least-cost” 
generation resource. Cooperatives lead the electricity industry in deployment of 
advanced meters and demand response.* Co-ops have also made a dramatic contribution 


^ A 2(X)8 Federal Energy Regulatory Commission (FERC) study showed cooperatives leading the industry in advanced meter 
infrastructure penetration at 16.4 percent as compared to 4.7 percent for the industry as a whole 
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to efficient electric system operation through developing MultiSpeak, a software standard 
that lets meters, consumer databases and utility plant data “talk” to one another, helping 
boost service reliability and reducing waste. 

Electric cooperatives therefore boast a strong commitment to efficiency, as illustrated by 
these statistics; 

• 92 percent of co-ops communicate directly with consumers about efficiency. 

• 77 percent of co-ops offer energy audits for free or minimal costs. 

• 49 percent of co-ops offer financial incentives to consumers to increase 
efficiency. 

• 40 percent of co-ops provide weatherization and efficiency services to consumers. 

• 50 percent offer advanced meters to some consumers. 

Congress Should Not Enact an Energy Efficiency Resource Standard 

NRECA opposes the Committee’s proposal for an Energy Efficiency Resource Standard 
(EERS). It would punish utilities that have already been aggressive investors in energy 
efficiency and impose a burden on many entities that lack the resources or economies of 
scale to achieve significant energy efficiency savings. 

The EERS is a Tax on Consumers 

If the EERS actually requires utilities to invest in more energy efficiency than they would 
otherwise under their state obligations to provide electric service at the lowest reasonable 
cost, state energy efficiency programs, the CO 2 cap-and-trade program, and the RES, the 
EERS mandate would force utilities to make un-economic investments in efficiency 
measures or purchases of savings, imposing even greater costs on consumers than they 
are already experiencing with rising fuel costs, new capacity investments, and cap-and- 
trade compliance costs While consumers will use less power if they can no longer afford 
it, that is not an acceptable policy approach. Electricity is an essential service and the 
foundation for our economy. Moreover, consumers paying artificially higher electricity 
costs will have less disposable income to make more efficient choices in operating their 
homes and businesses. 

This EERS is “One-Size-Fits- All" 

This EERS ignores the huge difference in the ability of different utilities and regions to 
achieve efficiency savings based on their climate, customer base and historical efforts to 
promote energy efficiency. For example, utilities with more industrial and commercial 
load can more easily make efficiency improvements because the “lowest-hanging fruit” is 
commercial lighting. Cooperatives have the highest percentage of residential load of any 
industry sector, and thus less low-cost energy efficiency resources they can tap. Their 
consumers, who are disproportionately rural and more likely to be living in poverty, will 
be further burdened with higher compliance costs. 
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Many electric cooperatives will also be penalized that have long worked with their 
members to improve energy efficiency. Responsible utilities with long-standing 
efficiency programs will have to pay more to obtain additional efficiency improvements. 
As such, the EERS will act as a tax on those who have been most responsible. 

Ultimately, usage decisions are made behind the meter by the consumer. If some 
consumers don’t conserve or can’t afford to make efficiency improvements, the utility 
and all other consumers will be unfairly taxed by being forced to pay for additional 
efficiency savings or compliance payments. 

Electricity Experts Say this EERS is Not Achievable 

The Electric Power Research Institute (EPRI) has assessed the achievable potential from 
energy efficiency and demand response programs. Given projected growth rates and 
technology, EPRI states that by 2020, realistic achievable savings are under five percent 
and the maximum achievable potential of both energy efficiency and demand response 
programs combined is just over ten percent.^ The EERS as drafted would require utilities 
to make uneconomic energy efficiency elTorts and pay alternative compliance penalties to 
the government to make up for the all but certain shortfall in results. Both act as an 
unreasonable tax on consumers, raising the cost of electricity and making this essentia! 
service less affordable for many low-income consumers. 

The EERS Creates a New, Complex Federal Program for Issues Better Left to States 

For good reason. Congress has traditionally deferred to states with respect to retail 
electricity issues, including whether to adopt retail competition, retail rate design, the 
adequacy and portfolio of generation resources acquired to meet retail energy needs, and 
the range of retail services utilities provide consumers. Congress has understood that 
retail electric service directly impacts a broad range of important local matters relating to 
the public health and welfare, local economic development, local environmental 
concerns, and more. Congress has also understood that there are significant differences 
between states and regions that must be taken into account in order to effectively regulate 
in the interest of local consumers. These include variations in climate, geography, local 
industries, available local natural resources, consumer income and education level, and 
many more. 

Energy efficiency falls squarely within the class of issues that Congress has traditionally 
left to the states. For example, EPRI has explained the amount of energy efficiency that 
can cost-effectively be pursued differs widely by region according to the climate, 
penetration of appliances and efficiency measures in the existing housing stock, and the 
predominant industries. 

Further, the states have aggressively taken up the challenge to address energy efficiency 
that Congress assigned to them in EPAct and again in EISA. In both statutes. Congress 


* “Assessment of Achievable Potential from Energy Efficiency and Demand Response Programs in the US” Electric Power Research 
Institute, January 2009. 


- 15 - 



442 


amended PURPA Title 1 to require states and covered non-regulated electric utilities to 
consider a broad range of issues, including several aimed at expanding energy efficiency 
efforts at the state level. Since that time a number of states have adopted their own EERS 
and many more are in the process of considering such programs. 

The EERS Duplicates and Potentially Undermines the Goals of CO2 Regulation 

If Congress enacts CO 2 regulation, utilities are highly likely to expand their investments 
in energy efficiency because in many cases, those investments will be the lowest cost 
means of reducing CO 2 emissions. As the cost of emissions credits required to use fossil 
generation rises, more utilities will make the economic decision to invest in energy 
efficiency. 

Second, the EERS is counterproductive because it undermines the flexibility that is the 
cornerstone of a cap-and-trade program. The stated goal of cap-and-trade program is to 
allow utilities the flexibility they need to reduce emissions in the most efficient and cost- 
effective manner possible. By layering a mandate on energy efficiency on top of the cap- 
and-trade program. Congress denies utilities the flexibility they need to find the best 
balance of resources they can to meet climate goals. The EERS could force utilities to 
over-invest in energy efficiency when another approach, such as renewable resources, 
nuclear energy or carbon-capture-and-sequestration might better reduce carbon emissions 
while also keeping electricity costs down for consumers. 

Instead of “One-Size-Fits-AII” Mandates. Encourage New Technologies and 
Incentives 


Congress should encourage the development of new energy efficiency technologies and 
design incentives that match the actions utilities and their customers can take, alone or in 
concert, to increase efficiency. A better approach is to continue efforts, such as those 
funded in the American Recovery and Reinvestment Act of 2009, to help utilities 
increase education, efficiency auditing and weatherization activities. As well, Congress 
should give consumers at all income levels incentives to install efficient technologies and 
change electricity usage patterns. 


IV. Transmission 

The Nation Lacks Adequate Transmission to Deliver Increased Renewable 
Electricity Supplies 

Transporting significant new quantities of renewable power between “have” and have- 
not” regions will require significant, lengthy, and costly upgrades to the cross-country 
transmission system. Transmission to handle the new renewable energy supplies should 
be in place before policies can be developed to accommodate the new demand for 
renewable energy. 
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The Draft Legislation Adopts an Effective Transmission Planning Process 

The legislation adopts an effective transmission planning process that appropriately 
builds up from existing local and regional transmission planning efforts and that is 
focused on meeting consumer needs reliably and affordably, as well as meeting national 
environmental priorities. The legislation appropriately limits federal involvement in the 
planning process to coordination and loose oversight to ensure that national priorities are 
addressed by the planning entities. 

The Draft Legislation Should also Address Cost Allocation and Siting 

The legislation does not, however, address cost allocation or siting, which are key 
barriers to the construction of much needed new transmission. 

NRECA proposes that the Committee add a new section on cost allocation that provides 
for all consumers in an Interconnection to share the cost of new extra high voltage 
interstate transmission facilities that arise from the transmission planning process defined 
in the legislation as well as the cost of any lower voltage facility upgrades required for 
the reliable interconnection and operation of the extra high voltage (EHV) facilities. 
Broad cost allocation should be conditioned on: the facilities arising from the planning 
process; a right for any entity to own a share of the facilities; and, limits on rate 
“incentives” available to those who build the facilities. 

NRECA also proposes that the Committee add a new section on EHV siting. Entities 
wishing to build EHV facilities that arise from the legislation’s transmission planning 
process should be able to petition FERC for a federal certificate of convenience and 
necessity and federal eminent domain authority. Federal siting should be conditioned on: 
the EHV facilities arising from the planning process; allocation of the costs of the 
facilities across the entire interconnection; a right for any entity to own a share of the 
facilities; and, limits on rate “incentives” available to those who build the facilities. 

V. Plug-in Hybrid Electric Vehicles 

Electric cooperatives support the further development and expanded use of plug-in hybrid 
electric vehicles (PHEVs). Through the Cooperative Research Network, cooperatives are 
actively investigating this exciting new technology. A Pennsylvania distribution 
cooperative has even deployed a PHEV bucket-truck. 

However, the draft legislation directs states and unregulated electric utilities to consider 
an extensive and highly detailed federal standard for the promotion of PHEVs. 
Considering the large number of extremely complex issues expressly raised by the 
proposed standard, it would impose an undue burden on state and local regulators. The 
standard also fails to address a fundamental question - how to reconcile policies that 
promote vast expansions in use of these vehicles and policies (such as CO2 emission 
reduction, the RES and the EERS) which will limit the nation’s supply of electric 
generation capacity. 
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NRECA recommends that the Committee instead pursue a much simpler standard that 
gives local regulators greater discretion to determine how best to address questions 
concerning the integration of PHEVs into the electric utility infrastructure. 

VI. Smart Grid Peak Demand Reduction Goals 

Cooperatives are leading the electricity industry in deployment of advanced meters and 
demand response. Co-ops have also made a dramatic contribution to efficient electric 
system operation through developing MultiSpeak, a software standard that lets meters, 
consumer databases and utility plant data “talk” to one another, helping boost service 
reliability and reducing waste. Electric cooperatives continue to support the expansion of 
Smart Grid technologies where it makes economic sense for utilities and their consumers. 

However, the draft legislation adopts a prescriptive approach to the Smart Grid and 
dramatically expands FERC’s involvement in traditionally state and local matters. It 
does this by giving FERC the authority to review and impose pressure on state and local 
decisions regarding the nature of retail electric service, the structure and design of retail 
rates, investments in distribution system technology, and the resource plans adopted by 
electric utilities. NRECA recommends deleting this provision. 

Conclusion 


Again, thank you for the opportunity to testify at today’s hearing. NRECA looks forward 
to working with Members of the Subcommittee, the full Committee, other committees 
with jurisdiction over various aspects of this issue, and the entire House of 
Representatives to develop an affordable, workable, and sustainable piece of legislation. 
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Mr. Markey. And our next witness is Mr. Mark Crisson. He is 
the CEO of the American Public Power Association, which is the 
service organization for more than 2,000 community-owned electric 
utilities. Prior to his current position Mr. Crisson was at Tacoma 
Power in Washington State for nearly 30 years. Whenever you are 
ready, please begin. 

STATEMENT OF MARK CRISSON 

Mr. Crisson. Thank you, Mr. Chairman. Good morning. I am 
Mark Crisson, president and CEO of the American Public Power 
Association. And, as you said, we represent over 2,000 publicly 
owned, not-for-profit power systems across the United States, 49 
States. We serve cities as large as Los Angeles, but most of our 
members, the vast majority of our members serve communities of 
10,000 people or less. 

Mr. Chairman, APPA supports congressional action to address 
climate change. But as my colleagues have stated we are very con- 
cerned that achieving environmental goals be properly balanced 
with affordable costs to the consumers and the economy. Con- 
sequently, we have developed a detailed set of principles on imple- 
mentation of a cap-and-trade program. 

We believe it is critically important that the transition to a low 
carbon future be managed in a way that keeps electricity affordable 
and reliable in order to be sustainable and workable in the long 
term. Thus, our first principle is legislation must include a safety 
valve or other stringent cost containment mechanism that sets a 
maximum price on carbon. 

While we support the inclusion in your draft bill of an offset re- 
gime and the use of banking and borrowing, we do not think these 
are adequate measures. We urge the committee to include a price 
ceiling on CO 2 in the next version of your draft. We also have con- 
cerns that the provisions governing the establishment and use of 
offsets are inadequate for cost containment purposes, and would 
like to work with the committee to improve these provisions. 

Regarding the issue of emission allowances, the electric utilities 
sector should receive an allowance allocation proportionate to its 
share of total emissions, or about 40 percent, all of which we feel 
should be allocated to load-serving entities or local distribution 
companies. This will provide the industry with allowances suffi- 
cient to maintain reliability and affording time to adapt during a 
transition period when low emission technology is under develop- 
ment. Allowances should go to the local distribution companies be- 
cause they are in the best position to ensure that allowance reve- 
nues are used to reduce cost to electric consumers. Allocating al- 
lowances, as opposed to fossil fuel generators, would eliminate the 
prospect of windfall profits that have resulted in some cases in the 
European Union cap-and-trade system. 

We think the allocation to the LLCs is particularly important in 
regions that have restructured wholesale power markets that are 
under Eederal jurisdiction and run by regional transmission orga- 
nizations, such as the Northeast, the Mid-Atlantic, the Greater 
Midwest and California, because allocating allowances to inde- 
pendent generators in these markets will raise the already high 
wholesale prices these markets are producing. This is because fossil 
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fuel generators nearly always set the clearing price in the whole- 
sale electricity supply auctions in these markets. Should they re- 
ceive allowances, these fossil fuel generators will add the value of 
these allowances to their bids into these markets, thereby adding 
that cost to other generation bidding into the market, including no- 
or low-carbon generations such as nuclear plants. 

EPP also has serious concerns about auctioning allowances. An 
auction by its nature disadvantages small entities like most of my 
member systems. It is important, therefore, that if an auction is 
conducted, that it be designed to restrict speculation and minimize 
potential for volatility and allowance prices. 

With a stringent cost-control mechanism in place, APPA would 
support phasing in an auction gradually over time. But without 
such a control mechanism, we think no auction should occur until 
new emissions control technology is commercially available to in- 
dustry. 

It is also essential that all net auction proceeds be used only for 
targeted research and development, energy efficiency, and mitiga- 
tion of cost impact on consumers. In other words, areas directly re- 
lated to addressing the climate change issue. 

Mr. Chairman, regarding the proposed renewable electricity 
standard, APPA supports a workable Federal RES of 15 percent by 
2020. However, our support contemplates that such a standard 
would be in place prior to implementation of a Federal greenhouse 
gas reduction mandate, and would serve to provide a bridge be- 
tween the present and the time when technology has been devel- 
oped to significantly capture and store carbon. 

We also believe that once a Federal cap-and-trade program is im- 
plemented, an RES is neither necessary nor property. By its na- 
ture, the RES limits the flexibility of our industry, while a cap-and- 
trade program is intended to provide the industry more flexibility 
to tailor a compliance program. Enacting the two simultaneously 
will increase compliance costs for many utility systems. 

Regarding the Energy Efficiency Resource Standard, we do not 
support such a standard but would urge that the RES permit a sig- 
nificant percentage of the standard be met by using energy effi- 
ciency measures. 

Finally, Mr. Chairman, APPA has serious concerns about the 
new source performance standards included in Title I, because sev- 
eral of our members have facilities in various stages of permitting 
and construction. These standards would also effectively create a 
moratorium on coal in a post-2015 world and raise some significant 
challenges for facilities yet to be permitted between 2009 and 2015, 
because basically there is no commercially deployable coal genera- 
tion technology in the U.S. that can achieve the proposed standard 
of 1,100 pounds for megawatt hours. We would strongly urge the 
committee to delete this provision. 

Thank you, Mr. Chairman. I look forward to answering any ques- 
tions you have. 

Mr. Markey. Thank you, Mr. Crisson, very much. 

[The prepared statement of Mr. Crisson follows:] 
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The American Public Power Association (APPA) appreciates the opportunity to provide the 
following testimony for the House Energy and Commerce Committee’s hearing to review the 
discussion draft entitled the “American Clean Energy and Security Act of 2009." APPA 
represents the interests of more than 2,000 publicly-owned electric utility systems across the 
country, serving approximately 45 million Americans. APPA member utilities include state 
public power agencies and municipal electric utilities that serve some of the nation’s largest 
cities. However, the vast majority of these publicly-owned electric utilities serve small and 
medium-sized communities in 49 states, all but Hawaii. In fact, 70 percent of our member 
systems serve communities with populations of 10,000 people or less. 

Overall, public power systems’ primary purpose is to provide reliable, efficient service to their 
local customers at the lowest possible cost, consistent with good environmental stewardship. 
Public power systems are locally created governmental institutions that address a basic 
community need: they operate on a not-for-profit basis to provide an essential public service, 
reliably and efficiently, at a reasonable price. 

While APPA’s oral testimony will focus on a few key issues addressed in the Waxman-Markey 
Discussion Draft (“Discussion Draft”), the written testimony will provide an overview of APPA’s 
position on the entire draft bill given that much of the bill would substantially impact our 
members if passed as drafted. 

Overall, APPA is concerned that the bill as drafted presents a substantial paradigm shift - electric 
utilities would be subject to more federal authority than ever before with regard to their decision- 
making and operation in a number of areas. This additional authority would range from how 
much renewable energy they will need to produce or purchase to the amount of mandatory energy 
efficiency that they will need to undertake to the greenhouse gas (GHG) emissions reductions that 
will be instituted. Therefore, the flexibility that has enabled electric utilities to keep costs 
relatively low for customers and provide a diversified portfolio of fuels would be substantially 
eroded by federal fiat, as envisioned by the draft bill. 

We are also concerned that the Discussion Draft seeks to do too much at once, by addressing both 
climate change and other energy policy issues in the same legislative vehicle. We want to make 
clear that APPA supports federal legislation to address greenhouse gas emissions. We also 
support a federal renewable electricity standard if the standard does not exceed 15 percent for 
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electric utilities that sell over 4 million MWHs (megawatt hours) of electricity at retail annually, 
and if the additional provisions described below are included. However, we are concerned about 
both mandates applying simultaneously to the electric utility industry. Given the Discussion 
Draft’s contemplation of a cap-and-trade regime to reduce GHG emissions, we believe that the 
electric utility industry should be given the maximum flexibility possible to meet the goals of 
such a mandate. Instead, the Discussion Draft contemplates three overlapping mandates on the 
utility sector at once - a cap-and-trade regime on GHGs, a federal RES of 25 percent by 2025, 
and an energy efficiency resource standard of 15 percent by 2020. This “straightjacketing” of the 
electric utility industry by Congress is likely to result in higher than necessary electricity prices. 

Key questions for the Committee are; what are the public policy goals it would like to achieve 
and what would be the most efficient ways of achieving such goals? If the answer is that the 
Committee wants to promote development of renewable energy, energy efficiency and low- 
carbon resources, why is anything beyond a mandate to reduce GHG emissions necessary? 
Conversely, if Congress mandates high levels of renewable energy production and energy 
efficiency savings with the concomitant reductions in GHG emissions, what is the need for a 
complex, multi-decade cap-and-trade program? We would urge the Committee to consider 
addressing the extremely complex and potentially costly climate change title separate from the 
other provisions contemplated by the draft. 

While APPA supports congressional action to reduce GHG emissions, we have not yet taken a 
position on the exact type of mechanism to be employed to achieve this goal. However, APPA 
has adopted a set of principles related to a cap-and-trade approach that appropriately conveys our 
concerns about the costs and complexity of such a regime if it does not include a strong cost 
containment mechanism such as a safety valve and if it auctions rather than allocates allowances, 
among other things. Our policy states that any federal cap and trade program should: 

• Include a safety valve (which sets a maximum allowance price) or other stringent cost 
control mechanisms that mitigate price volatility and protect consumers. 

• Minimize the initial auction amount to no more than five percent of total allowances to 
allow time for efficient markets to develop, to protect consumers and ensure continuing 
reliable operation of the electric system. 

• Require the federal government to conduct regular reviews of allocations and auction of 
allowances in order to ensure they do not create windfall profits. 

• Provide for effective market oversight, including strong enforcement and penalties, to 
prevent market manipulation 

• Allow auction revenue to only be used for targeted R&D, energy efficiency, and 
mitigation of cost impacts on consumers. 

• Provide for allowances sufficient to maintain reliability and to allow time to adapt. 
Generating units of 25 MW or less should be exempted from mandatory participation in 
the program. 

• Allow credit for early action. 
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• Allow for regular reviews of the program to determine if changes are warranted to 
prevent the transfer of wealth and jobs to other countries that have not implemented 
climate legislation. 

• Ensure that offsets are additional, permanent, independently verified, enforceable, and 
measurable. In addition, offset allowances should be available from an expansive set of 
sectors and activities without arbitrary geographic or quantity limits on the use of 
qualified offsets to meet cap requirements. 

Our testimony below will provide our views on the Discussion Draft in its totality based on the 
provisions of direct impact to APPA’s members. 

Title I - Clean Energy 

Renewable Electricity Standard. While there are many important and controversial questions 
facing the 111* Congress, one of the most important to the electric utility industry is potential 
passage of a federal renewable electricity standard (RES). APPA supports a workable federal 
RES mandate of no more than 1 5 percent by 2020 that includes provisions to: minimize costs to 
consumers; address grid reliability; provide for Congress to review the need for such legislation 
once a federal mandate to reduce greenhouse gas emissions is enacted; and allows for the 
deployment of energy efficiency measures to meet the standard, among other important issues. 
We believe such an RES would provide significant environmental and energy security benefits. 

At the same time, we believe an RES of 15 percent by 2020 is the maximum that this economy, 
electricity consumers, and the electric transmission grid can accommodate in the next 10 years. 

In addition, a key concern for public power entities that would be subject to the RES is ensuring 
that federal financial incentives for renewable electricity - such as Clean Renewable Energy 
Bonds (CREBs) and the Renewable Energy Production Incentive (REPI) - are not subject to caps 
or funding shortfalls that make them largely unavailable to us in practice. 

Any federal RES should include the broadest range of renewable energy resources to be used to 
comply with the standard, including those allowed under state renewable energy requirements 
such as animal waste biomass, incremental hydropower, and new hydropower added at existing 
hydro and non-hydro dams. In addition, a federal RES should allow a significant portion of the 
requirement to be met through energy efficiency measures, both utility system efficiencies and 
customer-based programs, including any such measures allowed under similar state requirements. 
Federal legislation should permit banking of excess credits to meet future year requirements and 
at a minimum, existing hydropower and municipal solid waste resources, including those owned 
by the federal government, should be excluded from the calculation of the baseline against which 
the renewable energy requirement is applied. 

Any federal RES also needs to ensure that any credits that accrue to federally-owned generation 
marketed by the power marketing administrations (PMAs), including both existing generation and 
additions, either are provided directly to the PMA customers affected by federal or state RES 
standards commensurate with their allocations of federally-generated power or sold with proceeds 
going to repayment of affected projects as determined by federal power costumers in such 
marketing areas. 

The draft legislation before the Committee proposes an extremely aggressive requirement of 25 
percent by 2025 for utilities with retail .sales of 1 million MWH or more annually. Proponents of 
this proposal claim that a 25 percent RES will actually lower electricity bills, as well as create 
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thousands of new jobs and somehow resolve the unavailability of substantial amounts of 
renewable resources in certain regions of the country. Such arguments are counter intuitive and 
should be considered carefully and with great skepticism. The fact is that most renewable energy 
resources are simply more expensive to develop than other alternatives, and will be for the 
foreseeable future, no matter what the scale of such development. That is precisely why Congress 
is considering mandating them and why Congress has provided significant financial incentives 
(mostly to private entities) for their development over the past several years: so that development 
will actually occur despite their higher cost. 

Cost increases associated with an RES will pose special challenges for low-and moderate- income 
households as these consumers tend to spend a larger share of their budgets on energy related 
products and services. Electricity consumers in regions where wholesale electricity markets are 
operated by regional transmission organizations or independent system operators under the 
supervision of the Federal Energy Regulatory Commission - regions where many consumers are 
already facing electricity bills that look more like mortgage payments - will pay even more due to 
the flawed design and operation of those markets. And increased costs will be even more of a 
problem if an RES is combined with, or soon followed by, climate change legislation, which will 
have yet additional costs for the consumer. Finally, the intermittent nature of some renewable 
resources (such as wind and solar) poses challenges to transmission grid reliability as a higher 
proportion of this type of generation come online. Electricity must be generated and transmitted 
instantaneously to meet customer demand, which requires a majority of electric generating 
facilities to be available 24/7. Because the wind doesn’t always blow and the sun doesn’t always 
shine, even as forecasted, other types of generation - most often natural gas - must be available to 
back up these resources. 

The engineers operating transmission systems report that, given existing technology and capacity 
constraints, 15 percent of the grid relying on these resources is more manageable from an 
operational standpoint than a higher number and will ensure greater stability of the grid in the 
future. We understand that Congress is also considering new policies designed to spur grid 
expansion and enhancements, but those proposals are still in the developmental stages and, even 
if enacted, it will take many years to site, design and construct the actual facilities. 

The current draft legislation does not include a waiver provision from the federal RES. APPA 
believes it is important that the Secretary of Energy is authorized to provide waivers of 
compliance or penalties on a case-by-case basis. Such waivers potentially would be available, but 
not limited to, the effects of natural disasters, the recognition of utilities in “negative load 
growth” circumstances and other economic, operational and contractual impacts, and delays in 
relevant federal permitting approvals, among other situations to be determined. 

Of significant concern to APPA is that the draft RES legislation currently before the Committee 
would apply to utilities with annual retail sales of 1 million MWH or more annually. APPA 
opposes this low threshold and supports a more reasonable level of 4 million MWH or more of 
annual retail sales. The Small Business Administration defines electric utilities of 4 million 
MWHs or less as “small businesses.” This definition has been retained in a variety of statutes, 
including the Small Business Regulatory Flexibility Act (SBRFA), which codify the widespread 
recognition that federal regulation is more burdensome on small businesses. The 1 million MWH 
threshold set in the Discussion Draft ignores the well-defined government definition of an electric 
utility small business. This threshold would capture 61% of public power customers while the 4 
million MWH threshold would capture 43% of public power customers. It is also important to 
note that public power utilities’ ratepayers will experience the full impact of increased costs from 
implementing an RES since private companies may be able to absorb some of the additional costs 


4 



451 


by reducing dividends paid to their shareholders. Not-for-profit public power utilities have no 
choice but to pass on increased costs to their customers in the form of higher rates. 

For these reasons and those set forth in the attached policy resolution, APPA believes our support 
for a workable 15 percent federal RES by 2020 for utilities with annual retail sales of 4 million 
MWH or more annually and which include the other provisions described above would strike an 
appropriate balance to allow Congress to move forward on this important issue. We would 
support such an RES if it moved on a stand-alone basis. 

Carbon Capture and Storage. APPA supports additional and expanded federal support for 
research, development, and deployment (RD&D) of cost-effective technologies to reduce, 
capture, transform, transport, or sequester greenhouse gases from emissions sources throughout 
the economy; and for legislative emission reduction targets to be consistent with commercially 
available technologies. APPA believes that aggressive research and development must be 
conducted in the short-term to prudently evaluate the feasibility for future commercial 
deployment of carbon capture and sequestration (CCS) technologies for reducing carbon dioxide 
(CO 2 ) emissions from fossil fuel-fired electric generation. At present, there is not commercially 
proven and demonstrated CO 2 capture technology or geologic sequestration for reducing CO 2 
emissions from utility scale power plants that generate electricity from either coal or natural gas. 
There are several small power plant CO 2 separation demonstration projects in the U.S., but 
current technologies in development are prohibitively expensive and require inordinate amounts 
of energy to operate. It is unclear at this point how long it will take to advance and scale up this 
technology for widespread application in the electric utility sector. 

Given this situation, APPA supports congressional efforts to accelerate RD&D of CCS 
technologies, including Section 1 15 of the draft legislation, which mirrors H.R. 1689, the Carbon 
Capture and Storage Early Deployment Act, bipartisan legislation that was introduced earlier this 
year by Congressman Boucher (D-VA) and others. During the 110'*' Congress, APPA worked 
with Congressman Boucher and other utility industry stakeholders to make significant 
improvements to similar legislation (H.R. 6258) that were encompassed in the bill introduced this 
year. The legislation would establish a $1-1.1 billion annual fund, derived from fees on the 
generation of electricity from coal, oil and natural gas. Grants from the fund would be awarded to 
large-scale projects advancing the commercial availability of CCS technology. The financing 
mechanism laid out in the CCS Early Deployment Act provides an important and appropriate 
bridge to accelerate much needed funding prior to the availability of revenues from a national cap 
on emissions. 

APPA believes that the RD&D efforts should include assessment of legal liabilities associated 
with CO 2 sequestration, because the ability to secure financing for long-term sequestration 
projects will depend on who is legally responsible for the sequestered C 02 during and after the 
sequestration period. Resolution of the liability issue will be necessary to obtain financing and 
insurance for new generating units with CCS once the technology becomes available. 

Additionally, Congress must allow for the testing and verification of the viability of geologic 
storage in different regions of the country, and in multiple types of geologic formations, before 
requiring actions that assume the widespread practicality of geologic storage. 

New Source Performance Standards. The Discussion Draft contains language in Section 1 16 
which, if enacted, would establish a new source performance standard (NSPS) under the Clean Air 
Act’s NSPS for CO 2 for new coal-fired power plants including possibly some which have received 
valid permits from state environmental regulatory agencies. We recognize that implementation of 
these standards is tied to certain commercial demonstration goals. 
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As proposed, the performance standards, as of Jan. 1, 2009, would require new coal-fired power 
plants in the future - at a time when carbon capture and sequestration become feasible - to 
operate at a CO 2 emissions limit feasible for only natural gas (combined cycle) plants, thus 
requiring significant use of capture and geologic sequestration for the majority of CO 2 emissions. 
As the discussion draft is currently written, these standards arguably could apply retroactively to 
some plants permitted prior to January 1, 2009, where any group has sought administrative review 
for any reason, and such review has not been resolved by January 1 , 2009. 

APPA opposes these provisions because several of our members have these facilities coming 
online over the next few years in various stages of permitting and building. We also believe, as 
mentioned below, that there should be a “bright line" between C02 regulation and the existing 
Clean Air Act, as the Discussion Draft acknowledges for other parts of the Clean Air Act (CAA). 
In addition, this language would effectively create a moratorium on coal in a post-2015 world, and 
raise some significant challenges for facilities yet to be permitted between 2009 and 2015. As of 
2009, there is no regulatory permitting system for Class VI (Safe Drinking Water Act) 
underground storage at power plants. Nor are there regulatory systems in most states to review 
subsurface geologic permit applications. Most importantly, there is no commercially deployable 
coal generation technology in the United Stales which can achieve the 1 100 Ib/MWH. (See chart 
below.) 

APPA commends the R&D projects enabled under the CCS provisions in the bill as mentioned 
above, but regards the technology as still in a demonstration stage. It is critical for our nation to 
explore ways to achieve geologic sequestration of CO 2 under the right circumstances, but it is also 
important to realize that none of the many necessary component technologies have been linked 
together to date to operate as a power plant. Until they have functioned as a cohesive set of 
technologies at a power plant, we are really speculating on the performance, cost, and reliability of 
the component technologies. At this time there are still many unknown issues which need to be 
resolved before presuming that an 1100 Ib/MWh (or the retrofitted target level of 800 Ib/MWh) 
can be met. 

APPA believes that the goal of encouraging new carbon capture and geologic sequestration (or 
perhaps carbon transformation or beneficial use adaptation) is laudable. However, the NSPS 
provision in the Discussion Draft would have the perverse consequence of halting state of the art 
coal plants that have received permitting approval, and are intended to both replace older, dirtier 
facilities and adapt carbon capture and sequestration technologies in the future. Such new 
generation coal plants are necessary to continue to promote the transition to cleaner, more 
efficient, and state of the art power production infrastructure for the nation. 

An additional problem with the NSPS is that it would make it impossible to demonstrate coal CCS 
plants. CCS technology is not yet proven, and no guarantees are available for carbon removal 
performance or geologic sequestration. Requiring all coal CCS plants to remove carbon to levels 
of 1 100 or 800 Ibs/MWh means that there will be no CCS demonstration plants. There is too much 
risk in constructing a demonstration technology when it is unknown if the technology will meet 
the mandatory emission limit. The bill should provide separate permitting provisions with 
sufficient flexibility to allow construction of CCS demonstration plants. 

It is also important to note that, once contracted, a power plant owner/operator cannot simply 
cancel the project with vendors because Congress passes a law with a new plant NSPS or retrofit 
technology performance standard equal to a natural gas emission limit. These communities would 
not only have to pay for such facilities, but would also have to buy or build additional generation 
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to meet their load (customer demand) requirements. This concern is particularly acute for public 
power utilities since they, unlike some other utilities, have a legal obligation to serve all of their 
customers. 

Wasman-Markey Dbcnsslon Drain's NSPS Is Impossible 
For Current Coal Geueration Technology to Meet 


Sub-critical 

36--38 

9.a)0-9,500 

^8.50-2.050 

Super-critical 

40-42 

8,500-8,200 

1,670-1,750 

Ultra-critical 

43-46 

8,000-7,450 

1,525-1,625 

Advanced 

Ultra-Critical 

46-48 

7,450-7,100 

1^450-1,5^ 




Waxman Markey NSPS Limit 1100 




Additional Comments on Section 116: 

The draft does not specify whether the pounds of C02 per MWH requirement is in gross or net 
MWH limit. The current NOx NSPS for post-1997 Subpart D units (which refers to the Clean Air 
Act’s treatment of certain types of utility boilers) is in pounds per MWH, with gross as the 
measure for MWH. APPA believes that this provision should be consistent with the manner in 
which Subpart D units are covered in the Clean Air Act. 

The Discussion Draft appears to exempt GHGs from NAAQS, HAPs, PSD, and Title V of the 
Clean Air Act, which APPA supports, APPA would like the additional clarification that GHGs, 
especially CO 2 , would be exempt from the Section 1 12(d) of the Clean Air Act. 

Clean Energy - Low Carbon Fuel Standard. While APPA has no position on a Low Carbon 
Fuel Standard, it is worth noting that this section of the draft makes reference to the term 
“Electricity” and notes that the Administrator of EPA may, at his di.scretion, issue regulations 
providing for — “(A) the generation of credits for electricity used as a transportation fuel and that 
these credits will be given to the manufacturers or importers of such vehicles.” While APPA 
supports the development of plug-in hybrid electric vehicles (PHEVs), the policy trade-off 
involved in shifting emissions from the transportation to the electricity sector will put additional 
burden on utilities to reduce emissions, despite significant net societal (cross sector) greenhouse 
gas emission reduction benefits. Utilities, as the provider of the electricity fuel through retail 
electricity service, should be credited for providing this significant net greenhouse gas emissions 
reduction and should not be penalized or subjected to limitations in supporting this new 
transportation-related electricity load. Allowing utilities to receive partial or full value through, 
for example, carbon credits, for the net emission reductions as.sociated with electricity as a 
transportation fuel, would provide certainty and incentives for utilities to further support the 
transportation sector in helping to address climate change, achieve energy security, and build 
stronger local and domestic economies. 

Plug-In Hybrid Electric Vehicle and Electric Vehicle Infrastructure. APPA is a strong 
supporter of PHEVs, but we believe this section is not necessary for public power utilities as we 
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have already taken steps to advance the requirements of this section. In addition, the Energy 
Independence and Security Act of 2007 (EISA 2007) authorized funding for plug-in hybrid 
demonstration programs, consumer incentives, fleet purchasing requirements and manufacturing 
incentives for the both the vehicles themselves and supporting battery technologies. Based upon 
this success and support, multiple major automakers have announced plans to commercialize 
battery electric and plug-in hybrid vehicles as early as 2010. 

Large - Scale Vehicle Electrification Program. As a member of the Electric Drive 
Transportation Association, APPA supports this section. 

Plug-In Electric Drive Vehicle Manufacturing. Under this provision, DOE is required to 
provide financial assistance to domestic auto manufacturers to “facilitate the manufacture of plug- 
in electric drive vehicles as defined in section 131(a)(5) of the Energy Independence and Security 
Act of 2007.” APPA supports this section and believes DOE is the best agency to carry it out. 

Transmission Planning. APPA believes that several features of this subtitle are superior to 
comparable provisions in other transmission-related legislation that APPA has reviewed in recent 
weeks. First, the federal transmission policy set out in proposed Section 216A(a)(l) is relatively 
balanced. While deployment of renewable and other low-carbon energy sources is indeed an 
important policy objective, it is not the only objective that transmission policy needs to meet. 
APPA supports the inclusion of the other noted objectives, such as ensuring reliability, reducing 
congestion, ensuring cyber-security and providing for cost-effective electricity services. 

Similarly, proposed Section 216A(a)(2) accounts for both supply-side and demand-side options in 
regional electric grid planning. 

Second, the transmission planning regime set out in proposed Section 216A(b) builds on existing 
transmission planning efforts and expertise, by allowing entities that wish to conduct planning 
under the principles developed by the Federal Energy Regulatory Commission (FERC) to come 
forward and identify themselves, and then proceed to work in coordination to develop a “bottom 
up” regional transmission plan, with the FERC’s assistance. This approach is superior to the 
approach outlined in other bills APPA has reviewed, where one or a very few entities are selected 
to produce a “top down,” interconnection-wide transmission “overlay.” Many APPA members 
that rely on the transmission systems of other utilities to obtain the electric power they need to 
serve their own customers report that their “local” transmission needs have gone unaddressed for 
some years. Spending billions of dollars on an extra high voltage transmission overlay to move 
low-carbon energy sources across entire regions makes little sense if that power cannot make it 
the last leg of the transmission journey to local distribution systems where it is to be consumed. 
Doing this would be like building a new freeway without an accompanying network of secondary 
roads to move the traffic to its ultimate destination. APPA members, both transmission owning 
and transmission dependent, have expended considerable resources to develop and participate in 
the new regional transmission planning processes required by the FERC’s 2007 Order No. 890. 
Those processes should be built upon, not bypassed. 

Third, the Discussion Draft is also significant for what it does not contain. Unlike other 
transmission-related legislation now pending, it does not provide the FERC with additional 
transmission siting authorities. APPA supported the “federal back-stop” transmission siting 
provisions contained in the Energy Policy Act of 2005 (which added new FPA Section 216). 

While APPA has been disappointed that these provisions have come under attack both in 
Congress and in the courts, we remain hopeful that a reasonable balance between the use of state 
and federal transmission siting authorities can be struck, and that a federal backstop regime can 
be made to work. Nor does Subtitle F contain any provisions “hardwiring” particular 
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transmission cost allocation methods to recover the costs of new transmission facilities. 
Transmission facilities cost allocation and cost recovery is a very difficult subject upon which to 
legislate, because of the cross-cutting arguments surrounding who benefits from each 
transmission project (and hence who should pay for it), the number of different customer classes 
that have to be considered (which can give rise to cross-subsidization concerns), and the 
possibility of changing transmission system flows over time (which means that potential 
beneficiaries can change over time). For these reasons, APPA supports leaving such transmission 
cost allocation decisions to the FERC, as the regulatory agency with substantial expertise in these 
matters. (Attached is APPA’s recently passed resolution on transmission policy that underscores 
the issues delineated above.) 

Smart Grid Advancement. APPA is concerned that this subtitle (in particular. Section 143), 
rather than dealing with “Smart Grid” issues, duplicates efforts already being undertaken by the 
electric utility industry to implement energy efficiency, demand response, use of distributed 
generation and similar measures at the retail level. Congress has, through an extensive series of 
amendments to the Public Utilities Regulatory Policies Act of 1978 (PURPA), has already 
required electric utilities (including many public power utilities) to review their own retail rate 
structures and service offerings and to consider how to facilitate such increased demand response, 
energy efficiency, and use of distributed generation. Many APPA members are already 
implementing such measures, to reduce their need for new generation investment and to prepare 
for potential future climate regulation. It is therefore unnecessary, onerous and duplicative for 
Congress to instruct electric utilities to now come up with “goals” and accompanying “peak load 
reduction plans,” as envisioned in Section 143. 

Title 11 - Energy Efficiency 

Building Energy Efficiency Programs. APPA recognizes the need for public power systems to 
deploy a wide array of energy efficiency programs at the local level in order to reduce greenhouse 
gas emissions. APPA supports funding of current federal energy efficiency programs such as the 
Weatherization Assistance Program and encourages the creation of other fully funded voluntary 
energy efficiency programs to make homes more energy efficient. 

Utilities Energy Efficiency. APPA does not support a federal Energy Efficiency Resource 
Standard (EERS), but instead believes utilities should be able to use energy efficiency measures 
to meet any renewable electricity standard. The EERS sets nationwide minimum levels of 
electricity and natural gas savings to be achieved through utility efficiency programs, building 
energy codes, appliance standards, and related efficiency measures. The EERS in this bill would 
require electric utilities to save 15% of energy by 2020. 

As an Energy Star Partner, APPA supports and strongly encourages energy efficiency programs. 
Through APPA’s Energy Efficiency Resource Central: Public Power’s Initiative for Energy 
Efficiency, APPA offers a wide variety of education, policy and advocacy resources and services 
to help utilities promote energy efficiency. Many APPA members are already making great 
strides in the area of energy efficiency, APPA currently has 3 1 “Energy Efficiency Partners,” 
which are state and regional public power associations and joint action agencies that are 
disseminating information on the energy efficiency programs they offer to their member public 
power utilities. In addition, a new group has formed recently, the Clean and Efficient Energy 
Program (CEEP), which is a collaborative effort between public power and the Alliance to Save 
Energy to provide educational materials and training on energy efficiency for public power 
managers. 
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We are concerned that our members, who are already aggressively implementing energy efficient 
measures, would be greatly disadvantaged under this provision. Utilities are rated on their 
progress based on the average annual electricity delivered to retail customers during the two 
previous calendar years. Utilities that have already implemented energy efficiency programs 
would have to find new ways to save additional energy or face steep penalties, while other 
utilities would be able to take advantage of “low-hanging fruit” efficiency measures to meet the 
requirements under an EERS. 

As mentioned above, instead of creating a separate “one-size-fits-all” federal standard for energy 
efficiency, APPA supports allowing a significant portion of a renewable electricity standard 
(RES) to be met using energy efficiency. This will be especially important for our members in 
regions lacking traditional sources of renewable energy. Providing this kind of flexibility in an 
RES would help utilities meet the goals of both an RES and an EERS in one standard and help 
them actually reduce carbon emissions and comply with standards instead of just paying civil 
penalties when they are unable to meet various benchmarks. 

Public Institutions. APPA supports this provision which increases the authorization for the 
amount available for grants for energy efficiency improvement and energy sustainability for 
public institutions including municipal utilities. 

Title III - Safe Climate Act 

APPA supports congressional action on legislation to reduce greenhouse gas (GHG) emissions. 
However, as mentioned above, any credible program must include cost containment provisions 
that protect consumers. The program must also maintain the reliability of electricity to consumers 
by including a transition period that provides time for the development and commercialization of 
low-carbon generation technologies. The Discussion Draft does not meet these two important 
goals. 

The Discussion Draft relies on three provisions to control costs of its GHG cap-and-trade 
program: banking and borrowing of allowances; a strategic reserve of allowances; and offsets. 
These are inadequate to protect electricity consumers from potentially high and volatile prices. 

APPA supports the draft’s banking and borrowing provisions because they give utilities some 
flexibility in complying with annual requirements to submit allowances. Since utilities cannot 
accurately predict how many allowances will be needed in any given year, the flexibility to bank 
allowances or borrow from the next year without penalty is a very practical tool. However, the 
provision permitting borrowing with interest from allowance vintages of up to five years in the 
future will do little to contain allowance costs. Since the emissions cap declines each year, it is 
likely that allowances for future years will cost more than current-year allowances. 

APPA supports the draft’s provisions that limit the strategic reserve auction to covered entities 
and limit the amount any entity can purchase. However, APPA believes that strategic reserve 
allowances will be of little use to covered entities because the minimum price requirements are so 
high: 100 percent above a rolling 36-month average market price. This price could only be 
attractive if the current market prices were exceptionally high compared to their 36-month 
average. In other words, the strategic reserve would only help when the allowance price more 
than doubled in a short period of time. 

APPA supports the draft’s provisions allowing the use of alternative compliance mechanisms - 
such as domestic and international offsets and international emissions allowances - but believes 
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that the provisions governing the establishment and use of offsets are inadequate for cost 
containment purposes. The draft allows EPA up to two years to promulgate regulations governing 
which type of offset projects can be used. Investment in offset projects will be delayed until EPA 
has completed its regulations, and consequently, there will be few offset projects available when 
the 2012 compliance period begins. This is just the opposite of what is needed to control costs in 
the early compliance years. The use of offsets is crucial for cost containment in the transition 
period when technological solutions, like carbon capture and storage, are not yet generally 
available. 

In addition, the draft sets detailed requirements for EPA’s processes to regulate and enforce the 
establishment and use of offsets. This will significantly increase EPA’s workload, raising the 
question of whether EPA can realistically meet the time limits established in the bill for 
approving offset project requests and issuing offset credits. Instead of requiring EPA to 
specifically approve and verify each project, consideration should be given to building on the 
work accomplished by existing offset regimes. For example, legislation could establish a list of 
types of offset projects that would be presumed eligible, subject to meeting verification 
requirements, and require EPA to accept verification protocols used on major offset trading 
exchanges, such as the Chicago Climate Exchange. 

Given the draft’s stringent requirements for the approval and verification of offsets, APPA can 
see no reason for the discount applied to offsets: five offsets equal four emission allowances. The 
discount will only impede investment in offset projects by reducing their value. 

APPA believes that a credible cap-and-trade program for GHG emissions must include either a 
safety valve that sets a maximum allowance price or other equally stringent cost control 
mechanisms that mitigate price volatility and protect consumers. The Discussion Draft does not 
meet this standard. This is of particular concern because a GHG cap-and-trade program covers 
more sectors and potentially will have a much broader economic effect than previous emissions 
trading programs (such as the U.S. program for SO 2 emissions). Thus, high allowance prices and 
allowance price volatility can affect the entire economy by significantly increasing consumer 
prices, substantially adding to the cost of doing business, and impeding business investments - 
including investments in technology and infrastructure that can reduce GHG emissions. A safety 
valve setting a price ceiling for allowances would provide businesses with some certainty on 
future costs and keep consumer price increases to a reasonable level. 

Electric utilities will have difficulty complying with greenhouse gas emissions caps in the 
transition years before technological solutions are commercially available. Therefore, caps in the 
early years of the program should be high enough to give utilities time to implement changes in 
their power supply portfolios, where prudent, and to get significant benefits from energy 
efficiency and demand reduction programs. APPA supports the approach taken in the 
Dingell-Boucher 2008 Discussion Draft, which provides higher caps than the Discussion Draft in 
the first 10 to 15 years of the program, but still ends up with essentially the same cap by the year 
2029. 

The Waxman-Markey Discussion Draft does not yet include provisions covering how allowances 
will be distributed, that is, by allocation or by auction. APPA supports a program that provides 
electric utilities with allowances sufficient to maintain reliability and to allow time to adapt. 
Allocating allowances to the utility sector during a transition period will give utilities time to 
make investments to reduce emissions without unduly burdening end-use customers with 
exorbitant rate increases. As discussed above, APPA’s position does allow for a no more than 5 
percent auction at the outset of any cap and trade GHG reduction program, but that is conditioned 
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on the inclusion of a safety valve or equally stringent cost containment mechanism. Since such a 
cost containment mechanism is not included in the Discussion Draft, we therefore support 
allocating all of the allowances with no auction. 

In the early years of a cap-and-trade program, the electric utility sector should receive an 
allowance allocation proportionate to its share of emissions. Allowances should go to 
load-serving entities because they are in the best position to ensure that allowance revenues are 
used to reduce costs to electric consumers. In addition, one of the rationales for relying heavily on 
auctions rather than allocating allowances is to avoid giving industry a “windfall profit” at the 
expense of consumers. This concern arose from experience with the European cap-and-trade 
system where many generators included the market cost of allowances in their electricity prices 
even though they were allocated allowances and did not pay for them. Allocating allowances to 
load-serving entities, rather than fossil fuel-fired generators, eliminates this concern. 

This is particularly important in regions of the country where wholesale electricity markets are 
run by a Regional Transmission Organization or Independent System Operator (RTO-run 
markets). Allocating allowances to independent generators selling into RTO-run markets will 
simply further increase the already artificially high wholesale power prices these markets are 
producing. That is because fossil fuel-fired generating units set the “clearing price” in most hours 
of the day in these markets. In the mid-Atlantic region served by PJM, for example, coal-fired 
units set the clearing price 70 percent of the time. These coal generators will naturally add the 
value of any carbon allowances to their bids (and most probably an additional premium since 
these markets do not require generator bids to be cost-based). Then, when these coal units do set 
the clearing price, all other generators dispatched in that hour (including much lower cost nuclear 
and other sources) will receive the same price. That price, including the windfall profits accruing 
to the non-coal generators that were also paid for the coal unit’s carbon allowances, will be paid 
by ail electricity consumers in the region. 

As a result, two related problems will emerge: 1) the cost to consumers will be far in excess of 
what is needed for the actual reduction of carbon emissions, and 2) the program will not provide 
clear price incentives for a shift to cleaner sources of energy. The attached fact sheet provides 
more information on this issue. The best way to protect consumers and the environment from 
these adverse results is for the Federal Energy Regulatory Commission to address the serious 
flaws in the design and operation of the RTO/ISO markets. Trying to address these problems 
through provisions in a cap and trade program will be unsuccessful. 

The annual emissions cap will ensure reductions in emissions regardless of whether allowances 
are auctioned or allocated. Some parties are concerned that customers will not alter their behavior 
to reduce consumption unless their cost of energy increases substantially (through the addition of 
allowance prices). However, utilities and their regulators can agree to substantial investments in 
energy-efficiency programs to achieve the same goal of reduced electricity consumption. 

Given the electric industry’s experiences with certain auctions, including those in electricity 
markets run by a Regional Transmission Organization or Independent System Operator, APPA 
has serious concerns about auctioning allowances. Any auction (if one is implemented) .should 
proceed cautiously and prevent unintended harm. Thus, APPA strongly supports minimizing the 
initial auction amount to no more than five percent of total allowances. This will allow time for 
efficient allowance markets to develop, provide some protection to consumers from the risks of 
unpredictable cost increases, and ensure continuing reliable operation of the electric system. 
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An auction disadvantages small, not-for-profit entities like public power systems and favors large, 
for-profit national and multi-national corporations. Large companies will generally have enough 
financial clout to purchase the amount of allowances that they want - either for compliance 
purposes or simply on speculation. Since the amount of available allowances decreases each year, 
a prudent company that needs allowances will buy more allowances in the early years when the 
price is expected to be lower. Thus small entities - such as many public power utilities - that 
need allowances, but do not have access to large financial resources could have difficulty 
competing for the pool of available allowances. Provisions that limit participation in auctions to 
covered entities and set purchase limits - for example, limiting purchases to a 1 10% of an entity’s 
compliance obligation - should be considered. (There would be no restrictions on participation in 
allowance trading markets.) 

The Discussion Draft also does not yet include provisions for the use of revenues generated by 
allowance auctions. APPA believes that all net proceeds from auctions should be used only for 
targeted research and development, energy efficiency, and mitigation of cost impacts on 
consumers. 

Any GHG cap-and-trade program must provide for effective market oversight, including strong 
enforcement and penalties. Oversight is needed to prevent market manipulation so that costs to 
con.sumers are minimized, market participants retain confidence in the market, and the market 
produces the desired environmental benefits in the most efficient and cost-effective manner. 

APPA supports many of the Discussion Draft’s provisions on carbon market oversight. These 
include setting substantial civil and felony penalties for market manipulation and fraud; requiring 
position limits and margin requirements for each class of allowances; and ensuring market 
transparency. 

APPA believes that effective market oversight of allowances in futures and other derivatives 
markets must include measures to identify and address excessive speculation. There is already 
significant interest in carbon markets, and the potential size of the market, combined with the 
likely price volatility, should make it attractive to investors. While some argue that promoting 
commodities as an investment provides market liquidity, the run-up - and subsequent collapse - 
in natural gas and oil prices in 2008 illustrates the potential for investors with large speculative 
positions to drive market prices. This 2008 experience resulted in calls for serious reform of the 
Commodity Futures Trading Commission (CITC) regulatory authority, but any effective reform 
would have to include not just the CFTC-regulated exchanges but also unregulated 
over-the-counter (OTC) markets, which typically are much larger than the exchanges. Regulation 
of the derivatives markets for emissions allowances must ensure that all trading activities are 
subject to meaningful oversight. 

Finally, APPA notes that for most sectors subject to the cap-and-trade program, the Discussion 
Draft provides an exemption for small emitters. APPA recommends that the electricity sector be 
granted the same 25,000 tons or less exemption available to most other sectors covered by the 
program. In addition, the draft requires entities to report GHG emissions and compliance data to 
the EPA Administrator as part of a GHG registry. The definition of “reporting entity” includes “a 
covered entity,” and the definition of “covered entity” includes “any electricity source.” Thus, a 
utility that generates power only from non-emitting sources, such as nuclear or hydro generating 
facilities, would be required to submit reports. In order to eliminate an unnecessary administrative 
burden, the definitions should be modified so that only electricity sources that produce emissions 
are required to report. 

Title IV - Transitioning to a Clean Energy Economy 
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Resolution 09-02 

Sponsors: Heartland Consumers Power District, JEA 
In Support of a Workable Federal Renewable Electricity Standard 

1 The public policy question of whether or not Congress should enact a federal mandatory 

2 renewable electricity standard (RES) is extremely challenging. While the American 

3 Public Power Association (APPA) strongly supports the development of energy from 

4 renewable sources, we have not supported a federal mandate in the past because we have 

5 argued that this is an issue that should be handled at the state and local levels. 

6 Furthermore, states and localities have been aggressively developing more renewable 

7 energy based on their unique circumstances and resource availability. Unfortunately, 

8 Congress has been unwilling to provide public power utilities with federal support for 

9 development of renewable resources that is comparable to the incentives provided to 

10 private companies. However, recognizing that a federal renewable electricity standard 

1 1 (RES) is highly likely to be approved by Congress and signed into law in the near future, 

12 APPA has determined that it is best to support the concept, but to at the same time urge 

1 3 Congress to pass the most workable, efficient and least-cost framework for the federal 

14 standard. 

15 

16 APPA’s concerns about a federal renewable electricity standard should not be interpreted 

1 7 as lack of support for maximizing the development of our nation’s renewable resources. 

18 We fully understand and appreciate the benefits that would be so achieved. Evidence of 

1 9 public power’s commitment to renewable energy resources is apparent from the fact that 

20 in 2005 public power utilities were among the highest ranked utilities of all types offering 
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21 green power programs nationally, according to the Department of Energy’s National 

22 Renewable Energy Laboratory. In addition, in the states that have adopted RES 

23 requirements, public power electric utilities have in some cases pledged to meet or 

24 exceed those standards, even when they are not directly subject to the state RES laws. 

25 

26 APPA also believes the possible consequences of a national RES on reliability and 

27 consumer costs should be considered carefully, and that Congress should be open to 

28 adjustments of the targets and timelines of the RES if the costs of compliance become 

29 excessive or the reliable operation of the grid is jeopardized. Wind and solar are 

30 inherently intermittent resources while our economy demands that electricity be available 

3 1 with near 1 00% reliability on a 24/7 basis to protect public health and safety. To deal 

32 with this, additional generation resources must be available to meet electric load 

33 requirements or utilities must be prepared to purchase credits from renewable generators 

34 or (possibly) the federal government. 

35 

36 In addition, a federal RES mandate is clearly related to the issue of climate change and 

37 has been viewed as a way to significantly reduce greenhouse gas (GHG) emissions. 

38 Therefore, a national RES program adopted today in an effort to reduce GHG emissions 

39 may well be redundant when Congress also enacts a mandatory program to achieve the 

40 same purpose at some point in the future. Requiring utilities to meet both the RES 

41 requirement and mandatory reductions in GHG emissions could in effect amount to a 

42 “double whammy,” placing a significantly greater burden on electric utilities relative to 

43 other sectors of the economy. Additionally, future compliance with potential greenhouse 
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44 gas emissions regulation may involve actions that are more cost-effective than an RES. 

45 If we are to address the problem of climate change, and APPA believes that we should, 

46 we should do so in a way that those who contribute to the problem will be responsible for 

47 a proportionate contribution to the solution. 

48 

49 Finally, as mentioned above, while private companies may be able to absorb some of the 

50 additional costs likely from the RES mandate by reducing dividends paid to their 

5 1 stockholders, not-for-profit public power systems have no choice but to pass increased 

52 costs on to their customers in the form of higher rates. It is therefore extremely critical 

53 for us to be able to take advantage of fully comparable incentives, like those provided in 

54 the Clean Renewable Energy Bond (CREB) and Renewable Energy Production Incentive 

55 (REPI) programs, and others, to use these more expensive renewable resources, 

56 

57 NOW, THEREFORE BE IT RESOLVED: that the American Public Power 

58 Association (APPA) supports the establishment of federal requirements for the 

59 production of electricity from renewable energy sources, as long as such requirements 

60 adhere to the following principles and criteria: 

61 

62 • The requirement is: 1) based on retail sales of electricity; 2) applicable only to 

63 large retail sellers of electricity; and 3) set at a level that does not exceed 1 5% 

64 and does not require full compliance before 2020; 

65 • Federal support for the development of renewable energy, such as Clean 

66 Renewable Energy Bonds, the Renewable Energy Production Incentive, fully 
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67 tradable tax credits, and other programs, is provided to public power utilities 

68 at a level that is comparable to the support provided to private developers of 

69 renewable energy through programs such as the production tax credit and 

70 others; 

7 1 • The legislation allows as eligible for compliance the broadest range of 

72 renewable energy resources, including those allowed under state renewable 

73 energy requirements such as animal waste biomass, incremental hydropower, 

74 and new hydropower added at existing hydro and non-hydro dams; 

75 • The legislation allows a significant portion of the requirement to be met 

76 through energy efficiency measures, both utility system efficiencies and 

77 customer-based programs, including any such measures allowed under similar 

78 state requirements; 

79 • The legislation permits banking of excess credits to meet future year 

80 requirements; 

81 • At a minimum, existing hydropower and municipal solid waste resources, 

82 including those owned by the federal government are excluded from the 

83 calculation of the baseline against which the renewable energy requirement is 

84 applied; 

85 • The legislation ensures that any credits that accrue to federally-owned 

86 generation marketed by the power marketing administrations (PMAs), 

87 including both existing generation and additions, either are provided directly 

88 to the PMA customers affected by federal or state RES standards 

commensurate with their allocations of federally-generated power or sold with 
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90 proceeds going to repayment of affected projects as determined by federal 

91 power costumers in such marketing areas; 

92 • Provisions are included allowing for alternative compliance in the form of 

93 reasonable cash payments on a per-kilowatt hour basis that corresponds to the 

94 value of the renewable energy production tax credit, and requiring such funds 

95 to be returned to the retail electricity suppliers subject to the federal standard ; 

96 • Existing state programs are integrated with the federal RES to the fullest 

97 extent possible so that affected utilities have only one standard to meet - the 

98 federal compliance obligation should not be additive, States, however, would 

99 be allowed to establish additional requirements beyond the federal 

1 00 requirements if they chose to do so; 

101 • The legislation allows all existing qualifying renewable energy facilities and 

1 02 energy efficiency programs to be used to meet a utility’s compliance 

103 obligation; 

1 04 • The Secretary of Energy is authorized to provide waivers of compliance or 

105 penalties on a case-by-case basis based on criteria to be established, including, 

1 06 but not limited to, the effects of natural disasters, the recognition of utilities In 

107 “negative load growth” circumstances and other economic, operational and 

108 contractual impacts, and delays in relevant federal permitting approvals, 

109 among others; 

110 • Existing contracts for renewable energy certificates are fully protected and not 
abrogated, diminished, or impaired; 
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112 • Provisions are included that make clear the oversight and regulation of any 

1 13 related renewable energy credit market; 

1 14 • The legislation must require periodic, multi-agency reports to Congress - 

115 with the first one due no later than three years after enactment — on the 

1 16 implementation of the RES with respect to various factors such as the impact 

117 on the reliable operation of the electric grid, the ability of the grid to 

1 1 8 accommodate such an increase in intermittent resources, and the costs to 

119 consumers; and 

120 • The legislation must acknowledge the link between a federal electricity 

121 standard and any subsequent adoption of federal legislation to address climate 

122 change through reduction of greenhouse gas (GHG) emissions by requiring 

123 Congress to re-examine the renewable electricity requirement’s continuing 

124 necessity in light of the new GHG emission reduction scheme. 

125 

126 
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Resolution 09-01 
Sponsor: APPA Transmission Working Group 
Improving the Bulk Electric Transmission System 

1 Congressional efforts are expected in 2009 to address issues involving the bulk electric 

2 transmission system. The last time major changes were made to the Federal Power Act 

3 (FPA), the law governing the bulk transmission system, was in the Energy Policy Act of 

4 2005 (EPActOS), and the results have been mixed. Since 2005, there has been increasing 

5 emphasis on getting transmission facilities built to interconnect remotely-located 

6 renewable generation and deliver it to loads. Addressing this new challenge will layer 

7 additional complications on an already complex policy situation. 

8 

9 The American Public Power Association (APPA) believes that in many regions of the 

10 country, transmission siting constraints and cost allocation issues continue to pose 

1 1 significant challenges to getting new transmission facilities built. There are also a 

12 number of other areas that Congress can and should review that, if addressed, could 

1 3 improve the ability of the bulk electric transmission system to meet current and future 

14 needs. Including siting and cost allocation, these other areas are: 

15 

16 Siting: While the federal government has had limited back-stop transmission siting 

1 7 authority since 2005, states still play a major role. Public opposition to the siting of new 

1 8 lines is a significant hurdle to getting transmission built. In addition, a better definition 

1 9 of the respective roles of the different siting authorities (the Federal Energy Regulatory 
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20 Commission (FERC) and state public service commissions (PSCs), for example), needs 

21 to be established. 

22 

23 Cost Allocation: The issue of who pays for major new transmission facilities that provide 

24 regional benefits is a difficult one as such facilities can provide present and future system 

25 benefits that extend well beyond the specific entities for whom the facilities are 

26 constructed. 

27 

28 Joint Ownership: Some of the problems involved in regional transmission planning and 

29 cost allocation could be resolved if new or upgraded transmission facilities were jointly 

30 owned by those utilities using those facilities to serve load. While there are parts of the 

3 1 country in which joint ownership is common, it is the exception rather than the rule in 

32 other regions. A number of APPA members that have been willing and able to finance 

33 and own their share of needed new transmission have been turned down by investor- 

34 owned utilities (lOUs) to form such partnerships while at the same these lOU 

35 transmission owners have sought equity return incentives from regulators in order to 

36 build. 

37 

38 Regional Transmission Planning: Because of the variety of stakeholders involved in the 

39 electric utility industry, the “not in my backyard” syndrome, and the interconnected 

40 nature of transmission systems, regional planning for major transmission lines is 

41 essential. Despite the regional planning process, state PSCs significantly influence the 

42 outcome as to which regional priority projects get implemented. The Federal Energy 
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43 Regulatory Commission (FERC) has attempted to use its legal authorities under the FPA 

44 to promote regional transmission planning, but it is not yet clear whether its efforts are 

45 bearing fruit, 

46 

47 Transmission for Renewable Energy Resources and other Needs: New transmission is 

48 needed to provide access to remote renewable resources, and also for reliability and 

49 adequacy of supply, including ensuring that long-term transmission rights are available to 

50 load-serving entities for new resources and to ensure that adequate capacity continues to 

51 be available for existing power supply resources. Renewable generation sites are often 

52 located remotely from load centers, making new and longer transmission lines necessary 

53 to access that generation. However, because the “wind doesn’t always blow and the sun 

54 doesn’t always shine,” other types of generation that can be called upon to run 24 hours a 

55 day and seven days a week must be available to “firm up” intermittent resources. This 

56 need must be taken into account in planning a reliable bulk power system. 

57 

58 NOW, THEREFORE, BE IT RESOLVED: That APPA believes one of the most 

59 significant impediments to getting new transmission facilities built continues to be siting 

60 and that the EPAct05 federal backstop siting authorities should be improved, supported 

61 and protected from repeal; 

62 

63 BE IT FURTHER RESOLVED: That as new electric generation resources, especially 

64 renewable resources, are developed to meet increasing demand and to address climate 

65 change, substantial new transmission facilities will be required. APPA therefore urges 
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66 the public, states and Congress to balance the concerns of specific states, landowners and 

67 other groups opposing specific transmission projects against the larger public good of an 

68 entire region; 

69 

70 BE IT FURTHER RESOLVED: That APPA supports inclusive, transparent planning 

71 processes to meet the needs of all load-serving entities; 

72 

73 BE IT FURTHER RESOLVED: That one of the best ways to decrease financial 

74 burdens and overcome opposition to significant new transmission facilities is to broaden 

75 the transmission ownership base, by expanding ownership opportunities to entities with 

76 different business models (including not-for-profit utilities). APPA therefore urges 

77 Congress to encourage and support joint ownership of transmission by load-serving 

78 utilities, including public power systems, and to eliminate financial barriers to public 

79 power system ownership, such as the private use restrictions for tax-exempt financing; 

80 and 

81 

82 BE IT FURTHER RESOLVED; That APPA urges FERC to provide greater guidance 

83 on cost allocation for major new transmission facilities that afford regional benefits. The 

84 costs of such facilities should be recovered through cost-based rates that are just and 

85 reasonable, and not unduly discriminatory, consistent with cost-of-service ratemaking 

86 principles. APPA does not support allocation of the costs of such facilities to regions, 

87 sub-regions or entities that will receive little or no benefit from the facilities, and 
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88 therefore opposes a federal statutory requirement to allocate such costs on an 

89 interconnection-wide basis. 
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Problems with Implementation of a 
Carbon Cap-and-Trade Mechanism in 
RTO-Run wholesale Markets 


A cap-and*trade system has emerged as the leading model 
for federal legislation to regulate carbon dioxide. APPA 
supports comprehensive federal legislation to address 
climate change and has developed a set of principles for 
such legislation to follow for it to be workable for not-for- 
profit public power electric utilities, In addition, APPA has 
adopted orinciples for a cap-and-trade regime. These prin- 
ciples center on achieving the greenhouse gas reduction 
goals at the least cost to consumers and with lowest possi- 
ble adverse economic impact.’ 

This fact sheet describes how cap-and-trade will not be 
an efficient means of reducing CO 2 emissions when imple- 
mented in the deregulated wholesale markets operated by 
regional transmission organizations (RTOs)/independent 
system operators (ISOs).^ 

Background on RTO Markets 

In the Northeast, Mkl-Atlantic, Midwest and California. 
RTOs operate wholesale spot markets under almost no 
regulation of prices. These markets use a “.single-clear- 
ing-price auction” where all sellers submit offers to sell 
eleciriciry, with lowest offers accepted first. When the 
total quantity offered equals the amount of electricity 
required in that lime period, the highe.si prtce of the 
final offer is paid to all sellers wliose oilers were ac- 
cepted. These markets do not require that such offers 
be based on cost. Sellers can offer at any price ihey 
choose, regardless of the actual costs of the generating 
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unit. Information on what the sellers bid and how such 
prices are set is extremely limited. 

These markets have contributed to sigiuficauily 
higlier prices within RTO regions, most notably m the 
deregulated states where utilities no longer own power 
and must purchase power from these wholesale mar- 
kets. 


Dlfflcufties with Implementation 
of Cap-and-Trade 

Two general and related types ofdifflaikies are likely to 
emerge: 1) the cost to consuiner,s will be far in excess of 
what is needed for the actual reduction of carbon emis- 
sions; and 2) the program will not provide clear price 
incentives for a shift to cleaner sources of electricity. 

Higher Prices than Needed for Policy Objective 
It is inevitable that greenhouse gas emissions mitiga- 
tion w'ill increase electricity costs. Given the already 
high prices paid by consumers in RT'O regions, it is im- 
portant that the needed carbon reductions be achieved 
at the least cost. In the deregulated wliolesale markel.s 
this is unlikely to occur. 

Regaixiless of whether carbon emission allowances 
are allocated directly or auctioned, consumers in RTO 
markets will pay for the allowances. Generators that 
hold allowances will likely add to their offers to sell 
electricity the opportunity cost of free allowances, equal 
to the lost market value of not selling the allowance, 
llris is what occurred in cap-and-trade programs in Eu- 
rope ^ 

Exacerbaiing the allowance cost is the .single-clear- 
ing price structure. The naiural gas or coal-fired gener- 
ating units most frequently set the clearing price, with 
variation by region. Nuclear units, the only major 
source of base load pow'cr that docs not emit carbon 
dioxide, do not set the clearing price. These power 
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plants submit lower ofFers and are run continuously at 
Full capacity unless shut down for refueling or mainte- 
nance, Because nuclear power’s offers to sell are always 
below the clearing price, these units alw'ays receive a 
price greater than they have offered. Nuclear power 
will therefore automatically receive the full increase in 
the clearing price resulting from the additional cost of 
CO 2 allowances without any change in the dispatch of 
these units. 

In the PJM Interconnection RTO, nuclear power 
generates one-third of the electricity, meaning one- 
ihird of the increa.se in electricity costs would be a di- 
rect windfall to owners of nuclear power plants that arc 
already m operation and do not emit carbon dioxide. 
These extra payments therefore would have no effect 
on reducing carbon dioxide.'^ 

Lack of Clear Incentives 

A primai 7 means by which CO 2 would be reduced 
under a cap-and-irade system is by a reduction in the 
dispatch of coal-Iircd plants and a corresponding in- 
crease in natural gas generation. Such a change would 
occur when the additional cost of purchasing CO 2 al- 
lowances by a coal plant exceeds the cost differential 
between coal and natural gas. Natural gas plants are 
more expensive to operate than coal plants, but pro- 
duce about half the CO 2 emi.ssions. Bui the additional 
cost of the CO 2 allowance could increase the price offer 
of the coal plant above the natural gas plant offei; and 
the lower offer from the natural gas plant would mean 
that It was moved up in the dispatch order. 

Tlic underlying premise of this scenario depends on 
a direct relationship between actual costs and offers to 
sell power — a relationship that does not exist in today’s 
RTO-run markets. Studies have sliown that the offers to 
sell power in the whoIe.sale spot markets can vary from 
day to day-' and often exceed the actual costs.*’ Without 
a predictable relationship between actual costs and 
offers to sell, it is unclear to what extent the shift in 
dispatch away from coal and toward natural gas would 
actually occur. 

The lack of a direct relation.ship between costs and 
price offers mean.s that natural ga.s plants, despite their 
lower CO 2 allowance cost, could increase their offers to 
sell pow'er by a greater degree than coal offers, result- 
ing in less of a .shift away from coal than is needed to 
achieve greenhouse gas reduction.s. One reason this 
could happen is if prices offered into the market in- 
crease to a greater degree than the actual cost of CO 2 
allowances. Data from the PJM Inierconiieciion’s mar- 
ket monitor shows that .such an outcome could occur. 


PJM’s market monitor reports each year on the 
“markup” or the amount by which the offer setting the 
clearing price exceed.s the actual cost of operating the 
unii. This markup increases in both dollar and percent- 
age terms as costs increase, meaning that the natural 
gas plants have a higher markup. 

In the mo.st recent State of the Market (SOM) report 
from the PJM market monitor, the reported markup for 
a geneiating plant wdiose costs are benveen $140 and 
$160 per megaw’att-hour ranges from seven to nine 
percent or about $13. while plants with costs ranging 
from $60 to $80 per megawatt-hour only had a markup 
of three to four percent, or about S2.’ Although not re- 
ported in the 2008 SOM, the prior year’s SOM shows 
that natural gas plants have a higher markup than 
coal — four percent for a combu.stion turbine and eight 
percent for a combined cycle, compared to three per- 
cent for coal.® And these are just average amounts — 
markups for individual units and at specific times can 
be greater. The SOM reports do not explain why the 
markups are greater for higher cost marginal units, but 
one reason might be that as sellers obsei-ve and learn 
patterns of price offers they may attempt to increase 
iheir offei-s to drive up the clearing price. 

In conclusion, at a time when consumers are facing extreme 
hardships from increasing energy costs and shut-offs from 
utilities are at record levels, implementation of a carbon 
mitigation policy must be done in a manner that achieves 
needed emissions reductions at least cost to consumers, 
Achievement of this policy goal vwtl be greatly hindered by 
the RTO-run markets as currently structured, For that rea- 
son, APPA has advocated that reforms be implemented to 
these markets that will both prevent additional harms to 
consumers and promote cleaner energy. 
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Mr. Markey. Let me now recognize the gentleman from Georgia, 
Mr. Barrow, to introduce our next witness. 

Mr. Barrow. I thank the Chair for the courtesy of allowing me 
to introduce our next witness. 

I want to welcome Mr. John Somerhalder here to the committee 
today. Mr. Somerhalder is the chairman of the board, president 
and CEO of AGL Resources down in Atlanta. He is a chemical en- 
gineer, has been in the natural gas businesses for 30 years. And 
I think you will find, as he speaks for the American Gas Associa- 
tion today, that the folks in natural gas are already doing a lot of 
the things we want them to do, already early starters in the area 
of efficiency and trying to reduce our carbon footprint. 

So it is a privilege for me to welcome you. Thank you, Mr. 
Somerhalder, for being here today. 

STATEMENT OF JOHN SOMERHALDER, H 

Mr. Somerhalder. Thank you. Congressman. And thank you, 
Mr. Chairman, and thank you to the committee. 

My company has utilities in addition to, in Georgia and Florida, 
Tennessee, Virginia, Maryland, and New Jersey, and natural gas 
storage facilities in Texas and Louisiana. I am pleased today to tes- 
tify on behalf of the American Gas Association, of which I am vice 
chair and chair of the Climate Change Task Force. 

The AGA’s 202 members deliver natural gas to more than 171 
million Americans. In terms of helping in the fight to reduce green- 
house gas emissions, natural gas utilities have t^wo great resources: 
our fuel and our customers. Our fuel is a clean, efficient, abundant, 
and a domestic energy source, with 98 percent of America’s natural 
gas being produced in the United States or in Canada. It is the 
dominant source of energy for residential and commercial heat, hot 
water, and cooking. Yet it produces only about 6 percent of the 
total U.S. greenhouse gas emissions. Upon combustion, natural gas 
creates 43 percent less carbon dioxide than coal and 28 percent less 
than petroleum. 

In terms of our customers, they lead the Nation in energy effi- 
ciency. Since 1970, the number of residential natural gas customers 
has increased from 38 million to 65 million, but the energy con- 
sumption and carbon emissions have remained fiat in that time pe- 
riod. This results from a trend of declining use per customer. This 
dramatic reduction is attributable to tighter homes, more efficient 
appliances, and energy efficiency measures, many of which were 
implemented by natural gas utilities. 

Clearly, natural gas is part of the climate change solution. It of- 
fers an immediate answer with technology that is available today. 
The most efficient and effective way to use natural gas is directly 
in our homes and businesses. More than 90 percent of the energy 
that leaves the wellhead gets to the customer, rather than indi- 
rectly to produce electricity where two-thirds of the energy can be 
lost. 

In light of the above factors, we maintain that a national, pro- 
grammatic, focused effort rather than a cap-and-trade effort for 
these customers is the best way to ensure equity while not sub- 
jecting customers to unpredictable allowance cost. We do not want 
to see our customers competing with electricity generators and 
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large industrials for the allowances necessary to heat their homes 
and cook their food. 

We believe, and history proves, that programmatic measures uni- 
formly applied can accomplish what we want without the undue 
cost and complexities of the cap-and-trade system. However, if pro- 
grammatic measures are not acceptable, AGA supports including 
natural gas residential and commercial sectors — excluding them 
from the scope of the cap-and-trade system until 2016, as proposed 
in the discussion draft bill. AGA believes that most allowances re- 
quired for residential and commercial gas customers should be allo- 
cated rather than auctioned, as allocating allowances is the best 
way to ensure that price impacts on our customers will be mini- 
mized. Local natural gas utilities, as regulated by State public util- 
ity commissions, make no profit on natural gas prices when they 
rise. Similarly, they would not make any profit on allocated allow- 
ances. The natural gas utilities will need the ability to pass on the 
cost of these allowances, and the climate change bill should provide 
for this rate-making treatment. 

We support the proposed carbon footprint labeling in the draft 
bill. Giving customers this carbon output information will provide 
them with the essential information that they need to play a role 
in reducing our carbon output. The discussion draft bill proposes to 
establish an Energy Efficiency Resource Standard for both electric 
utilities and natural gas utilities. 

While the end result is a laudable one, the lack of clarity in the 
language addressing EERS causes concerns. First, the legislation 
could have the unintended consequence of limiting carbon-driven 
fuel switching, and could even increase the Nation’s dependence on 
foreign oil by preventing conversion to high efficiency gas applica- 
tions from less efficient fuels. 

Second, the imposition of these penalties could be a barrier to 
economic growth and development by raising the cost of energy to 
both new and existing customers. 

And, third, the focus is on large after-tax penalties rather than 
incentives, and it is tied to consumer behavior which the utility 
cannot directly control. 

Mr. Chairman and committee members, there are many other 
issues, including research and development, natural gas vehicles, 
and renewable gas that we don’t have time to address now but are 
included in my written testimony. 

That concludes my remarks, and I will be happy to address your 
questions. 

Mr. Markey. Thank you very much. 

[The prepared statement of Mr. Somerhalder II follows:] 
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On Behalf of 

The American Gas Association 
Executive Summary 


• Natural gas is America’s clean, secure, efficient, and abundant fossil fuel 

• Residential natural gas consumers, who use the fuel for essential human needs, 
have a 30-year record of reducing consumption and greenhouse gas emissions 

• History demonstrates that programmatic measures, such as appliance efficiency 
standards and building codes and standards, will lead to more certain emissions 
reductions than a cap-and-trade system 

• If subjected to cap and trade, natural gas utilities should be allocated adequate 
allowances 

• Congress should assure natural gas utilities of cost pass-through for allowances 

• A climate change program should consider the unique benefits of renewable 
natural gas 

• Natural gas, because it has the smallest carbon footprint of any fossil fuel is part 
of the climate change solution 

• AGA endorses carbon footprint labeling for appliances 

• AGA suggests requiring carbon labeling for buildings 

• DOE should be required to consider carbon emissions in its appliance standards 

• EERS seeks to reach a laudable goal, but the mechanism is less than perfect 

• Utilities do not control their customers’ consumption 

• EERS does not take into account economic growth 

• EERS does not take into accoimt carbon-driven fuel switching 

• The mechanism of EERS is potentially troublesome 


Introduction 


Thank you for the opportunity to testify before the subcommittee. My name is John 
W. Somerhalder 11, and I am the Chairman, Chief Executive Officer, and President of 
AGL Resources, Inc., located in Atlanta, Georgia. AGL provides natural gas service 
through six natural gas utilities to more than 2.2 million households, commercial, 
industrial, and power generation customers in Georgia, New Jersey, Virginia, Florida, 
Tennessee, and Maryland. 

I am testifying today on behalf of the American Gas Association (AGA), which 
represents 202 local energy utility companies that deliver natural gas to more than 65 
million homes, small businesses, and industries throughout the United States. AGA 
member companies deliver gas to approximately 170 million Americans in all fifty states. 


1 



477 


Natural gas meets one-fourth of the United States’ energy needs. I am the 2009 Vice- 
Chairman of AGA. 

Natural Gas is America’s Clean, Secure. Efficient, and Abundant Fossil Fuel 

Natural gas is America’s cleanest and most secure fossil fuel. Natural gas is 
essentially methane, a naturally-occurring substance that contains only one carbon atom. 
When burned, natural gas is the most environmentally-friendly fuel because it produces 
low levels of unwanted byproducts (SO*, particulate matter, and NO*) and less carbon 
dioxide {CO 2 ) than other fuels. Upon combustion natural gas produces 43% less CO 2 than 
coal and 28% less than fuel oil. Moreover, almost all of the natural gas that is consumed 
in America is produced in North America, either in the United States or Canada, with the 
vast majority of that being produced in the United States. Only a small portion — 1 to 
2% — is imported from abroad as liquefied natural gas. 

Natural gas is also the most efficient of the fossil fuels. Approximately 90% of the 
energy value of natural gas is delivered to consumers. In contrast less than 30% of the 
primary energy involved in producing electricity reaches the consumer. Additionally, 
natural gas is an abundant fuel. Recent prodigious discoveries of shale gas have 
significantly added to this abundant resource base. Changes in economics and technology 
will continue to increase our resource base estimates in the future, as they have 
consistently done in the past. 

Natural gas is an essential fuel for America. The natural gas delivered by AGA 
members to residential customers is consumed almost entirely to meet essential human 
needs — space heating, water heating, and cooking. 

AGA and its members would like to highlight two important facts about natural gas 
that are little known and often overlooked: 

• America’s residential natural gas customers have led the nation in reducing 
the emission of greenhouse gases over the last 30 years and can continue, 
with appropriate policies, to reduce those emissions. It takes less natural gas 
to serve 65 million homes today than it took to serve about half that number 
in 1970. 

• Natural gas is not part of the climate change problem; rather, it is part of the 
climate change solution because it offers an immediate answer with existing 
technology and has the smallest carbon footprint of all fossil fuels. 

We hope that the subcommittee will be mindful of these two critical pieces of 
information as it crafts climate change legislation. They are important facts that bear 
upon formulating the best policies for achieving the nation’s carbon-regulation goals. 
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Residential Gas Consumers Have an Unrivaled Record in Reducing Greenhouse 

Gases 


Residential natural gas customers have consistently reduced their per-household 
consumption of this fuel — and the carbon emissions resulting from its use — for more than 
30 years. On a national basis, residential customers have reduced their average natural 
gas consumption by approximately 30% over these years. Both research and anecdotal 
evidence make clear that there are proven drivers for reducing natural gas consumption 
and the carbon emissions associated with natural gas consumption — increased appliance 
efficiency and increased building efficiency, supplemented by a variety of education and 
incentive programs. 

AGA believes that pursuing appliance efficiency and building efficiency policies is 
the preferable, indeed optimal, means to achieve further carbon reduction in this sector. 
AGA remains of the view that it would be counter-productive to make natural gas 
residential and commercial customers subject to cap-and-trade regulation. Instead, we 
believe that this sector can continue its admirable record of reducing carbon emissions by 
continuing an intensive focus upon energy efficiency and building codes and standards 
measures, which for three decades have led to dramatically reduced natural gas 
consumption (and emissions). 

The costs, direct or indirect, of a cap-and-trade system will simply add to already high 
energy costs and will have only a modest impact in achieving the desired end result- 
reducing carbon emissions. Unlike electricity, where there are a number of options for 
reducing consumption in the relatively near term, almost all natural gas in the home is 
consumed by furnaces, water heaters, and stoves — durable appliances with relatively long 
lives. In addition, electricity generators can alter their generating sources, which is not an 
option for natural gas. While “dialing down” is certainly an option, it has its limits, and 
consumers have already dialed down dramatically with the natural gas price increases of 
this decade. 

AGA and its members believe, of course, that both natural gas utilities and their 
customers should contribute to reducing greenhouse gas emissions in order to meet the 
nation’s goals. Our collective experience with energy efficiency, however, informs our 
view that natural gas residential and commercial customers should not be included under 
the cap-and-trade aspects of a climate-change program. Instead, there are other ways, 
which are almost certain to be more productive, that can, and should, be applied to these 
sectors. Further, a cap-and-trade program can penalize those who have previously and 
most aggressively pursued efficiency gains and carbon reductions. 

The success of residential and commercial natural gas consumers is illustrated by the 
fact that they have reduced their per-household consumption so dramatically that there 
has been virtually no growth in sectoral emissions in nearly four decades despite an 
increase in natural gas households of over 70%. An allowance program based on 2005 
emission levels penalizes those consumers and natural gas utilities that implemented 
early programmatic actions — fi'om appliance and building standards to consumer 
education and rebate programs. 
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In light of the above factors, we maintain that a national programmatic-focused effort, 
rather than a cap-and-trade effort for these customers, is the best way to ensure equity 
while not subjecting consumers to unnecessary and unpredictable allowance costs. We 
do not want to see our customers competing with electricity generators and large 
industrials for the allowances necessary to heat their homes and cook their food. We 
believe, and history proves, that programmatic measures uniformly applied can 
accomplish what we want without the undue costs and complexities of a cap-and-trade 
system. This approach would not penalize those who acted early, and it is focused on the 
only things these residential and commercial customers can do — tighten their homes, 
install efficient appliances and use less wherever possible. 

Treatment of Residential and Commercial Natural Gas Customers in a Cap- 
and-Trade Program 

Although we believe programmatic measures are much more appropriate for our 
customers than cap-and-trade, the following comments are directed at the program 
proposed in the Waxman/Markey discussion draft. 

AGA supports excluding the natural gas residential and commercial sectors from the 
scope of the cap-and-trade system until 2016 as proposed in the discussion draft bill 
released March 31, 2009 by Chairmen Waxman and Markey. Between 2012 and 2016 
progress toward reducing carbon emissions will continue to be made through efficiency 
measures without subjecting these consumers to the costs associated with emissions 
credits for the natural gas that they consume. Such consumer costs would be unlikely to 
induce significant additional changes in behavior as some might hope. 

AGA continues to believe that a sound policy balance on this issue was reflected in 
the Committee’s October 7, 2008, discussion draft bill. Under that proposal residential 
and commercial natural gas customers would not have been subject to an emissions cap at 
the outset of the program. Rather, up to the year 2016 these sectors could be covered 
through aggressive promotion and implementation of various greenhouse gas reduction 
programs, including, but not limited to, state- or utility-sponsored conservation and 
efficiency programs, tightened building codes and standards, and appliance efficiency 
standards. If the residential and commercial natural gas sectors had continued with their 
historic downward trend in consumption and emissions, under the October discussion 
draft, they would have remained out of the cap-and-trade system until 2020. 

The specific attributes of residential and commercial natural gas customers that 
warrant this treatment in the context of a greenhouse gas regulation proposal, are 
enumerated below; 

Natural gas is used to meet essential human needs for small-volume customers. The 

majority of the homes in this country use natural gas, and in this sector 98% of all gas is 
used for space heating, water heating and cooking, while the remaining 2% is used for 
clothes drying and other purposes. This fuel is, therefore, used for essential human needs 
rather than for luxuries. 
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Residential and commercial natural gas consumption accounts for less than 6“/o of 
total U.S. greenhouse gas emissions. Natural gas provides approximately 40% of all 
energy consumed in the residential and commercial sectors. As noted previously (and 
discussed more fully below), it is the most efficient and lowest carbon-emitting fossil 
fuel. 

Carbon emissions from residential use of natural gas are already at 1970s levels. 

While the number of natural gas customers has grown substantially, greenhouse gas 
emissions have been reduced. In fact, total annual residential natural gas consumption is 
lower today than it was in the 1970s, despite the fact that the number of natural gas 
households has increased more than 70% from 38 million to more than 64 million. 
Customers of natural gas utilities continue to lead the nation in reducing energy 
consumption and the accompanying greenhouse gas emissions. AGA believes that few, if 
any, sectors of the economy can claim a comparable record of achievement. Consumption 
of natural gas in the residential sector, on a national average basis, is shown in the 
following graph: 


NATURAL GAS USE PER RESIDENTIAL 
CUSTOMER IS DECLINING 



The greenhouse gas emission reductions per household experienced during the past 
four decades are largely attributable to tighter homes and more efficient natural gas 
appliances. These factors will undoubtedly provide the foundation for continued future 
reductions in greenhouse gas emissions. Placing small-volume natural gas customers 
under a cap-and-trade system would make these homes, businesses, schools and hospitals 
compete (directly or indirectly) with electricity generators and industrial facilities for a 
limited number of allowances, thereby significantly increasing the energy costs of these 
consumers. 
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Natural gas utilities are aggressively promoting decoupled rate structures that allow 
them to promote conservation and efficiency consistent with shareholder interests. 

Nearly 40% of all residential natural gas customers are served by gas utilities that have 
decoupled rates or that are engaged in state proceedings that are presently considering 
decoupled rates. Rate decoupling is important to energy efficiency and greenhouse gas 
emissions because it breaks the link between utility revenue recovery and customers’ 
energy consumption. 

Natural Gas Utilities Should Receive Adequate Allowances if They are Subject To a 

Cap 

Under the March 31, 2009, discussion draft bill, residential and commercial 
customers would be placed under cap and trade (with the point of regulation being natural 
distribution companies) in 2016. The discussion draft is silent for the moment as to the 
disposition of emissions allowances. AGA believes that most allowances required for 
residential and commercial natural gas customers should be allocated rather than 
auctioned, as allocating allowances is the best way to ensure that price impacts on our 
customers will be minimized. It should be pointed out that local natural gas utilities, as 
regulated by state public utility commissions, make no profit on natural gas prices when 
they rise. Similarly they would not make any profit on allocated allowances — allocated 
allowances would only serve to reduce the price of natural gas to our ultimate customers. 
The allocation of allowances to local gas utilities should be proportional to their base- 
year greenhouse gas emissions. 

Natural Gas Utilities Should Receive Assurances of Cost Pass-through 

Depending upon what Congress ultimately determines as to coverage of natural gas 
residential and commercial customers and an allocation of allowances for the benefit of 
these customers, natural gas utilities will at some point be required to purchase 
allowances for their customers. In functional terms, this will essentially amount to a 
specific federal charge for the right to consume natural gas, almost entirely for essential 
human needs as discussed above. AGA believes that the climate change bill should 
provide that natural gas utilities will be permitted ratemaking treatment to pass on the 
costs of these credits to their customers. 

To the extent that carbon emissions from the use of natural gas by residential and 
commercial customers of gas distribution utilities are covered under a cap-and-trade 
program, gas utilities may be required to incur costs (e.g., purchase allowances) to 
comply with the legislation. Absent a specific directive in the federal legislation, natural 
gas utilities would only be able to recover from their customers the costs that their state 
commissions would allow as prudent. In order to ensure that customers bear the 
environmental compliance costs that were incurred on their behalf, Congress should 
exercise its authority over interstate commerce and provide in any legislation that costs 
incurred by a gas utility on behalf of retail customers to comply with this legislation are 
to be considered prudent and reasonable operating expenses of the gas utility for retail 
ratemaking purposes and recoverable on a full and current basis, and that state action 
refusing to permit the pass-through of those costs to retail customers would conflict with 
federal law. 
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Any Bill Should Treat Renewable Natural Gas Appropriately 

One exciting development in the natural gas industry is the growing production of 
biogas, also known as renewable gas, which can be produced from landfill and livestock 
waste. Methane that would otherwise be released from these sources is more than 20 
times as potent as CO 2 as a greenhouse gas. To the extent this methane is captured and 
burned, greenhouse gases are reduced by 95 percent. We are uncertain how the use of 
renewable gas is treated under the bill, and we do not believe it should be treated as other 
hydrocarbon fuels. (The same point applies with regard to the treatment of renewable 
natural gas under the Energy Efficiency Resource Standard, which is discussed below.) 

Using Natural Gas in Homes and Businesses is Part of the Climate Change Solution 

Many misguidedly believe that because natural gas is a fossil fuel it is one of the 
causes of greenhouse gas emissions and, as result, a contributing factor to climate change. 
In fact, however, natural gas is part of the climate change solution . As mentioned 
previously, natural gas is a fuel that emits low levels of traditional pollutants such as NOx 
and SOx. With regard to greenhouse gas emissions, natural gas, because it has only one 
carbon atom, emits less carbon when consumed than any other fossil fuel. As a result, 
natural gas has the potential to be a vehicle to move the nation toward its greenhouse gas 
reduction goals. 

There are significant differences in emissions between natural gas and electricity that 
fundamentally result from vastly different levels of efficiency. Approximately 90 percent 
of the energy value in natural gas is delivered to the home . With electricity less than 30 
percent of the primary energy value reaches the customer. The largest difference in 
efficiency for electricity is lost as waste heat at the generating station, as well as line 
losses in transmission and distribution. These radically different efficiencies produce the 
significant differences in carbon emissions between electric and natural gas appliances. 

The full potential for natural gas efficiencies in the climate change arena is 
demonstrated most dramatically by the natural gas water heater. The average natural gas 
water heater emits approximately 1.7 tons of CO 2 per year. In contrast, the average 
electric water heater results in more than twice as much — 3.8 tons per year. The 
difference between the two could not be more dramatic, and it becomes a multiple of 
three when the comparison is made between a high-efficiency natural gas water heater 
and a high-efficiency electric water heater. These numbers are based on national 
averages, and, as a result, actual differences will vary from area to area. 

The same differences in efficiency and emissions follow when comparing an all- 
electric home with a natural gas home. A typical all-electric home on average produces 
10.8 tons of CO? per year, while an all-natural gas home produces 7.2 tons of CO? per 
year. Again, these numbers reflect national averages, and actual experience will 
necessarily differ, but the order of magnitude of difference remains. 
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The plain consequence is that the nation can reduce its carbon footprint by opting 
for appliances that use natural gas in direct applications {i.e., where the natural gas 
is used to heat air, water, or food). There is the opportunity, on a national basis, to 
reduce carbon emissions by millions upon millions of tons if we utilize more natural 
gas directly in homes and businesses as the fuel for the future. 

Converting small-volume customers to high-efficiency natural gas applications is one 
of the best ways available today to reduce greenhouse gas emissions. As the example 
above demonstrates, converting electric resistance water heaters to natural gas can reduce 
greenhouse gas emissions by one-half to two-thirds. Doing so would have the added 
benefit of reducing overall energy consumption, costs, and the need to construct new 
electricity generating plants — a critical problem in a carbon-constrained environment — 
and electric transmission lines. 

AGA Applauds the Inclusion of Carbon Footprint Labeling in Section 213(h) 

AGA commends the committee for having recognized the carbon benefits of natural 
gas and having taken action on it in the discussion draft bill. Section 213(h) of the 
discussion draft (pages 247-251) would expand the existing Federal Trade Commission 
EnergyGuide labeling program for home appliances to include carbon footprint 
information. The current program displays on an appliance label the expected annual 
operating costs for the appliance (and the range of costs for comparable equipment). The 
discussion draft would expand this to include expected carbon output associated with use 
of the appliance. 

AGA applauds the inclusion of this provision in the draft bill. As America heads 
down the path where drastic reductions in carbon output will be a top national priority, 
giving consumers this carbon output information will provide them with essential 
information for playing their part in achieving this national priority. Moreover, 
implementing this step is virtually cost free. The new program would apply to appliances 
covered by the existing program. The data for calculating carbon footprint is available. 
No additional manufacturing cost is involved. Labels are already required, so the 
additional labeling cost will be nominal for appliance manufacturers. Thus, this provision 
offers an opportunity to provide consumers with important information to factor into their 
purchasing decisions with virtually no additional cost for doing so. 

A national requirement for carbon-footprint labeling would lead to a uniform standard 
for providing this information to consumers. It would also avert the possibility of 
individual manufacturers establishing their own methodologies for doing so, the result of 
which would be conflicting information and potentially misleading claims as to a carbon 
footprint. 

Making carbon footprint information available to consumers will assist them in 
determining which appliance option has the lowest total environmental impact. The 
information currently included on the EnergyGuide label does not provide a means for 
finding the most carbon-efficient appliance. In particular, when consumers are 
empowered to make more efficient choices, manufacturers - and all energy industry 
actors - will feel increased pressure and competition to provide more efficient supply. 
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Section 213(h~) Should Be Expanded To Include Carbon Labeling for Buildings 

As mentioned above, energy efficiency in the residential and commercial sector has, 
over the last 30 years, been driven primarily by improvements in appliance efficiency and 
improvements in building envelopes. Further carbon reductions in this sector, at least 
over the next several decades, will continue to come principally from these types of 
activities. The carbon footprint labeling for appliances called for in Section 213(h) of the 
discussion draft bill is a step in the right direction as to appliances. 

AGA believes that it would be appropriate and productive to expand the scope of 
Section 213(h) to include buildings as well. As noted, building efficiency is a principal 
driver in energy efficiency. Approximately 40 percent of all energy is consumed with 
regard to buildings. As we go forward, building efficiency will have a similar role with 
regard to reducing carbon. As with appliances, requiring carbon footprint labels with 
respect to buildings would be a very low-cost means to provide consumers with 
important information for making the choices that will ultimately determine whether the 
United States will reduce its carbon footprint to the degree scientists believe will be 
necessary to avert global warming. 

AGA is presently crafting a legislative proposal to require carbon footprint labeling 
for buildings. We expect to be in contact in the very near future with committee staff to 
discuss this. 

Appliance Minimum Efficiency Rules Should Include Carbon Information and 

Impacts 

AGA believes that, as the nation tackles the goal of reducing carbon, additional 
changes to the way in which we have addressed energy efficiency are necessary. While 
the Department of Energy (DOE) acknowledges the carbon impact of its appliance 
efficiency standards, it should also be directly considering CO 2 emissions associated with 
appliances as a part of the rulemaking process in which it establishes minimum efficiency 
standards. Integrating CO 2 emissions into the decision making process would provide 
DOE with more complete information with which to consider the full range of appliance 
efficiency options. Current federal law covering appliance efficiency does not direct 
DOE to this end, mainly because the appliance efficiency rulemaking process is 
restricted, by statute, to consideration of a narrow set of energy measurements or 
“descriptors.” 

AGA is in the process of crafting a legislative proposal to this end — that would 
expand the currently used energy descriptors to include CO 2 emissions in the rating of 
appliance efficiency. The addition of CO 2 in the rating of appliances coupled with new 
standard levels would provide more direct consideration of carbon impacts in the analysis 
of appliance energy use. This additional authority given to the DOE could provide 
immediate benefits in assisting federal energy policies toward a lower carbon economy. 
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The Energy Efficiency Resource Standard Provision Seeks to Reach a 
Laudable Goal but by a Very Imperfect Route 

AGA and its member companies are committed to continuing to press for energy 
efficiency, in order to save our customers money, to maximize the utility of our natural 
resources, and to reduce the carbon emissions of our nation. As noted above, there is a 
growing, and accelerating, trend toward decoupled natural gas utility rates. Such 
approaches, by breaking the link between customer energy consumption and utility 
revenues help utilities become full partners in the quest for energy efficiency. Moreover, 
most natural gas utilities today participate in, or even operate, energy efficiency 
programs. On a national scale they collectively deployed $500 million in 2007 for this 
purpose — an amount that we expect to double in the next several years. 

Furthermore, as discussed above, natural gas residential and commercial customers 
have led the way in efficiency and carbon-reduction over the last thirty years. These 
customers have reduced their annual consumption by 1% or more annually from 1980 to 
2000 and about 2% aimually since 2000. AGA member companies will continue to work 
with their customers to ensure a continuation of this trend, although it will become 
increasingly difficult to do so as the least costly measures have, in many cases, already 
been taken. Again, the goals of this program, similar to the goals of the climate change 
program, would be best met through universally applied building codes and appliance 
standards, supplemented by a variety of education and incentive programs. This 
approach, as stated previously, would not unduly penalize the early actions of more 
aggressive companies. 

In contrast to the preferred programmatic approach noted above. Section 23 1 of the 
discussion draft bill proposes to establish an “energy efficiency resource standard” 
(EERS) for both electric utilities and natural gas utilities. As it would apply to natural 
gas utilities, the EERS would, in the most essential terms, require the customers of a 
natural gas utility to reduce their consumption of natural gas by 10% between 2012 and 
2020 or the utility will be require to pay a penalty of $5 per MMBtu for each MMBtu by 
which they fall short of the target. 

While the end is a laudable one, the construct and means are fraught with problems. 
Unfortunately the conversation on this topic has, to this point, largely occurred among 
proponents of the idea. A serious and thorough vetting of such a dramatic proposal will 
be necessary by all parties interested in advancing energy efficiency. Such a program can 
only be workable, if at all, with significant input from the natural gas utilities involved. 
If adequate federal and state funding is available, local gas utilities are positioned to work 
with the states and their customers to develop and implement effective energy saving 
programs. However, for this approach to be successful, utilities must be allowed to earn 
a return for their contribution, not merely be subject to penalties. 

AGA suggests that the proposed means outlined in Section 23 1 to the desired end is a 
minefield for both utilities and their customers. While we will not enumerate all the 
difficulties with Section 231, we will outline below a few that should suffice to illustrate 
that this concept still needs further in-depth analysis before becoming a policy pillar that 
can be relied upon in the quest to increase energy efficiency and reduce carbon 
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emissions. Additionally, the discussion above should make clear that, from 30 years of 
experience, we have a wealth of knowledge as to the programmatic measures that can be 
employed to reach the desired end of increased energy efficiency. 

Utilities Can Influence, But Do Not Control, the Consumption of Their 
Customers 


The fundamental scheme of the EERS is that customers must reduce their 
consumption, and natural gas utilities must pay the penalty if they do not. Without 
question there are many actions that natural gas utilities can take — and do take — to 
encourage energy efficiency. But they cannot adjust customers’ thermostats, close open 
windows, or unilaterally install additional insulation or new appliances in their homes. 
While utilities can influence the conduct of their customers through education and 
publicity campaigns, appliance rebate and weatherization programs, incentives for 
efficient appliances, and the like, they cannot control the actions of their customers, 
which is what is ultimately measured by the EERS mechanism. AGA believes that sound 
policy argues instead for a program that provides carrots, not sticks, for the entities whose 
behavior is to be influenced. If the goal is to reduce energy consumption, the policy 
mechanisms to be employed should focus on the efficiency drivers that have proven 
successful in the past and are likely to be so in the future. This lack of control is further 
exacerbated in the industrial market, where most customers are sophisticated energy 
consumers who do not purchase their gas supplies from the utility and are thus transport- 
only customers. 

The EERS Fails to Account for the Needs of Economic Growth and Development 

One of our national goals is certainly to facilitate a growing and vibrant economy and 
the jobs that necessarily follow from that. A growing economy requires that America’s 
energy industries expand to meet the needs of the growing economy — ^both businesses 
and citizens. Moreover, as a matter of national policy we should be seeking to attract new 
industry to the United States, both for the jobs it provides as well as for the stimulative 
effect on the economy as a whole. The concept of the EERS, as well as the construct used 
for it here, runs contrary to these overarching national goals. 

As drafted, the EERS provision in the discussion draft calls for a 10% decrease in 
consumption by natural gas utility customers by the year 2020. The reduction is to be 
achieved by all customers taken as a group (although excluding electric generation 
customers). In a number of areas of the United States, population is growing and the 
economy has been expanding over the last decade or so. More importantly, new 
applications such as natural gas vehicles in commercial fleets, which provide a clean and 
domestic alternative to gasoline, would be much less likely to grow. As now framed, the 
EERS provision would appear to place these utilities in a very difficult position in terms 
of achieving the goal of the 10% reduction. 

AGA recognizes that the EERS mechanism attempts to utilize some sort of 
comparative mechanism, analyzing a base case against actual experience. This is 
troublesome in its own right, but even if it were to be employed, the practical difficulty is 
that a utility will be faced with ensuring the accuracy of its base case as to projected 
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customer growth or face an &x post facto penalty. This hardly seems fair, and it is does 
not appear to be a wise grounding for what will ultimately be an important efficiency 
policy. 


The EERS Fails to Account for Carbon-Driven Fuel Switching 


One of the core issues with the EERS is that it is proposed to be overlaid on a cap- 
and-trade scheme. This is something of a two-fisted approach with a definite potential for 
conflict and unintended consequences. AGA urges the committee to give careful thought 
to whether an EERS together with a cap-and-trade scheme will result in conflicting goals. 

One particular instance greatly concerns AGA. If we assume that the nation adopts a 
cap-and-trade (or some other) carbon regulation system in the near future, the result, 
when implemented, will be to place a price on carbon. When carbon markets are 
functioning efficiently, at least in the relatively near term, residential customers will 
begin to recognize that by shifting their water heating, space heating, and cooking to 
natural gas (where such service is available). They will save money and reduce CO 2 
emissions. This will result from the fact that natural gas will have a lower carbon output 
and price than electricity in most areas. Moreover, we expect that states, for a variety of 
reasons (state carbon footprint, the job development aspects of reasonable energy prices, 
and the need to minimize new, expensive electric capacity), will encourage customers to 
migrate toward natural gas, direct application appliances. In any event, for whatever 
reason undertaken, we believe that these trends are likely and that the result will be a 
good one: lower overall energy consumption, energy costs, and carbon emissions for the 
United States. 

Under the EERS, however, the natural gas utility would pay the $5 per MMBtu 
penalty because its customers will have increased their usage of natural gas instead of 
reducing it in order to achieve greater overall energy efficiency, lower energy bills, and 
reduced carbon emissions. This hardly seems like the outcome we should be seeking to 
achieve. It is, moreover, a plausible — indeed likely — that scenario where the goals of a 
cap-and-trade system and EERS overlap they will produce conflicting results. Given the 
complexity of the two regulatory schemes, we do not think that this is the only scenario 
in which the two systems may collide. 

The Mechanics of the EERS are Problematic 


The EERS seems to be grounded in a concept of energy savings that are the “result” 
of specific actions of one kind or another. This approach is problematic in that it is 
unduly vague and susceptible to widely differing interpretation and application. For 
example, assume a home owner reduces consumption of natural gas. Was this caused by 
a utility program for weatherization or the fact that children grew up and left home for 
school? These types of imponderables are numerous within the scheme of this provision. 
It must be understood and appreciated that natural gas utilities have limited knowledge 
about what goes on “behind the meter” - we do not have the ability or the right to obtain 
perfect information inside the home or business. 
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The provision has at its core a comparison between a “business-as-usual” projection 
and measures implemented after the bill becomes law that “cause” natural gas savings. 
Projecting a “business-as-usual scenario into the futiue, especially when a new scheme of 
carbon regulation has been implemented, could be dicey to say the least. Will DOE issue 
regulations providing detailed guidtince as to how this should be done? How will 
projections of economic growth and development be factored into this “business-as- 
usual” scenario? How will natural gas utilities predict the degree of fuel switching to 
natural gas resulting from pricing the externality of carbon? What will be the factors to 
determine whether “savings” resulted from utility actions? 

At its core, these aspects of this proposed mechanism are troublesome and, frankly, 
strike fear in the hearts of AGA member companies when the risk of error, misjudgment, 
or interpretation is a penalty (or stick) of $5 per MMBtu. In the end, predictions can only 
be correct as a matter of accident. Given this truism, it is fundamentally unfair to have the 
Damocles sword of this penalty provision hanging over head, perhaps with the penalty 
determination ultimately made, long after the fact, by an individual in the depths of a 
federal agency. Again, we think sounder policy is to identify the goal and provide 
incentives to reach it rather than ex post facto penalties for failing to achieve it. 

For years after 2020 DOE may set future years standards that turn on “cost-effective 
energy efficiency potential.” Yet “cost-effective” is defined so broadly as to be nearly 
meaningless. 

We could go on in enumerating concerns with the EERS methodology employed in 
the bill. The examples given above, however, amply demonstrate that this is a thicket into 
which we should not wander. As AGA has stated in many forums, if the goal is to 
achieve greenhouse gas reductions — and surely it is — ^then we have an ample record on 
how to reach that end. And the end sought by the EERS provision is a laudable one and, 
with the correct complementary policies, in all likelihood an achievable one. 

AGA undertakes to work with the committee to develop a suite of policies that can 
achieve the goals sought by this provision. 

AGA and its members appreciate the opportunity to present their views on these 
important subjects. We look forward to working with the committee and its staff to be a 
constructive voice in this important national conversation. 
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Mr. Markey. Our next witness is Richard Morgan. He is a mem- 
ber of the Energy Resources and Environmental Committee of the 
National Association of Regulatory Utility Commissioners which 
represent State public service commissions that regulate utilities. 
Mr. Morgan also leads the NARUC Task Force on Climate Policy. 
And he is serving in his second term as commissioner on the Dis- 
trict of Columbia Public Service Commission. 

Please begin when you are ready, Mr. Morgan. 

STATEMENT OF RICHARD MORGAN 

Mr. Morgan. Thank you, Mr. Chairman, and members of the 
subcommittee. My name is Richard Morgan, and I am a member 
of the District of Columbia Public Service Commission. I am testi- 
fying on behalf of the National Association of Regulatory Utility 
Commissioners. I am honored to have the opportunity to appear be- 
fore you this morning regarding the American Clean Energy and 
Security Act. 

NARUC is on record as supporting a well-designed, economy- 
wide Federal program to limit greenhouse gas emissions in order 
to remove existing uncertainties that are hampering critically need- 
ed investment in electricity transmission and generation. 

In concept, NARUC supports the goal of auctioning emissions al- 
lowances under a cap-and-trade mechanism, but we believe it is ap- 
propriate to provide a transitional allocation of free allowances in 
order to minimize economic dislocations as we move toward a 100 
percent auction. However, as 0MB Director Peter Orszag correctly 
points out, when allowances were given away to European power 
generators, shareholders, not consumers, got most of the proceeds 
as windfall profits. It is precisely for this reason that NARUC op- 
poses the allocation of no-cost allowances to electricity generators. 

State regulators propose a different approach to ease the transi- 
tion in the electric sector. Instead of giving away allowances to 
power generators, which are often unregulated, give them only to 
regulated local distribution companies which own the wires used to 
distribute electricity. These LDCs, as we call them, are always sub- 
ject to rate-setting authority such as State public utility commis- 
sions or consumer-owned utilities, where they can ensure that con- 
sumers, not utility shareholders, receive the benefits of free allow- 
ances. In fact. State regulators already have in place mechanisms 
for flowing through to consumers the benefits of free emissions al- 
lowances from the existing acid rain program. 

President Obama has stated that reducing carbon emissions 
must be done in a way that insulates consumers as much as pos- 
sible from potentially dramatic rate increases. Giving allowances to 
LDCs as a proxy for their customers provides an efficient means 
of softening the impact on consumers and solves the windfall prof- 
its problem at the same time. Under this approach, revenues asso- 
ciated with pricing greenhouse gases would be returned to the very 
consumers who would be at risk for paying higher energy prices. 
Regulators could direct a portion of the proceeds toward mitigating 
the impacts of pricing carbon, such as through expenditures on en- 
ergy efficiency or low-income energy assistance programs. Mean- 
while, generation decisions would still be influenced by the full ef- 
fect of pricing greenhouse gas emissions. 
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How the proceeds of a cap-and-trade mechanism are spent is 
every bit as important as putting a price on carbon in the first 
place. Assuming an allocation to LDCs, State regulators can direct 
the proceeds toward investments such as energy efficiency that re- 
inforce the goals of limiting greenhouse gas emissions and thereby 
lower the overall costs of achieving emissions reductions. And you 
will hear more about this from our next witness, Mr. Cowart. 

Mr. Chairman, you have surely noticed similarities between 
NARUC’s proposal and those of some industry groups. In fact, 
EEFs testimony refers to NARUC’s support for an allocation to 
LDCs, but that is really where the similarities end. There are some 
important distinctions that I want to bring to your attention. These 
industry groups, which have unregulated generators among their 
members, naturally seek an allocation of free allowances not just 
for LDCs but for merchant generators as well. NARUC objects to 
giving free allowances to electric generators under any cir- 
cumstances, and I would like to explain why. 

First, in many States generators are unregulated, and State com- 
missions have no way to ensure that consumers would receive the 
benefits of these free allowances. There is no reason to expect an 
outcome any different from what happened in Europe. 

These companies say that they need allowances to cover their so- 
called net compliance costs, an argument that we find curious since 
there is no commercial technology available to remove CO2 emis- 
sions from an existing generator. These merchant generators are 
not trade exposed in the sense of competing in overseas markets; 
they are purely domestic. 

Free allowances won’t help to keep dirty generators operating 
even if that were desirable. If carbon prices are too high, the com- 
pany could simply shut down its generator and keep the value of 
the allowance stream for its shareholders as sort of a golden para- 
chute. 

Under the formula proposed by EEIC, electric sector allowances 
would go first to merchant generators based on historic emissions; 
LDCs would then get only what is left. And the generators’ share 
could grow if the utilities decide to spin off more generators into 
unregulated subsidiaries. 

Finally, any electric sector allowances given to generators would 
not be available to help soften the impact of pricing carbon on con- 
sumers through their LDCs. Those who advocate an allocation to 
generators have not explained how this would help consumers in 
any way or why it would not produce a windfall for their share- 
holders just as it did in Europe. 

Mr. Chairman and members of the subcommittee, NARUC be- 
lieves that through a carefully designed cap-and-trade mechanism 
and appropriate distribution of emission allowances, carbon restric- 
tions can be implemented without undue economic burden on con- 
sumers. 

Thank you for your time and consideration this morning. I would 
be happy to answer any questions. 

Mr. Markey. Thank you, Mr. Morgan, very much. 

[The prepared statement of Mr. Morgan follows:] 
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Good morning Chairman Markey, Ranking Member Upton, and Members of the Subcommittee: 


My name is Richard E, Morgan, and 1 am a member of the District of Columbia Public 
Service Commission. Today I am testifying on behalf of the National Association of Regulatory 
Utility Commissioners (NARUC). I serve as Leader of NARUC’s Task Force on Climate 
Policy, and 1 sit on the Association’s Board of Directors as well. I am honored to have the 
opportunity to appear before you this morning and to offer a State regulatory perspective on the 
crucial issue of consumer protections in the American Clean Energy and Security Act of 2009, 
particularly as they relate to carbon policies. 

NARUC is a quasi-govemmental, non-profit organization founded in 1889. Our 
membership includes the State public utility commissions serving all States and territories. 
NARUC’s mission is to serve the public interest by improving the quality and effectiveness of 
public utility regulation. Our members regulate the retail rates and services of electric, gas, 
water, and telephone utilities. We are obligated under the laws of our respective States to ensure 
the establishment and maintenance of such utility services as may be required by the public 
convenience and necessity and to ensure that such services are provided under rates and subject 
to terms and conditions of service that are just, reasonable, and non-discriminatory. As 
economic regulators, we offer a unique perspective because of our understanding of how climate 
policy will impact utilities and the consumers we serve. 
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NARUC is on record as supporting a well-designed economy-wide federal program to 
limit greenhouse gas emissions*. We coneluded in 2007 that such action is necessary in order to 
remove existing uncertainties that are hampering critically needed investment in electricity 
transmission and generation. NARUC believes that any climate legislation should be 
transparent, flexible, economy wide, and it should not adversely impact electric and natural gas 
system reliability or impose undue cost burdens on ratepayers. Furthermore, as the nation 
transitions to greater reliance upon lower-carbon resources for the generation of electric power, 
we must consider an expanded role for energy efficiency, alternative and renewable forms of 
energy, and new energy technologies. In order to keep electricity and natural gas affordable, 
NARUC believes that it is vitally important to minimize the cost of reducing GHG emissions and 
the resulting impacts on consumers - many of whom are already struggling to pay their utility 
bills. In this light, we offer our recommendations regarding the design of a cap-and-trade 
mechanism and, in particular, how allowances should be allocated within the electric sector. 

The distribution of emissions allowances is perhaps the most crucial decision that will 
need to be resolved in the ACES legislation. Should all allowances be auctioned by the 
government or should some be given out to certain entities as a means of mitigating economic 
impacts during a transition period? And, in a related matter, how should the legislation provide 
for “consumer assistance?” 

President Obama has indicated both in his proposed budget and in public statements his 
support for an immediate, 100% auction of emission allowances. In concept, NARUC supports 
an auction as the most economically efficient means of distributing allowances. However, we 
‘ NARUC Issue Brief on Climate Policy, November 2007 
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believe that it may be necessary to provide a transitional allocation of free allowances in order to 
minimize potentially massive economic dislocations as we move toward a 100% auction. 

The President and his Administration believe that allocation of allowances to industry at 
no cost could lead to windfall profits instead of public benefits. As Office of Management and 
Budget Director Peter Orszag correctly points out, when allowances were given away to 
European power generators, shareholders - not consumers — got most the proceeds. It is for 
precisely this reason that NARUC opposes the allocation of no-cost allowances to electricity 
generators. 

State regulators propose a different approach to ease the transition in the electric sector: 
instead of giving away allowances to power generators, which are often unregulated, give them 
only to regulated local distribution companies (LDCs). Those are the owners of the wires used 
to distribute electricity, entities that are subject to rate-setting authorities in traditional and 
restructured jurisdictions alike. State public utility commissions and other authorities (such as 
consumer-owned utilities), can then ensure that consumers, not utility shareholders, receive the 
benefits of the free allowances.^ 

Whether regulated utilities use the allowances internally or sell them to generators who 
need them for compliance, the benefits will go to utility customers. That is because regulators are 
obligated to account for the receipt of these valuable allowances as income when they set utility 


^ In this respect, NARUC’s position differs from that of the Edison Electric Institute (EEl) and the U.S, Climate 
Action Partnership (US CAP), as each of those organizations advocates giving some electric sector allowances to 
unregulated generators. 
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rates. In fact. State regulators already have in place mechanisms for flowing through the benefits 
of free emissions allowances from the federal Acid Rain Program implemented in the 1 990s. 

As utility regulators, we take comfort in President Obama’s statement that reducing 
carbon emissions through a cap-and-trade system must be done in a way that insulates consumers 
as much as possible from potentially dramatic rate increases that could result. Allocating 
emissions allowances to LDCs rather than to electricity generators solves the very problem that 
concerns President Obama and 0MB Director Orszag and provides an efficient means of 
softening the impact on utility consumers. 

In effect, the LDC would receive free allowances as a proxy for its customers. Revenues 
associated with pricing greenhouse gases would be returned to the very consumers who would be 
at risk for paying higher energy prices. Furthermore, regulators could direct a portion of the 
proceeds toward mitigating the impacts of pricing carbon, such as through expenditures on 
energy efficiency or low-income assistance programs. This approach could help to minimize 
potential economic dislocation for consumers during the transition to a 1 00% auction, while 
generation decisions would still be influenced by the full effect of pricing GHG emissions.^ 

How the proceeds of a cap-and-trade mechanism are spent is every bit as important as 
putting a price on carbon in the first place. By investing in energy efficiency and the 
development of cleaner energy technologies, we can leverage the funds raised from emitters of 
greenhouse gases to enhance the impact of pricing carbon. Indeed, some experts warn that 

^ An allocation to LDCs in the electric sector would not preclude allocating allowances to other entities as well, such 
as to State governments in support of energy progranrs. 
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pricing carbon alone is unlikely to achieve the necessary emission reductions.'* Assuming an 
allocation to local distribution companies. State regulators can direct the proceeds toward 
investments that reinforce the goals of limiting GHG emissions and thereby lower the overall 
cost of achieving emission reductions. 

In our view, allocating allowances to regulated LDCs is an elegant solution to the 
problem of distributing allowances in the electric sector and providing for consumer assistance at 
the same time 

Other ACES provisions 

Although this panel is explicitly focused on the question of allowance allocation, I would 
like to take this opportunity to comment on a few other items in the ACES bill. First, NARUC is 
pleased to see Rep, Rick Boucher’s carbon sequestration proposal included in the ACES 
legislation. Last year, we worked with the utility industry to reach a compromise on rate-related 
and governance concerns, and we are happy to see the resulting language included in the 
discussion draft. As the nation moves closer to limits on GHG emissions, we believe it will be 
critically important to have generating plants that sequester carbon dioxide as an option in our 
portfolio of energy resources. 


‘ See, for example, Camegie-Mellon Univeisily, Department of Engineering and Public Policy, Cap and Trade Is 
Not Enough: Improving U.S. Climate Policy, March 2009 and Richard Cowart, “Carbon Caps and Energy Efficiency 
Resources: How Climate Legislation Can Mobilize Efficiency and Lower the Cost of Greenhouse Gas Emission 
Reduction,” 33 Vermont Law Review, 201-223 (2008). 
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With regard to energy efficiency, NARUC wishes to indicate its support for Rep. Peter 
Welch’s building-retrofit program, which offers an innovative program for expanding State- 
based initiatives to rehabilitate buildings to improve efficiency. Rep. Welch’s proposal is 
noteworthy because it provides States with sufficient flexibility to implement such programs, 
rather than relying upon a federal mandate. This approach recognizes the leadership that States 
have shown in developing efficiency initiatives that save energy and reduce air emissions. All 
across the country, from California to Texas to Oregon to Vermont, States are making significant 
strides in helping their consumers use energy more efficiently. Because each State faces its own 
individual challenges in implementing energy efficiency measures, NARUC believes that such a 
“bottoms-up” approach will generally be more effective than a “one-size-fits-all” federal 
solution. 

In a related matter, NARUC raised objections to language in the American Recovery and 
Reinvestment Act (ARRA) that conditions certain stimulus funds for energy efficiency upon 
State actions to remove regulatory disincentives toward utility initiatives that boost efficiency. 

In fact, NARUC has encouraged State commissions to address these regulatory barriers, and an 
increasing number of States are implementing innovative ratemaking practices such as 
“decoupling” of utility profits from sales. NARUC nevertheless objected to the funding 
preconditions in the ARRA, which impose a single, top-down federal solution and fail to 
recognize the diversity in regulatory structures among the States. In developing the ACES 
legislation, we urge the committee to acknowledge the inherent diversity and complexity of 
utility ratemaking and recognize that State regulators are best suited to address such matters. In 
short, NARUC does not support federally mandated retail-rate design schemes or the 
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conditioning of allowances or auction proceeds upon State implementation of certain regulatory 
policies. 

Another important aspect of any cap-and-trade market will be oversight of the market 
itself It should be noted that after the financial sector’s recent experience with complicated 
financial instruments, there is a public expectation for proper and appropriate market oversight. 

At this time, NARUC has no position regarding the merits of adopting Renewable Energy 
Standards or Energy Efficiency Resources Standards at the federal level. We note that many of 
our member commissions oversee the implementation of such standards at the State level. It is 
important that federal RES or EERS standards not limit or hinder what States have already 
accomplished in this area. Design considerations are particularly important for the EERS, where 
performance is not easily measured. A poorly designed EERS mechanism could result in 
consumers paying for efficiency that is never delivered. We would welcome the opportunity to 
work with the Committee and staff regarding these and other provisions in this legislation. 

NARUC welcomes the legislation’s attention to development of a Smart Grid. We 
recommend that smart-grid development proceed deliberately and in stages so that the costs of 
rolling out the necessary infrastructure are borne by those who will benefit and that attention be 
paid to updating the transmission and distribution system. We view the peak-demand sections of 
the Smart Grid title as a promising approach to an important issue. 
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Mr, Chairman and Members of the Subcommittee, NARUC believes that pricing carbon 
and reducing greenhouse gas emissions are necessary to ensure future energy reliability for our 
utilities and their consumers. Through the careful design of a cap-and-trade mechanism and an 
appropriate process for distributing emissions allowances, carbon restrictions can be 
implemented without undue economic dislocation for consumers. We urge the Committee to 
recognize the important role that State regulators can play in facilitating the transition to a world 
of carbon constraints. Thank you for your time and consideration tliis morning. I would be 
happy to answer questions at the appropriate time. 
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Mr. Markey. Our next witness, Mr. Richard Cowart, director of 
the Regulatory Assistance Project, has served as commissioner and 
chair of the Vermont Public Service Board for 13 years. He was 
elected president of the New England Conference of Public Utility 
Commissioners, and was chair of the NARUC National Committee 
on Energy Resources and Environment. 

Mr. Cowart, please begin when you are ready. 

STATEMENT OF RICHARD COWART 

Mr. Cowart. Good morning. Chairman Markey, Ranking Mem- 
ber Upton, and members of the committee. I appreciate the oppor- 
tunity to speak with you this morning about the critical role of end- 
use energy efficiency in reducing greenhouse gas emissions and 
containing the cost of climate change legislation. 

Let me begin, Mr. Chairman, by congratulating you for the com- 
prehensive approach you are taking to global warming pollution 
and the progress that Congress is making in addressing this crit- 
ical issue. 

Given the scale of this issue, it is no surprise that climate legis- 
lation raises concerns about prices and about impacts on con- 
sumers. I have been a State environmental commissioner, public 
utilities commissioner, and as an advisor to many governments. So, 
for about 25 years I have been working to protect consumers while 
promoting advanced utility services needed for a modern economy. 

My testimony boils down fairly simply. I am focusing on the cen- 
tral role that carbon credit allocation can play in protecting con- 
sumers and containing the costs of climate legislation. 

The good news is that a smart allocation policy linked to a smart 
investment strategy can greatly reduce the consumer cost of the 
proposed cap-and-trade program. My overall message is very sim- 
ple: Congress should design the climate program to reduce emis- 
sions through greater energy efficiency, not just through higher 
carbon prices. Eor the power sector, the best way to do this is 
through a consumer allocation for efficiency; that is, by allocating 
the sectors’ allowances to local distribution companies or other 
State-supervised entities acting as trustees for consumers. The 
trustees can then auction the allowances to emitters and recycle 
the revenue for the benefit of consumers. 

Moreover, the best way to help consumers and to lower the cost 
of the entire climate program is to invest a large fraction of those 
funds in low carbon resources, especially cost-efective end-use effi- 
ciency. 

My written testimony elaborates on four points, so I am just 
going to touch on them here. 

Eirst, as I just stated, it is essential to think of climate legisla- 
tion as a combination of programs, including both regulatory and 
market measures to lower emissions. It is not just cap-and-trade, 
it is not just a renewable electricity standard, it is not just better 
building codes. It is really all of the above. 

When California completed its exhaustive examination of this 
issue recently, the Air Resources Board came out with a scoping 
plan. At least 75 percent of the carbon reductions in the California 
plan are going to be accomplished through mechanisms that people 
call the complementary policies. That 75 percent I would view as 
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the foundation for the cap-and-trade program which is intended to 
deliver the other 25 percent. 

My second point is that energy efficiency is the equivalent of a 
low-cost carbon scrubber for the power sector. And the good news 
is that utility-scale energy efficiency is relatively inexpensive at 3 
cents a kilowatt hour. It is much less than the cost of supply and 
delivery, which is usually two to five times more expensive. 

Efficiency opportunities exist in large quantities in all regions of 
the country, whether your system is a coal system, a gas system, 
a hydro system; any region of the country, energy efficiency re- 
sources can be tapped to benefit customers. 

My third point is on price impacts and cost containment. Simply 
put, energy efficiency is the key to cost containment in the climate 
legislation. Adding a price signal to the cost of electricity is useful 
in trying to reduce carbon emissions. But trying to meet our goals 
through price alone will be much more costly than a cap-and-trade 
program that builds efficiency right into its architecture. And this 
realization has two sides, and I want to touch on both of them. 

First, it is hard to get to where we want to go through carbon 
prices alone. People are often surprised to learn how hard it is to 
reduce power sector carbon through price signals. On the con- 
sumers’ side, it takes a very high price because of low price elas- 
ticity to actually reduce carbon as much as we need. And, on the 
generator’s side, it takes a very high price in order to significantly 
change the dispatch across our power grids. 

This leads to my final point which concerns allocations. As I have 
said earlier, the best way to control costs in the power sector is not 
by giving allowances for freer generators, but by allocating them to 
local distribution companies or other consumers trustees super- 
vised by state regulators. Those trustees can sell the allowances 
and apply the proceeds to benefit consumers. This will deliver 
much more low-cost efficiency than a purely price-driven approach 
to allowanced allocation. 

Our studies show that for the same dollar cost in rates, efficiency 
programs will save five to seven times more carbon than would re- 
sult from carbon taxes or credit markets alone. So, five to seven 
times greater savings on the environmental side for the same cost 
to consumers. 

I will close by noting that there is a good model in the United 
States for the practice that I am describing here, and that is the 
RGGI, the Regional Greenhouse Gas Initiative. If you look at the 
experience of RGGI, all ten RGGI States considered this question 
and concluded that almost all the allowances should be auctioned, 
and that almost all, or 70 percent, of the revenues associated with 
the program should be recycled back for the benefit of consumers 
principally through low-cost energy efficiency. 

Thank you very much. I look forward to your questions. 

Mr. Markey. Thank you, Mr. Cowart, very much. 

[The prepared statement of Mr. Cowart follows:] 
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The Consumer Allocation for Efficiency : 

How Allowance Allocations Can Protect Consumers, Mobilize Efficiency, and 
Contain the Costs of GHG Reduction 


INTRODUCTION 

Chairman Markey, Ranking Member Upton and members of the subcommittee, 1 appreciate the 
opportunity to speak with you today about the importance of allocation decisions and energy 
efficiency investments in containing the costs of our nation’s GHG reduction program. 

I am Richard Cowart, a Director of the Regulatory Assistance Project, a non-profit organization 
that provides technical and policy research and assistance to governmental decision-makers on 
energy and environmental issues. RAP has worked in more than 40 US states and has trained 
government officials in 16 other nations. Prior to joining RAP 1 served for 13 years as 
Commissioner and Chair of the Vermont Public Service Board, and for five years as an Assistant 
Professor of Planning and Environmental Law and director of the Program in Planning and Law 
at the University of California, Berkeley. Over the past six years 1 have had the privilege to 
assist the state and regional initiatives working to design carbon cap-and-trade programs in the 
US, including the Regional Greenhouse Gas Initiative (RGGl) in the Northeast, and the 
California, Oregon, and Western Climate Initiatives in the West. 

Summary: 

This testimony focuses on two of the critical elements in the architecture of a cap and trade 
system for the US power sector: ( 1 ) how allowances are allocated within the sector, and (2) how 
those allocations can be managed to benefit consumers, especially by accelerating investments in 
energy efficiency, which would permit more rapid carbon reductions at lower cost to consumers 
and the American economy. These two issues are closely connected and should be considered 
together. The testimony advances four points: 

• Price is not enough. While one of the essential purposes of cap-and-trade systems and 
carbon tax proposals is to deliver a price signal to producers and consumers of energy, a 
climate program that attempts to reduce emissions through price alone will be much 
more costly than a comprehensive program that includes proven techniques to deliver 
low-carbon resources, especially cost-effective efficiency resources. This is especially 
true in the power sector. At the consumer level, higher power prices alone will not reduce 
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demand nearly enough to meet our carbon goals. At the generator level, it requires a high 
carbon price to make a meaningful change in the dispatch of the generation fleet. In both 
cases, the prices required to produce deep reductions are high enough to raise practical 
political barriers to the reductions now called for by climate science. 

• Foundation policies are needed. State policies and utility programs that deliver end use 
efficiency and renewable power are the key to cost containment for federal carbon 
legislation. These programs are not merely “complementary” to the cap-and-trade design, 
they are the essential foundation stones of a successful national program. In particular, 
energy efficiency is the cornerstone resource, the key to cost containment, and the 
equivalent of a “carbon scrubber” for the electric power sector. Analysis of the recently- 
adopted carbon management plan in California reveals that over 75% of the carbon 
savings in that plan will come from programs and policies, and only 25% will be 
delivered by the effect of the carbon cap itself The national cap-and-trade program 
should acknowledge, build upon, and provide revenue for the state and utility programs 
that deliver low-carbon energy solutions. The ACES draft now under review in this 
Committee is commendable for its comprehensive attention to many of these issues. 

• Allocation choices will have a dramatic effect on the cost of a GHG program for 
consumers. Free allocation to generators leads to two problems: First, by giving carbon 
allowances to emitters, these programs confer windfall gains on many generators and cost 
consumers more than needed to achieve a given level of reduction. In some power 
markets, the cost to consumers in rates could be many times higher than the actual cost of 
reduction. Second, free allocation to generators misses an important opportunity to 
enhance energy efficiency, which is the least expensive and most effective way to lower 
carbon output, 

• Allocate allowances for consumer benefit, especially for efficiency investments. 

Fortunately, there are sound design alternatives. Cap-and-trade designs have been 
developed in the Northeast, in California, and elsewhere that would make efficiency an 
integral part of the carbon-reduction program. These designs lower the cost of GHG 
reductions by allocating allowances for consumer benefit, and where cost-effective, 
investing allowance values in programmatic efficiency measures. Congress should build 
on this state and regional experience by: (a) allocating power sector allowances to 
states or local distribution utilities (LDCs) under state PUC or other public review, 
acting as trustees for consumers, and (b) ensuring that a sizable portion of allowance 
value is invested in efficiency measures that will lower emissions, power prices, and 
energy bills for families and businesses. 


STATEMENT 

As the United States launches an economy-wide cap-and-trade program, there are compelling 
reasons to focus design work on the US power sector. The power sector is the largest single 
source of industrial pollution, accounting for 37% of U.S. global warming gasses. ' Carbon 


1. See U.S. Environmental Protection Agency, Table ES-6: U.S. Greenhouse Gas Emissions 
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dioxide emissions from the U.S. power sector exceed the total national GHG emissions of every 
other nation except China.^ The electric power sector is also traditionally regulated, is not 
vulnerable to international competition, and consists of a reasonably small number of known 
sources. It is not a surprise that major cap-and-trade efforts on both coasts have begun first with 
the power sector, as it is probably the easiest large sector to manage. The sector is also expected 
to supply a large fraction of total emissions reductions sought under national climate bills. 

However, significantly reducing emissions from the power sector will not be easy. About half of 
the nation’s electric power comes from coal generation, and coal use continues to grow. For a 
decade, natural gas combined cycle plants provided the large majority of new capacity additions. 
Gas prices and availability concerns are now driving renewed interest in coal for new generation. 
Although a number of planned coal plants have recently been cancelled, more than 26,000 MW 
of new coal generation are now under construction or fiilly permitted. ^ Load growth continues, 
renewable sources can cover only a part of the new demand, and nuclear power is unlikely to 
provide significant new capacity to regional grids.'* Meanwhile, fossil fuel prices continue to 
rise, the economy is in recession, and cost containment is a critical policy objective. 

Two lessons emerge from this mix of challenges. First, it makes sense to design a cap-and-trade 
system that works well for the power sector, even if that means treating the sector differently 
than other sectors are treated. Second, the climate program must focus on the best ways to 
contain costs to consumers by moderating windfall transfer payments to generators, and 
delivering low-cost, low-carbon resources, especially end use energy efficiency.’ 


I. Cap and Market Realities: Why Carbon Prices Alone Will Not Deliver Needed GHG 
Reductions in the Power Sector 

Economists and policy-makers often assume that a carbon tax or its equivalent, such as an 
auction of pollution credits, will significantly reduce the electric power sector’s carbon 
footprint if set at a realistic level. Those reductions are expected to come chiefly from two 
sources: demand reductions by consumers, and changes in the generation mix. In reality, it is 


Allocated to Economic Sectors (2006). 

2, International Energy Agency, Carbon Dioxide Emissions by Economic Sector 2005, 1-2 (2005), 
T/vfli7a5/cfllhttp://earlhtrend,s.wri.org/pdf_librar>ydata_tables/cii2_2005.pdf. 

3, National Energy Technology Laboratory January 2009. 

4, Energy Information Administration, Annual Energy Outlook 2008 with Projections to 2030 
67-68 (2008), available at http://www.eia, doe.gov/oiaf7aeo/chapters.html. See also PAUL L. JOSKOW, THE FUTURE 
OF Nuclear Powf.r in the United States: Economic and Regulatory Challenges 2 (2006), available at 
http://tisiphone.mit.edu/RePEc/mee/w'paper/2006-019.pdf (predicting that the supply of electricity from nuclear 
power will reach zero in about 2030 if investment in new plants is not forthcoming). 

R. Cowarl, Carbon Caps and Efficiency Resources 33 Vermont Law Review 201-223 (2008) explores 
many of ihe issues touched on in this testimony. While the es.sentia! arguments are unchanged, the text has been 
modified and updated here, 

6. Power cost increases will occur whether tradable allowances are sold at auction or distributed to emitters 
for free. Most economists agree lhat once credits are made tradable through a cap and trade system, they represent 
an opportunity cost to emitters and will put upward pressure on power prices in wholesale markets regardless of 
whether they were initially sold to emitters or distributed for free. CoNG. Budget Office, StitFTtNG the Cost 
Burden of a Carbon Cap-and-Tradb Program 17 (2003), available at 

http://www.cbo.gov,'doc.cfm?index=440 1 . See also Dallas Burtraw et al.. The Effect of Allowance 
Allocation on the Cost of Carbon Emission Trading 1 5-25 (200 1 ), available at 

http://www.cba.uf1.edu/'piirc,^docs/presentalion_2004Palmer_Effect.pdf (analyzing three different approaches for 
distributing carbon emission allowances under an emission-trading program in the electricity sector). 
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very difficult to produce significant reductions in either location at carbon prices that 
governments in the United States can realistically expect to impose. 


A. Carbon Prices Alone Will Not Deliver an Adequate Consumer Conservation Response 

On the demand side, it is difficult through price signals alone to inspire a conservation response 
among consumers that will deliver an adequate level of investment in end-use efficiency. Cap- 
and-trade architects know that lowering carbon emissions from power plants will raise the cost of 
electricity, and they assume that those price increases will reduce consumption. Influenced by 
standard economic theory on internalized external costs, they often view increased power prices 
as desirable, and any resulting demand reductions as merely a consequence of the program. A 
better approach is to view avoidable increased costs as undesirable, and efficiency as an integral 
component of the cap-and-trade program. 

There are two related reasons for this approach. To begin with, there are numerous, well- 
documented market barriers to cost-effective efficiency investments, ’ For example, builders do 
not pay the energy bills in the offices and homes they build. Consumers are confused by energy 
choices and apply very high discount rates to incremental costs for energy efficiency. Many 
homeowners do not expect to live in a home long enough to recover the savings from efficiency 
improvements, even though the investment may be cost-effective over the life of the structure. A 
new American Council for an Energy-Efficient Economy (ACEEE) study reports that up to 50% 
of residential energy use in the U.S. is affected by such barriers. Even large industrial customers 
tend to under-invest in efficiency and need further technical and financial incentives to apply 
energy-saving solutions. 

Those market barriers are not removed by carbon prices being applied to power generators They 
will continue to block needed improvements, despite any rate increases that could possibly be 
expected to flow from a politically-acceptable carbon cap-and-trade program, 

Moreover, whether due to market barriers or not, there is solid evidence extending over several 
decades that demand for electricity in our modem economy is relatively inelastic. Demand does 
respond somewhat to price, but the long-term reduction due to price increases is relatively 
small.® Over twenty years, a 10% increase in power prices will reduce demand by just 2.5% to 
3%. This would only offset the normally expected load growth in less than two of those twenty 
years. It would take a much larger rate increase just to offset expected load growth, much less to 
produce reductions in demand that could permit absolute reductions in emissions from the 
nation’s huge generation fleet. 

S. Carbon Prices Delivered to Generators Must be Quite High to Significantly Alter 


7. There is extensive literature detailing these market barriers, including access to infonnation, high first- 
cost problems, consumers’ high discount rates, unpriced externalities, the landlord-tenant problem, and others. See, 
e.g.. Am, CouMCiL FOR AN Energy-Efficient Economy, Quantifying the Effects of Market Failures in the 
End-Use of Energy iii-vi (2007), available at http;//www.aceee.org/energy/IEAmarkelbarTiers.pdf (detailing the 
various types of market barriers to end-use energy efficiency.) 

8. The long-term price-elasticity of demand is approximately -0.25 to -.32. The U.S. DOE’s National Energy 
Modeling System (NEMS) has price elasticity built into it. Their long run elasticity (assuming price effects remain 
for 20 years) are -0.3 1 for residential electric use and -0.25 for commercial electric use. Steven H. Wade, Price 
Responsiveness in the NEMS Buildings Sector Model (Sept, 9, 1999), available at 

httpoVwww. eia.doe.gov/oiafissues/building_sector.html. 
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Generator Dispatch 

The second problem with cap-and-trade designs that rely on carbon prices to alter power sector 
emissions results from the make-up of the U.S. generation fleet. It takes a high carbon price to 
materially alter the dispatch order and therefore emissions resulting from generation in the usual 
course of business. While this fact can be demonstrated through complex power models, the 
reasons are logical and straightforward: 

• On a daily and hourly basis, power plants are dispatched largely in the order of their 
marginal operating costs. In competitive wholesale markets, they are dispatched in the 
order of their bid prices, which are logically based on those marginal costs. 

• Because they do not bum fossil fuels, power plants with the lowest GHG emissions — 
such as hydro stations and wind farms — tend to have low marginal costs. Therefore, they 
are dispatched whenever they are available. Nuclear units are also dispatched whenever 
they are available. Thus, the existence of high carbon prices does little to cause these 
low-emitting units to run more often. 

• Carbon prices will force modest improvements in the performance of fossil plants. Some 
relatively efficient plants will displace less efficient plants in the dispatch order. 

However, these impacts will be small in GHG terms. To greatly improve the emissions 
profile of the existing U.S. power fleet, it would be necessary for a large number of 
lower-emitting gas units to displace a large number of higher-emitting oil and coal units 
in the dispatch. 

• Carbon taxes and allowance auction prices affect all fossil units to some degree. 
Therefore, carbon prices would drive up the cost of gas as well as coal. It will take a 
relatively high price to cause the marginal price of coal generation to exceed the 
marginal price of gas generation across many MWhs of operation. 

C. Wholesale Power Markets Can Deliver Windfall Gains to Generators and Multiply the 
Cost of Carbon Reduction to Consumers 

Applying high carbon prices to marginal generation units can greatly raise the cost of the carbon 
program to consumers, particularly if the total cost to consumers is measured on the cost-per-ton 
of avoided GHG emissions. This problem has been documented in a variety of studies. 

One report from the Electric Power Research Institute modeled the effect of various levels of 
carbon taxes or allowance prices in the upper Midwest, which is highly dependent on coal, and in 
Texas, which relies heavily on gas.’ That study found that in the upper Midwest, a carbon charge 
of $25/ton would raise wholesale power prices $2 1/MWh. This would almost double the 
wholesale price of electricity in that region, but have little impact on emissions, “[E]ven a CO 2 
value of $50/ton would produce only a 4 percent reduction in regional emissions given the 
current generation mix.”'° 


9. Victor Niemeyer, The Change in ProJit Climate: How Will Carbon-Emissions Policies Affeci ihe 
Generation Fleet?, PUBLIC UTILITIES FORTNIGHTLY, May 2007, at 20, 24. 

to. Id. 
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In Texas, the problem is different, but the result is similar. Because gas plants comprise a large 
fraction of the ERCOT mix, and are at the margin already, high carbon prices raise the price of 
power with very little impact on overall emissions; “When gas is selling for around $8/MMbtu, 
even a CO 2 value of $40/ton produces little emissions reduction” from the existing mix. ’ ' 

Another recent study looked at the same question in the PJM Interconnection, the power pool 
covering the Mid-Atlantic region and much of the Midwest. The PJM study estimates the 
increased wholesale energy market prices, and cost to consumers, that would result from various 
cap and trade proposals in the year 2013. PJM estimates that, if the price of carbon dioxide 
emission allowances were $20 per ton, then the “impact on the PJM Energy Market could be 
power price increases as high as $ 1 5/M Wh, and market-wide expenditures increase by as much 
as $12 billion, while providing emission reductions from PJM sources of approximately 14 
million tons.” As Sonny Popowski, the Pennsylvania Consumer Advocate points out, the 
impact on consumers in the power market is far higher than the marginal cost of carbon in 
carbon markets. The PJM study suggests that PJM customers could pay $12 billion in higher 
energy prices in 2013 in order to reduce emissions by 14 million tons, which comes out to a cost 
of over $8 SO per ton of carbon dioxide reduction. 

It is important to note here that extreme price impacts are not inevitable. They are in fact 
avoidable through sound program design, employing three design elements. First, the climate 
program will need to rely substantially on programs and policies, not just carbon prices, to 
deliver low-carbon resources to the power mix. Policies such as renewable electricity standards, 
efficiency programs and standards and low-carbon R&D programs will add low-carbon 
resources to the power system without requiring across-the-board increases in power clearing 
prices to pull them into the mix. Second, allowances should be auctioned to emitters, and 
allowance value should be recycled for the benefit of consumers. And third, the majority of 
auction proceeds should be invested in low-cost energy efficiency, which will provide greater 
benefits to consumers over time than short-term cash payments or bill reductions. 

D. Most Savings Will Come From Programs and Policies, Not Carbon Prices 

One of the most important lessons of cap-and-trade analysis performed in the RGGI region and 
in California to implement AB32 is the growing understanding that most of the GHG reductions 
that will occur during the period of the planned cap-and-trade system will come about as a result 
of regulatory programs and policies, and not as a result of the price constraints imposed by the 
cap. These programs are not merely “complementary” to the cap-and-trade design, they are the 
essential foundation stones of a successful GHG reduction program. In particular, energy 


It. Id. 

Potential Effects of Proposed Climate Change Policies on PJM’s Energy Market, PJM, Januai'y 23, 2009 (at page 

25)- 

The reductions in carbon emissions will occur through the displacement of some coal generation by natural gas 
generation, which typically has a higher fuel cost, but a lower carbon emission rate than coal. As noted above, the 
high consumer cost per ton of reduction is due to the carbon adder having raised the clearing price of power across 
the entire market, including prices paid to the legacy nuclear units whose costs and operations are largely unaffected 
by the GHG program. See Testimony of Sonny Popowski, Consumer Advocate of Pennsylvania, Subcommittee on 
Energy and Environment, US House Energy and Commerce Committee, March 12, 2009. 
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efficiency is the cornerstone resource, the key to cost containment, and the equivalent of a 
“carbon scrubber” for the electric power sector. 

Analysis of the recently-adopted carbon management plan in California provides the clearest 
evidence of this reality. The Global Warming Solutions Act (AB 32) calls for California to 
reduce greenhouse gas emissions to 1990 levels by 2020 (i.e., 30 percent from business-as-usual 
emission levels projected for 2020), or about 15 percent from today’s levels. 

The AB 32 Scoping Plan developed by the California Air Resources Board in consultation with 
the California Energy Commission and Public Utilities Commission recognizes the need for 
policies and programs that complement and strengthen cap-and-trade to achieve these aggressive 
reductions, in both capped (i.e., covered by cap-and-trade) and uncapped sectors. These 
policies include: (1) expanding and strengthening existing energy efficiency programs as well as 
building and appliance standards; (2) achieving a statewide renewables energy mix of 33 
percent; (3) implementing the Pavley fuel efficiency standards and low carbon fuel standard and 
(4) creating targeted fees, including a public goods charge on water use. 

While termed “complementary policies,” these initiatives are in fact the principal means of GHG 
reductions in California, accounting for more than 75% of the emission reductions that 
California expects to achieve in the capped sectors — i.e., for transportation fuels, energy 
sector, industrial sources and natural gas use.'* The role of these foundation policies for the 
electricity sector alone is even more striking. By 2020, increases in energy efficiency and 
renewables through standards, regulatory reforms and expanded program incentives are expected 
to reduce greenhouse gas emissions to a level 6 MMT below baseline emission levels for this 
sector. That is, complementary policies in the electricity sector will account for more than 
100% of this sector’s proportional emission reductions by 2020, and will be providing net 
reductions that will be of value in other sectors of the economy. 

The California AB 32 experience provides two crucial lessons for federal legislation: First, low- 
carbon policies can play a powerful role in reducing GHG emissions, and in reducing the cost of 
delivering GHG reductions. Second, since many low-carbon programs and policies (e.g., 
building codes, utility efficiency programs) are in fact delivered by state, local, and utility 
administrators across the nation, national climate legislation will need to recognize and support 
those mechanisms to deliver needed national GHG reductions. 


The sectors covered by cap-and-trade under the Scoping Plan are energy sector, transportation hiels, industrial 
sources and natural gas use. 

AB 32 Scoping Plan October 2008 at p.2I. (77% of the reductions in capped sectors are attributable to these 
foundation policies). 

AB 32 Scoping Plan, Appendix F, Table 44: CaJifomia GHG Inventory by Category as Defined in the Scoping 
Plan. This table shows that the 2020 forecast of “business as usual” emissions for the electricity sector (both in-state 
generation and imported electricity) at 139.2 MMT, and 2(K)2-2004 average numbers (as close to the 1990 baseline 
available for electricity emissions in the report) at 109 MMT. From Table 2 of the Scoping Plan, electricity end-use 
energy efficiency measures account for 15.2 MMT. Subtracting expected energy efficiency and RPS savings due to 
complementary policies in the electricity sector ( 1 5.2 and 2 1 .3 MMT, respectively) from 1 39.2 MMT “business as 
usual” emissions in 2020 from that sector yields 102.70 MMT — or about 6 MMT below the 2002-2004 baseline 
level of emissions for the electricity sector. 
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The ACES bill under discussion today is notable in its recognition of these issues by the 
inclusion of important sections to create a Renewable Electricity Standard, an Energy Efficiency 
Resource Standard, Congressman Welch’s proposal to support greater energy efficiency in 
buildings, among other provisions. These mechanisms, and many other policies and programs 
delivered by states and local governments will create the foundation of lower-cost emission 
reductions to support an effective carbon cap-and-trade program. 


II. Energy Efficiency is the Cornerstone of a Successful Climate Program 

A. The Efficiency Reservoir is Large and Still Largely Untapped 

To many knowledgeable observers, the highest-priority solution to reduce power system 
emissions is aggressive, accelerated investment in energy efficiency. Several well-documented 
studies demonstrate that the cost-effective reservoir of efficiency opportunities is large enough to 
meet 50% to 100% or more of all new electric demand. 

The efficiency reservoir can be tapped at low cost. End-use efficiency is the least costly means to 
significantly reduce carbon emissions from the power sector. Cost-effective efficiency provides 
“avoided tons” of carbon at negative cost. By any measure, this approach is less expensive than 
low-emission generation alternatives. In electricity markets, the efficiency savings potential has 
been shown to be on the order of 25% of total electricity usage at a levelized cost of about three 
cents per kilowatt-hour (kWh).'* This is much less than the average national retail price of 
electricity, currently more than 8 cents per kWh.'^ This is also less than the marginal generation 
cost of new power plants, estimated, depending on the technology, to cost 5 to 1 0 cents per kWh, 
and sometimes much more.^" Energy efficiency is the equivalent of a low-cost “carbon scrubber” 
for the power sector. 

The scale of the efficiency-based emissions reduction potential is also significant. 
Intergovernmental Panel on Climate Change (IPCC) studies reveal that across many sectors, the 
efficiency potential is quite large; the buildings sector provides one of the largest sources of 


I 7. See, e.g. , iNTERLABORATORY WORKINC. GROUP ET AL., SCENARIOS OF U.S. CARBON REDUCTIONS'. 

Poi tN riAL Impacts of Energy Technologies by 2010 and Beyond 1.5, ibl, 1. 1 (1997), available at 
hilp://enduse.lbl,gov/projects/51ab.html (follow “Chapter 1 - Analysis Results” hyperlink under “Publications”) 
(comparing Ihe country's projected energy usage in both “business-as-usual” and “efficiency” scenarios between 
1997 and 2010). More recent studies in the western and northeastern U.S. have reached simitar conclusions. See The 
Southwest Energy Efficiency Project, The Nf.w Mother Lode at 1-6 (2002), available at 
htlp://www. swenergy.org/nmi.29ew_Mother_Lode.pdf (stating that “there is large potential for increasing the 
efficiency of electricity use and reducing load growth in the southwest region”); OPTIMAL ENERGY, INC., 
Economically Achievable Energy Efficiency Potential in New England 5 (2005), available at 
http://www.neep.org/files/Updated_Achievabie_Potential_2005.pdf (explaining that there are numerous 
opportunities to obtain energy savings in the residential, commercial, and industrial sectors). 

18. See Martin Kushler ET AL., FIVE YEARS In: An EXAMINATION OF the First Half-Decade of Public 
Benefits Energy Efficiency Policies, 29, 30 tbl.5 (2004), available at http;//www.aceee.org/pubs/u041 .htm 
(stating that the efficiency programs in the aggregate are very cost-effective, with savings ranging from $0,023 to 
S0.044/kWh). 

19. Energy Information Administration, Total Electric Power Summary Statistics (Aug. 25, 2008), 
http://www.eia.doe.gov/cneaf/electricity/epm/tabIeesla.htmL 

20. Lazard, Levelized Cost of Energy Analysis - Version 2.0 at 2 (2008), available at 
http://www.narucmeetmgs.arg/Presentations/2008%20EMP%20Levelized%20Cosl%20of/o20Energy%20- 
%20Master%20June%202008%20(2).pdf 
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GHG emission reductions occurring through efficiency actions.^' Another recent study 
conducted by the McKinsey consulting firm for the Natural Resources Defense Council (NRDC) 
found that by 2050 energy efficiency could reduce U.S. carbon dioxide emissions by 40%: 16% 
from buildings; 13% from transportation and smart growth communities; and 11% from 
industrial efficiency."^ The results of this analysis through 2030 are shown in figure 1 below. 





Soutcio: McKiTisuv ariBly^<i 

Note: Ttitf McKinu^y ropon only o.vjminM a sieiwiarks throtjrtfx 2030, MBDC rwetrsinmem'fs a «K>al of SO perniint otnisnissns. |•ftclucliol•lS^ bv 2050, 


Figure 1: Cost of Energy Efficiency Measures and 
Scale of Potential in U.l Through 2030 


Figure 1 ranks GHG reduction potential by cost from left (greatest savings to implement) to right 
(most expensive to implement). The width of the bars represents the magnitude of potential GHG 
reductions in each category of actions. The carbon reduction options on the left end of the graph 
are almost all energy efficiency technologies. These efficiency options show a negative net cost 
of CO 2 abatement and account for almost half of the total emission reductions on the graph. 
Importantly, the net financial savings from the efficiency options offset the costs of the emission 
reductions on the right side of the graph — those with net positive costs. These efficiency 
technologies are therefore essential to achieving an entire package of emissions reductions at a 
low net cost to the economy. 

Analyses in the U.S., as in most countries, “have shown that the efficiency potential has been 
tapped only in small measure.”^^ These analyses, coupled with the IPCC and McKinsey studies. 


2 1 . [NTEROOVERXMENTAL PANEL ON CLIMATE CHANGE (WORKING GROUP HI TO THE FOURTH ASSESSMENT 
Report of the IPCC), Climate Change 2007: Mitigation 9, 10 tbl.SPM.3 (Bert Melz el al. eds. 2007), available 
at http://www.ipcc.ch/ipccrcports/ar4-wg3.htm (follow “Chapter 1 1 : Mitigation from a cross-sectoral perspective") 
[hereinafter MITIGATION]. Tfiis is partly attributable to the fact that the IPCC's methodology inciude.s electricity 
generation related GHG emissions in the end-use sectors rather than in Uie energy supply sector. Id. at 10. 

22. Natural Resources Defense Council, The New Energy Economy: Putting America on the Path 
TO Solving Global Warming 6 fig. I (2008), 

23, Steven R. Schiller et al.. Energy Efficiency and Climate Chance Mitigation 
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confirm that efficiency presents a major opportunity for addressing climate change.""' 
Furthermore, these studies show that with policy commitments, aggressive efficiency 
investments can meet most of the expected growth in U.S. energy demand. “Accelerated energy 
efficiency technology development can arrest the growth in GHG emissions that would 
otherwise occur with continuing demand growth, especially in the power sector.”^^ 

The most detailed analysis of the efficiency potential in a US carbon program was recently 
completed for the California GHG reduction plan mandated by AB32, and confirms the general 
point. The analysis of greenhouse gas emissions reductions in California demonstrates that 
complementary programs to increase energy efficiency could save up to 14 million metric tonnes 
of C02 per year at a net savings between $80 and $100 per tonne of C02 reduction. This 
includes all the costs associated with installing energy efficiency measures in homes and 
businesses — including financial incentives, customers’ out-of-pocket expenditures and program 
administration. To put this amount of C02 reduction in perspective, California’s electric sector 
emits on the order of 100 million tonnes per year. This means that energy efficiency alone could 
reduce those annual emissions by an impressive 14% and save consumers money in the 
process. 


B. Cap-and-Trade Basics; Why Cap-and-Trade Must Be Designed to Support Efficiency 

One of the principal aims of cap-and-trade programs is to lower the overall societal cost of 
environmental improvement. Since it will cost far less to avoid carbon emissions through energy 
efficiency than by adding or substituting expensive low-emissions generation on the grid it is 
entirely consistent with the overall goals of cap-and-trade to design a trading system that builds 
directly on efficiency as a resource. Simply stated, a carbon program that directly mobilizes end- 
use efficiency will cost less and achieve more than one that focuses only on generators, 

However, realizing these opportunities will take policy actions, including improvements in the 
allocation of carbon credits in any national cap-and-trade program. 

There is pretty broad agreement among air experts that the U.S. Acid Rain Program and similar 
programs modeled on it — including the NO* trading program — have successfully lowered 
emissions at a lower cost than historic command and control systems. The success of this model 
has led many decision makers to conclude that carbon cap-and-trade programs should be built on 
the same basic structure. However, this does not mean that we should extend this model directly 
to carbon cap-and-trade systems. There are several crucial differences. 

• First, carbon reduction programs are going to involve a lot more dollars including much 


Policy 3 (2008), available at http;//www.schiner.coni/images/Schiller_et_alkenergy__efficieticy_cUmate paper.pdf 
(providing policy recommendations for reducing greenhouse gas emissions through increased energy efficiency); 
see also iNTliRLABORATORY WORKING GROUP ON ENERGY-EPFICIENT AND CLEAN ENERGY TECHNOLOGIES, 
SCENARIOS FOR A CLEAN ENERGY FUTURE 7, 1 (2000), available at http://www.oml.gov/sci/eerc/cei7index.htm 
(follow “Chapter 7 — Electricity Sector” hyperlink under “Main Report”) (noting that “significant opportunities 
exist to reduce the demand for electricity”); Steven Nadel et al.. The Technical, Economic and Achievable 
Potential for Energy-Efficiency in the U.S. 1 (2004), available at http://accee.org/conf/04.ss/memela.pdf 
(explaining that “a very substantial, technical, economic and achievable energy efficiency potential remains in the 
U.S.”). 

24. Schiller, note 24, at 3. 

25. Id 

Analysis performed by Ethree, for the California Air Resources Board, Scoping Plan for AB 32 (2008). 
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larger economic transfer payments over time. Any flaws in architecture will have a much 
greater impact on both efficiency and equity goals. 

• Second, energy markets are profoundly different today. When the Acid Rain Program was 
designed, almost all generators were part of vertically-integrated, rate-regulated companies. 
Generators compliant with their emissions allotment did not need to purchase additional 
allowances. Generators needing to purchase allowances could pass through their direct costs 
in rate cases on a cost-of-service basis. In either case, vertically-integrated utilities, regulated 
on a cost-of-service basis, could charge consumers only their direct compliance costs. 

Today, U.S. power markets are much more complex, and about half of the power sold passes 
through wholesale markets that are not rate-regulated. In those markets, carbon policy can 
raise the price of all power sold in the market, including power from plants that have no 
carbon costs. As a result of these market effects, cap-and-trade designs that might work well 
in about half the nation would confer windfall gains on generators and inequitable results for 
consumers in the other half 

• Third, control options for carbon and conventional pollutants are quite different. SOx and 
NOs reductions can usually be attained by generators at power stations through changes in 
fuel inputs — switching to low-sulfur coal, for example — or plant modifications, such as 
scrubbers. In contrast, there is today no practical way to add a carbon scrubber to a 
conventional power plant.^® Real reductions in carbon intensity will come primarily from 
actions taken mostly by power buyers. Such actions include substituting gas or renewables in 
the resource mix of a load-serving entity (LSE) or adding more efficiency and reducing 
consumption generally. Consumers — not fossil generators; — will need to take and pay for 
these actions. It is widely understood that the Acid Rain Program did almost nothing to 
promote end-use efficiency, while a climate change program will have inspire substantial 
end-use efficiency improvements in order to be effective. 

C. The Good News: Efficiency Programs are More Powerful than Price Increases or 
Supply-side Carbon Prices 

The existence of market barriers and inelastic demand does not means that efficiency resources 
must be tapped through proven techniques that surmount those obstacles. More than two decades 
of experience with utility DSM programs has demonstrated in practice that well-managed 
efficiency programs can deliver significant savings to the power grid, and thus can lower carbon 
emissions at a low cost to the nation. 

The power system will realize about five to seven times more savings from each dollar 
spent in a well-managed efficiency program — in MWh and resulting GHG emissions — than it 
will through a generalized, across-the-board price increase. The following example illustrates 
this reality. The example calculates the reductions in GHG emissions likely to result from two 


27. Using the single-price auction rules now governing organized wholesale markets, all generators get the 
benefit of higher clearing prices, and all consumers have to pay (some immediately, some later when long-term 
contracts turn over). If fossil units setting the clearing price raise their bids due to the value of allowances they must 
use, costs will rise for consumers across all MWh sold in that market. These costs to consumers can be much higher 
than the actual cost of allowances to generators, especially if the allowances were awarded to emitters for free. 

28. Burning low-sulfur coal or scrubbing emissions of conventional pollutants do not materially alter the 
carbon content of the emission stream, while carbon capture and storage options are at present too costly to be 
realistic as add-on options for existing power plants. 


11 



513 


cases using the generation, rates, and sales characteristics of a large U.S. Midwestern state: 

(a) Adding a 3% increase in prices, such as might result from a rate increase or a small increase 
in fuel prices due to an upstream carbon tax or auction price; and 

(b) Taking the same 3% rate increase or carbon cost, but assuming that the revenue is invested in 
utility-sponsored or third-party energy efficiency programs at a cost of 3 cents/kWh.” 

Due to the low price-elasticity of demand for electricity, the rate increase itself would result in a 
small decrease in demand and a corresponding reduction in emissions. If the proceeds from a 
system benefit charge or carbon credit auction are invested in programmatic energy efficiency, 
however, the savings are much greater — in both MWhs and in GHG emission reductions.^® 
Figure 2 illustrates that investing the proceeds of a carbon charge in energy efficiency in this 
manner will in fact increase the savings by a factor of five in the first decade.®' Extended over a 
longer time frame, the GHG savings will grow to seven times larger through intentional 
efficiency programs than through the price increase alone.®® 


Annual CO a Emissions Saved by: increasing Rates 3%; and increasing Rates 3% to 
Fund Energy Efficiency (OWo Example) 
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Figure 2: Efficiency programs save 5 to 7 limes more carbon than carbon taxes or auction prices 
(for the same consumer cost) 


29. Many successful efficiency programs deliver significant savings at an average cost of roughly 3 cents per 
kWh saved. Martin Kushler et al., supra note 18, at 30 table.5. 

30. A system benefit charge is a charge on consumers’ bills from an electric distribution company to pay for 
the costs of certain public benefits such as low-income assistance and energy efficiency. 

3 1 . Given Ohio’s consumption levels and power mix, raising rates without adding programmatic energy 
efficiency investments would save about 83 million tons of CO 2 between 2007 and 2018; raising rates along with 
energy efficiency investment would save nearly 420 million tons over the same period. 

32. Over a twenty-year period the ratio stabilizes at about 7:1. This is because some of the early efficiency 
measures are retired, and program funds arc used to replace the savings they were delivering. 
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Pollution programs that focus only on the supply side raise the price of electricity but only 
incidentally reduce demand. For a given cost to consumers, society can reduce much more 
carbon pollution through energy efficiency programs than it can through cap-and-trade programs 
that focus only on the supply side, raise the price of electricity, but only incidentally reduce 
demand. 

III. Cap-and-Trade Design Choices for Efficiency and Cost Containment 


How can cap-and-trade architecture mobilize efficiency for carbon reduction? 

A. Lessons from RGGI and the Northeast States: The Consumer Allocation 

The Regional Greenhouse Gas Initiative (RGGI) is the leading effort in the United States to cap 
GHG emissions from the power sector. The RGGI region now extends to ten states, stretching 
from Maine to Delaware.^^ The RGGI Memorandum of Understanding sets out the essential 
elements of a proposed Model Rule, which arc being adopted by each participating state. 
Rulemakings have been completed across the region, and with cap-and-trade implementation is 
beginning in 2009.^^ 

One of the key achievements of the RGGI process has been the creation of a formal consumer 
allocation of carbon credits, rather than the automatic allocation of all credits to generators on the 
basis of their historic emissions. This is a significant departure from previous cap-and-trade 
regimes. Depending on how states implement this objective and the market price of allowances, 
it will substantially advance investments in energy efficiency in the RGGI region. A recent 
analysis by the RGGI state staff found that if 100% of RGGI allowances were auctioned in each 
state, per capita energy efficiency program spending could increase by 10% to 443% for each 
state if allowances sell for $2 per ton; or by 15% to 664% if allowances sell for $3 per ton.^^ 

Both experience and economic studies show that there can be very large generator windfalls 
from the wrong type of carbon allocation. Several studies on the free allocation of carbon 
allowances to generators have found the likelihood of substantial windfall gains to generators. 
One study prepared for RGGI estimated that total generator windfalls from 100% historic free 
allocation could total $1 billion or more annually. More generally, the Congressional Budget 
Office found that for the nation as a whole, “[pjroducers would have to receive only a modest 
portion of the allowances to offset their costs from a cap on carbon emissions.”^’ European 


33. Six stales in New England, plus New York, New Jersey, Delaware, and Maryland have enacted 
implementing regulations. Pennsylvania is officially an observer state. 

34. Regional Greenhouse Gas Initiative Memorandum of Understanding, 6-7 (2005), available at 
http;//www. rggi.org/docs/mou 12_20_05.pdf . While styled as a “regional” effort, there is no regional governmental 
body with regulatory authority to implement RGGI. Individual states must enact their own regulations, simply 
agreeing to recognize carbon credit trading with credits from other states on a reciprocal basis. Id. at 7. 

35. Press Release, Reg’J Greenhouse Gas Initiative, RGGI States Announce Preliminary Release of Auction 
Application Materials (July II, 2008), http://www.rggi.org/docs/200807I lnews_release.pdf. 

36. Memorandum of Understanding, supra note 34, at 6. 

37. Rhg’l. Greenhouse Gas Initiative (RGGI), Potential Emissions Leakage and the Regional 
Greenhouse Gas Initiative 19 (2008), available at http://www.rggi.org/docs/2008033 1 leakage.pdf. 

38. Dallas Burtraw et al.. Allocation of CO2 Emissions Allowances in the Regional Greenhouse 
Gas Cap-and-Trade Program 52 tbl. 19 (2005), available at http:/www. rff.org/documents/RFF-DP-05-25.pdf. 

39. Cong. Budget Office, Issues in the Design of a Cap-and-Trade Program for Carbon Emissions 
4 (2003), available at htlp://www.cbo.gov/doc.cftn?index=486l&lype=0. Others have found that generators would 
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governments that initially allocated allowances to generators on a free, historic basis are now 
reversing course and moving to an auction-based system.''® 

Broad Support for Efficiency and the Consumer Allocation 

In December 2005, the governors of seven of the RGGI states signed the RGGI Memorandum of 
Understanding, which includes a provision requiring each state to assign at least 25% of its 
carbon allowances to a consumer allocation."" Shortly thereafter, Vermont enacted legislation 
confirming Vermont’s participation in RGGI and creating a 100% consumer allocation of carbon 
credits to be applied entirely to energy efficiency."'^ The legislation stated: 

In order to provide the maximum long-term benefit to Vermont electric 
consumers, particularly benefits that will result from accelerated and sustained 
investments in energy efficiency and other low-cost, low-carbon power system 
investments, the public service board . . . shall establish a process to allocate 100 
percent of the Vermont statewide budget of tradable power sector carbon credits 
and the proceeds from the sale of those credits through allocation to one or more 
trustees acting on behalf of consumers. . . 

Vermont thus became the first jurisdiction to create a substantial consumer allocation of power 
sector carbon credits and the first to use those credits to finance expanded investments in energy 
efficiency."''' 

Other states in the RGGI region are also allocating a significant percentage of allowance 
proceeds to energy efficiency. For example, in New York, the largest RGGI state, up to 97% of 
allowances will be auctioned, with up to 100% of auction proceeds dedicated to improving 
energy efficiency."'* In Connecticut at least 70% of allowance proceeds will be invested in 
energy efficiency and conservation programs.'"' In Maine, most allowance proceeds will be 
transferred to a consumer benefit account, with a portion targeted at manufacturing facilities’ 
combined usage of heat and power."'’ Massachusetts Department of Energy Resources 


require as little as 1 1% of allowances to recover their compliance co.s(,s in a cap-and-trade program. DALLAS 
BURTRAW & Karen Palmer, Resources for the Future, Compi nsation Rules for Climate Policy in the 
Electricity Sector 41 (2007), available at http://www.rff.org/rlX'Documents/RFF-DP-07-41.pdf. 

40. See, e.g.. Environmental Audit Committee, The International Challenge of Climate Change: 
UK Leadership in the G8 & EU, 2004-5, H.C. 105. at 17. available at 

http://www.publication.s.parliament.uk/pa/cm200405/cmselect/cmenvaud/105/105.pdf (stating that “[w]e also noted 
that the use of grandfathering as a means to allocate emissions permits is likely to result in substantial windfall 
profits for power generators throughout the EU”). 

41. See Memorandum of Understanding, supra note 34, at 6. In 2007, Massachusetts, Rhode Island and 
Maryland signed the Memorandum of Understanding and joined the initiative. Regional Greenhouse Gas Initiative 
History, htlp://www .rggi.org/about/history (last visited Sept. 21, 2008). 

42. 2006-123 Vt. Adv. LeGIS. Serv. 1 (LexisNexis) (codified at VT. Stat. ANN. tit. 30 § 255(c)(2) 

(2007). 

43. Id. (emphasis added). 

44. In 2008, the Vermont legislature revisited this issue, confirmed the consumer allocation for efficiency, 
and directed that the credit value be used to support efficiency in buildings across all fuels on a “whole buildings” 
basis. See Vermont Energy Efficiency and Affordability Act, 2008-92 Vt. Adv. Legis. Serv. 11,15 (LexisNexis) (to 
be codified at Vt. Stat. Ann. tit, 30 § 235) (stating that “programs, measures, and compensation mechanisms shall 
include fuel efficiency services that . . . produce whole building and process heat efficiency”). 

Environment Northeast, State Policy Status (2008), available at httD://www.env- 
ne.ors/nubUc/resources/Ddf/ENE RGGI StatePolicvStatusTable Q82908,pdf . 

46. Id. 

47. Press Release, State of Maine, Dep’t of Envtl. Prof., DEP Issue Profile: Regional Greenhouse Gas 
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regulations express an intention to use the proceeds for energy efficiency, and additional 
legislation is pending.'*® Currently, most states are in the process of codifying how allowances 
are used through proposed legislation and rulemaking proceedings. Between 90% and 100% of 
allowances currently are expected to be auctioned in each state. Some of the states are directing a 
percentage of allowances for certain set-asides or direct allocations, but these are transitional and 
are expected to phase out over time. In every state that is in the more advanced stages of its 
decision-making, energy efficiency is the primary activity for RGGl allowance proceeds. Across 
the ten-state RGGI region, approximately 90% of total allowances will be auctioned, with 
as much as 80% of auction revenues (roughly 70% of total allowance value) dedicated to 
investments in end-use energy efficiency. 

This history is persuasive evidence of the importance of efficiency in carbon management: in a 
region of the country that has deep experience with efficiency programs and benefits, all ten 
RGGl states have adopted policies to auction emission allowances to generators and to apply the 
large majority of auction proceeds to deeper efficiency attainment. Governors, legislators, and 
regulators across the region are convinced that the RGGl consumer allocation for efficiency will 
lower power costs, lower carbon costs, and the cost of the RGGl program generally. 


B. Creating the Consumer Allocation in National Legislation 

The simplest way to mitigate generator windfalls, and reduce the unnecessary rate impacts of a 
generator-based cap, is to award almost all of the power sector’s allowances in each 
compliance period to consumers, represented by their local distribution companies (LDCs) 
or other supervised trustees acting on their behalf.*’ By selling these allowances in the 
allowance market to emitters, consumers’ agents can recover some of the generator windfall that 
flows from the structure of today’s wholesale power market. This revenue-recapture mechanism 
is essentially a market-based means of doing through program design a part of what regulators 
historically would have done through cost-of-service ratemaking. 

A consumer allocation focused mainly on local distribution companies has the additional 
advantage of treating consumers in all parts of the country on an even basis. As noted earlier, 
about half of the power sold today is sold by generators in wholesale markets with “single 
clearing price” rules, while generation in other states and regions remains under the historic 
vertically-integrated, rate-regulated system. Because of these differences, awarding free 
allocations to generators would produce greatly different results for shareholders and for 
consumers in different states. But in all regions of the nation, there is a common denominator in 
the local distribution company, which remains a regulated wires monopoly. The National 
Association of Regulatory Utility Commissioners (NARUC) has concluded that to protect 
consumers and to provide even treatment across the nation, allowances should be allocated to the 
LDCs, supervised on behalf of consumers (or given to other consumer trustees created and 
supervised by the states). The NARUC Resolution on point, adopted in 2007, states: 


tnitialive (July 23, 2008), http;//n]aine.gov/dep/air/greenhouse/pdf/RGGI%20i.ssue%20profile%20(2).pdf. 

48. Massachusetts Department of Environmental Protection, Frequently Asked Questions: Regional 
Greenhouse Gas Initiative (RGGl), http://www.mass.gov/dep/ajr/climatc/rggifaq.htm (last visited Oct. 9, 2008). 

® Depending on how large various “off the top” allocations are, the consumer allocation should comprise 
about 35% to 40% of lota) allowances. 
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“Any emissions allowance allocation program should assign all allocated allowances 
available to the electricity sector to local distribution companies providing a regulated 
local distribution function for end-user customers (including vertically-integrated 
utilities, distribution utilities, rural-electric cooperatives, municipal distribution systems, 
and all other entities providing distribution service directly to end-user customers subject 
to State regulation or its equivalent). This approach will allow State PUCs or other 
authorities to ensure that the value of these no-cost allowances will inure to the benefit of 
end-use consumers. Alternatively, States should be able to adopt other methods for 
distributing benefits to end-use consumers.”^ 

The Consumer Allocation is not simply a matter of accommodating the states. Under well- 
established principles of ratemaking, LDCs will have to account for the receipt of allowance 
value as utility income, and will need to recycle the revenue to advance consumer welfare. As 
NARUC more recently pointed out, “such an allocation ensures that allowance value will be 
used for public purposes rather than to enhance the profits of private investors. Under State 
regulation, this value would be passed along to the utility’s consumers in the form of lower 
prices or through additional expenditures for energy efficiency or low-income assistance 
programs.’’^' 

C. Using the Consumer Allocation to Support Efficiency and Lower the Cost of Carbon 
Management 

Recapturing and recycling generator price increases to consumers will lower the consumer cost 
of a carbon capture program. But in what form should those benefits be returned to consumers? 
Some consumer advocates will naturally propose that revenues from the sale of carbon credits 
should be returned to consumers in the form of rate rebates. However, this will not produce the 
best long-term results for consumers. 

The best outcome for consumers as a whole, and the best way to lower the societal cost of 
carbon reduction, is to invest carbon credit revenues in low-carbon resources — especially 
low-cost energy efficiency measures. There is good evidence for this conclusion. For example, 
modeling runs conducted by ACEEE for RGGl revealed that increasing the region’s spending on 
energy efficiency was the key to lowering the overall cost of RGGl’s planned carbon reductions 
to the economy. That study found that doubling investments in energy efficiency throughout the 
RGGI region would lower projected load growth by two-thirds by 2024.^^ Efficiency also 
reduces carbon emissions, holding them roughly constant during the same period — compared to 
a 15% rise in the base case — and greatly reduces the cost of meeting RGGl’s overall carbon 
objectives. The ACEEE study also concluded that doubling efficiency could avoid around 8,000 
MW of new capacity additions, and by 202 1 would reduce the average annual household power 
bill by over $100. 

While the nation’s supply of low-cost efficiency investment opportunities is not infinite, the 


Resolution on Federal Climate Legislation and Cap-and-Trade Design Principles {Adopted by NARUC 
November 2007)-(emphasis added). 

Letter from Frederick Butler, President of NARUC , and Commissioner Rick Morgan to 0MB Director 
Peter Orszag March 17 2009. 

52. William Prindle, et al„ F,nergy Efficiency’s Role in a Carbon Cap-ano-Trade System: 
Modeling Results from the Regional Greenhouse Gas Initiative iii (2006), available ai 
http://aceee.org/pubs/e064.pdf7CFlD=1812522&CFTOKEN=798299427. 
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untapped efficiency reservoir is quite large. Additional investments in cost-effective efficiency 
measures will provide a large initial block of carbon reduction at the lowest cost to consumers 
and the economy. Governments can provide a greater long-term benefit to consumers by selling 
carbon credits to emitters and investing the revenues in low-cost efficiency rather than using the 
funds to provide short-term consumer rebates. Recycling the credit revenues through efficiency 
services can lower the cost of carbon reduction to consumers and the economy. It can also 
advance other goals, including lower power bills, avoiding expensive transmission and 
distribution upgrades, and greater power system reliability.^^ 

A comprehensive set of recommendations along these lines has been developed by a broad coalition of 
business, environmental, and efficiency groups, which concluded that “It is important to capture as much 
cost-effective energy efficiency as possible in order to meet climate goals and reduce the cost of a cap- 
and-trade program.”’"* Their report concludes that investment is needed rising to about $15-20 billion 
each year for energy efficiency deployment programs and policies, with most of that revenue coming 
from the allocation or auction of carbon allowances. Proceeds from the consumer allocation 
recommended here would provide the revenue needed at the state and local levels to develop and 
implement those efficiency programs and carbon reductions. 

D. Adding a Performance Incentive to the Consumer Allocation 

This testimony has set out the reasons for allocating power sector emission allowances to local 
distribution utilities or other state-supervised trustees on behalf of consumers. It has also 
demonstrated the reasons that a large fraction of that allowance value, to total S15 billion to $20 
billion per year, should be dedicated to consumer benefits via energy efficiency investments. 

We now turn to the question of how allowances should be allocated among the states and LDCs. 
While many different formulas arc possible, they will need to balance a variety of factors, 
including: 

• Recognizing the baseline emission rates and MWh sales levels in each state or service 
territory; 

• Ensuring that the formula does not reward increased per capita consumption or penalize 
effective efficiency efforts in the states; 

• Accounting for appropriate load growth associated with underlying population growth; 

• Smoothing out volatility in demand and consumption due to short-term weather 
conditions; 

• Providing adequate incentives to state and local governments and utilities to help 
customers reach greater levels of end-use efficiency; and 

• Ensuring that all states and regions of the nation are treated equally and fairly. 


53. Reduced consumption will tower power maiket clearing prices, producing an anti-windfall effect 
benefiting all consumers; it will lower power bills for consumers who install efficiency measures; and it will lower 
demands on transmission facilities and improve reliability. For an overview of the multiple benefits of power sector 
end-use efficiency, see Richard Cowart, Efficient Reliability: The Critical Role of Demand-Side 
Resources in Power Systems and Markets (2001), available ai 
^|tp://www.raponline.org/Pubs/GeneraI/E ffReIi.pdf. 

Reducing the Cost of Addressing Climate Change Through Energy Efficiency, Consensus Recommendations for 
Future Federal Climate Legislation in 2009. Signatories include the Alliance to Save Energy and ACEEE, along 
with the American Institute of Architects, the Real Estate Roundtable, the National Association of Energy Service 
Companies, the Sierra Club and the Natural Resources Defense Council. 
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While the initial distribution of allowances can be based entirely on a formula that weighs such 
factors as historic emissions, historic consumption, and population, in later years, performance in 
the delivery of energy efficiency should also become a factor. The inescapable point is that 
increased cost-effective efficiency in any state will provide benefits to consumers, the 
environment, the nation’s energy security, regional power reliability, and to the economy. It is 
thus in the nation’s interest to provide support and incentives to states, local governments, and 
utilities to improve end-use efficiency. At the same time, we should recognize that many of the 
public programs and policies that deliver end-use efficiency do not necessarily require significant 
spending to be successful {e.g., codes and standards, education programs, market transformation 
activities). 

The national program should not focus exclusively on spending for efficiency, but also on measured 
improvements in efficiency - regardless of spending levels. Over time, a growing fraction of the overall 
consumer allocation should be distributed to states and utilities on a performance basis. One advantage 
of this approach is that this part of the national program would not need to mandate spending levels, 
or dictate methods or means of achieving efficiency goals. States, local governments, utilities, 
and third parties should be free to use a variety of techniques and to experiment. Building codes, 
standards, incentives, utility programs, ratemaking, smart growth policies, competitive 
acquisition, and other techniques could all be supported without the need for national rules or 
standards. Here are some of the key features of the performance allocation: 

• At first, allowances could be allocated to every state based on its historic emissions and 
energy consumption. 

• After an initial ramp-up period of four to five years, the national program administrator 
should establish standard measures for the distribution of allowances to states to reflect 
their rate of improvement in efficiency. 

• Each state’s annual allocation would be based on demonstrated improvement against that 
state 's own historic baseline, providing an even-handed way to encourage greater 
efficiency in each jurisdiction. This approach would not favor today’s most active states 
on efficiency, nor those where the opportunities are greater. The administrator should 
take recent state efficiency initiatives into account by setting the baseline years prior to 
their implementation. 

• The metrics used to assess efficiency attainment should be broad-based and top-down. 
There are many ways to deliver efficiency improvements, and many debates over 
claiming responsibility for them. A top-down measurement, such as the per-capita 
consumption of residential and commercial energy measured in source BTUs, would 
provide a broad assessment of a state’s success in delivering energy efficiency without 
the need to measure and evaluate individual policies, programs, or installations. 

A performance-based allocation of carbon allowances, within the national consumer allocation program, 
would promote and reward the multitude of state and local actions that are necessary to deliver greater 
energy efficiency in millions of customer locations and communities across the nation 
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IV. Conclusions 

National climate change legislation faces the daunting challenge of setting a path to achieve 
deep reductions in GHG emissions while moderating both societal economic costs and consumer 
costs from the program. Greatly enhanced end-use energy efficiency is critical to achieving all of 
these goals, and national climate legislation should be designed to capture efficiency resources. It 
could do so both through direct federal actions and by providing incentives to states, utilities, and 
other service providers. In particular: 

• Portfolio management policies such as renewable standards, environmental dispatch, 
loading orders giving priority to efficiency investments, and efficiency resource 
standards will provide the most carbon savings and lower the cost of any power sector 
cap-and-trade system. Merely increasing the price of fossil power through carbon taxes 
or credit auctions will not significantly shift generation or reduce demand and will 
therefore be an expensive path to GHG reductions. 

• To reduce generator windfalls and contain consumer costs, allowances should be 
allocated to local distribution companies or other consumer trustees supervised by 
government regulators. Free allocation of carbon credits to generators based on historic 
emissions can lead to substantial windfall gains to generators, especially in today’s 
organized wholesale markets. 

• A carbon program that directly mobilizes end-use efficiency will cost less and achieve 
more than one that focuses only on generators. Thus, an auction of emissions allowances 
with revenues devoted to energy efficiency is a positive way to use the “polluter pays” 
principle and to fund low-cost GHG reductions at the same time. 

• Over time, a growing fraction of power sector allowances should be awarded to states 
and local utilities on a performance basis to recognize and fund success in advancing 
energy efficiency within the states. 


Thank you for your time and consideration this morning. I would be happy to answer questions 
when appropriate.. 
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Mr. Markey. Our next witness is Mr. Robert Greenstein, founder 
and executive director of the Center on Budget and Policy Prior- 
ities. He has had a long and distinguished career, but it included 
winning a MacArthur fellowship. And he was appointed by Presi- 
dent Clinton to serve on the Bipartisan Commission on Entitlement 
and Tax Reform. We welcome you back, sir. Whenever you are 
ready, please begin. 

STATEMENT OF ROBERT GREENSTEIN 

Mr. Greenstein. Thank you very much, Mr. Chairman. As you 
know, the work of our center in this area has focused on developing 
proposals to protect the budgets of low- and middle-income con- 
sumers in a way that is effective in reaching them, efficient, and 
consistent with energy conservation goals. With these goals in 
mind, we have designed an energy refund or rebate to offset the 
increases in households’ overall energy expenses that would result 
from an emissions cap, not just their increases in utilities bills, 
which will account for less than half the overall hit to consumers’ 
budgets. 

We recommend that consumer relief be provided through the tax 
system and existing benefit delivery systems. Under the proposal 
we have developed, 95 percent of households in the bottom fifth of 
the income distribution and over 98 percent of those in the middle 
fifth and the fifth in between would be reached automatically, with- 
out new bureaucratic structures, no new applications required, and 
low administrative costs. 

Here is how it would work. Most households qualifying for an en- 
ergy refund would get it through the form of a refundable income 
tax credit that would be provided in paychecks through adjust- 
ments to employer withholding, as is being done with the tax credit 
that you enacted in the recovery legislation in February. 

For seniors, veterans, and people with disabilities, they would 
get their refund as a direct payment from the Social Security Ad- 
ministration or the Department of Veterans Affairs, again, as being 
done under the recovery legislation. And, finally, very poor house- 
holds participating in programs like food stamps would receive 
monthly energy refunds through the debit card systems that every 
State human service agency in the country operates to provide 
other low-income benefits. Those systems have proved to be effi- 
cient and highly effective. 

Now, some, including other of my fellow panelists here, have pro- 
posed instead routing funds for consumer relief through local util- 
ity distribution companies. While that may seem reasonable at first 
blush, our analysis indicates that such an approach would be un- 
wise for several reasons. 

First, the utility company approach is aimed at electricity and 
natural gas bills. It doesn’t address the full impact of an emissions 
cap on consumers’ budgets. Over half of the impact would be in 
other areas, gasoline, increased prices for a whole array of goods 
and services that use energy in their manufacture or transpor- 
tation to market. Consumer relief that only focuses on home or 
even business electricity and gas bills leaves consumers with a 
large, uncompensated hole in their budgets. 
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Secondly, this approach would cause prices for other forms of en- 
ergy and energy products other than electricity and gas to rise even 
more, and it would increase the overall cost to the economy of 
meeting the cap. This is not just our conclusion. This is in the EPA 
study of your draft bill released this week, and it is in the study 
of Resources for the Future, the premier environmental think tank. 

The issue is that keeping the utility bills low would blunt the 
price signal an emissions cap is supposed to send and, as a result, 
you get less reduction in electricity and natural gas use. 

Now, if the cap is a given amount of tons of carbon emissions and 
you get less reduction from electricity and natural gas, you must 
get greater reduction from all other forms of energy. In order to do 
that, the price of other forms of energy has to rise more. In the Re- 
sources for the Future study, they estimated that this kind of an 
approach would cause the overall allowance price to be 15 percent 
higher than it otherwise would be. In the EPA study released ear- 
lier this week, and I am quoting, “Returning the allowance value 
of consumers of electricity via local distribution companies prevents 
electricity prices from rising, but makes the cap-and-trade policy 
more costly overall. This form of redistribution makes cap-and- 
trade more costly since greater emissions reductions have to be 
achieved by other sectors of the economy.” 

A third and final problem here is that while the LDCs are regu- 
lated utilities, the quality of State utility regulation is uneven 
across the country. And the fact that they are regulated is no guar- 
antee that in every area of the country, free distribution of allow- 
ances to the LDCs will produce well-targeted and effective con- 
sumer relief. This is an issue some consumer organizations have 
expressed concerns about. 

So, to wrap up, a refundable energy tax credit delivered through 
paychecks coupled with electronic benefits transfers and payments 
from Social Security and Veterans Affairs would be the most effec- 
tive way to provide relief to low- and middle-income consumers. 
Other mechanisms would provide less consumer relief per dollar of 
cost. And this is why the newly formed Climate Equity Alliance 
has, as a basic principle, providing the consumer relief directly 
through the kind of mechanism I have described rather than 
through utility companies. This is an alliance that includes leading 
civil rights groups like the NAACP and the National Hispanic En- 
vironmental Council, leading religious organizations like the U.S. 
Conference of Catholic Bishops, SCIU, and the Center for American 
Progress. 

Having said this, we all know that deadlock serves no one. We 
all know that agreement needs to be reached to move this legisla- 
tion. So, in the spirit of compromise, let me swallow hard and sug- 
gest a possible middle ground from what you are hearing on this 
panel. 

Mr. Markey. We will give you extra time right now. That is a 
very important sentence you just said. Thank you. 

Mr. Greenstein. While I believe providing consumer relief 
through the local distribution companies is unwise for all the rea- 
sons I have mentioned, it seems that that would need to be a com- 
ponent of something that would move particularly in this com- 
mittee. 
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So the suggestion would be, rather than, as some have suggested, 
combining a very large LDC piece and a small low-income con- 
sumer piece to supplement it, to have a somewhat more moderate 
LDC piece combined with an energy tax credit designed such that 
the sum of the LDC relief and the tax piece together fully offset 
the hit to the budgets of the typical middle-income household. 

The Social Security, Veterans, and debit card pieces obviously 
would still be a part of it for those groups. And then, over time, 
as energy efficiency and other matters kicked in over time the free 
distribution of allowances to LDCs would phase down, the direct 
relief, the tax piece would phase up and would stay at the level 
based on what was happening with energy prices that you needed 
to provide the consumer relief to make the typical consumer whole. 

Mr. Markey. Thank you. 

[The prepared statement of Mr. Greenstein follows:] 
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Thank you for the opportunity to testify today. The main message of my testimony is that climate 
change legislation can fight global warming effectively while protecting consumers if it is designed 
appropriately. 

Fighting global warming requires policies that significantly restrict greenhouse gas emissions, and 
an emission cap can serve this purpose. Under a cap, the price of fossil-fuel energy products — 
from home energy and gasoline to food and other goods and services with significant energy inputs 
— will rise. Those higher prices will create incentives, sometimes referred to as a “price signal,” for 
energy efficiency and conservation measures and for the development and increased use of clean 
energy sources. But they will also put a squeeze on consumers’ budgets, and low- and moderate- 
income consumers will feel the squeeze most acutely. 

Fortunately, climate change policies can be designed in a way that preserves the incentives from 
higher prices to change the way that we produce and consume energy, while also offsetting the 
effect of those higher prices on consumers’ budgets. Well-designed climate policies will generate 
substantial revenue that can be used for consumer relief, as well as to meet other critical needvS 
related to climate change. 

To capture this revenue under a cap-and-trade system, it is essential that most or all of the 
allowances or permits used to limit emissions be auctioned rather than gh^en away free to emitters. 
Giving away, or “grandfathering,” allowances is sometimes portrayed as a way to keep down costs 
for consumers, but that argument docs not withstand scrutiny. If allowances are given away free to 
firms that arc responsible for emissions, the firms and their shareholders will reap unwarranted 
benefits. ITie Congressional Budget Office has explained that these firms would receive “windfall 
profits:” they would be able to charge higher prices for their products due to the effects of the 
emissions cap but would not have to pay for their emissions allowances. Ckeg Mankiw, former chair 
of the Council of Economic Advisers for President George W. Bush, has written in a similar vein 
that consumer pnees will rise regardless of whether allowances are given free to emitters and that 
grandfathering the allowances would constitute “coiporate welfare.” There is little disagreement 
among economists about this effect. 
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Protecting low- and moderate-income constimers should be the top priority of consumer relief 
provisions included in climate change legislation. These consumers are the most vulnerable because 
they spend a larger share of their budgets on necessities like energy than do better-off consumers 
and already face challenges making ends meet. They also are the people least able to afford 
purchases of new, more energy-efficient automobiles, heating systems, and appliances. Middle- 
income consumers also wiU feel the squeeze from higher energy-related prices, and they should 
receive consumer relief as well. 

Much of the Center on Budget and Policy Priorities’ work on climate change policy has focused 
on developing concrete proposals to protect the budgets of low- and middle-income consumers in a 
way that is effective in reaching these households, efficient (with low administrative costs), and consistent 
with ener^ conservation goals. With these goals in mind, we have designed a “climate” or “energy” 
rebate, that would offset the impact of higher energy-related prices on low-income households — 
who are most vulnerable to these price increases — and middle-income households, who also will 
feel the squeeze. Such consumer assistance should offset the increases in households’ energy-related 
expenses for an array of items, not just the increases in their utility bills, which will account for less 
than half of the overall impact on their budgets. 

As explained below, we recommend that consumer relief be provided through the tax system and 
existing benefit dehvery systems.* Under the proposal we have developed, approximately 95 percent 
of households in the bottom fifth of the income distribution and more than 98 percent of 
households in the next two income quintiles would be reached automatically. (With outreach, these 
figures would go srill higher.) Because the rebates would build on existing tax and benefit deliver)’ 
mechanisms, this approach would not require new bureaucratic structures, and the administrative 
costs would be low, compared with alternative delivery mechanisms. The size of the energ}’ rebate, 
and how far up the income scale it would extend, would depend on the amount of funding (i.e., the 
share of the allowance value) that Congress decided to make available for consumer relief. 

This is decidedly preferable to an alternative approach — providing funds to utility companies to 
artificially suppress price increases in electric bills that otherwise would occur under an emissions 
cap. Artificially keeping electric bills down would undercut the incentives the emissions cap is 
supposed to create to reduce electricity use. As a result, this approach would lead to larger increases in 
prices for other energy products than would otherwise occur — since the use of other forms of energy would have to 
decline more to meet the emissions cap. I'he resulting inefficiency would place some burden on the 
economy. Thi.s approach also would fail to offset increases in energy-related costs other than home 
utilirie.s, which as noted above, account for the majority' of the impact on consumers. 


^ The design for an energy’ rebate laid out here follows the same principles as earlier work on climate change pohey by 
the Center on Budget and Policy Priorities and incorporates the Center’s latest thinking on how to reach as large a 
percentage of the target population as possible operating through existing, proven delivery mecharusms. For further 
discussion, see Sharon Parrott, Dotrie Rosenbaum, and Chad Stone, ‘‘How to Use Existing Tax and Benefit Systems to 
Offset Consumers’ Higher Energy' Costs Under an Emissions Cap ” Center on Budget and Policy Prionries, April 20, 
2009, http: / /wM-w.cbpp.ore ' files/4-2(>-09ciimate.pdh Chad Stone and Hannah Shaw, “Extending ‘Climate Rebates’ to 
Include Middle-Income Consumers,” Center on Budget and Policy Priorities, February 19, 2009, 
http://www.cbpp.org/cms/index.cfm?fa=view&id=2650; and Chad Stone and Robert Greenstem, “W’hv I’nlitics Arc 
Not \X ell Suited to Deliver Relief to Tow- and Moderate-Income Consumers in a (ihmafe Bill,” Center on Budget and 
Policy Prionties, February' 19, 2009, http:/.''\vw\v.cbpp.org/cnis.'!ndex.cfm?f;v=vie\v&id“2049. 


2 



526 


This testimony provides principles for crafting consumer relief and then describes our proposal 
for efficiently providing relief to low- and middle-income families. 


Guiding Principles for Consumer Relief 

In offsetting higher costs for low- and middle-income consumers, we recommend that 
policymakers follow five basic principles. 

1. Protect the most vulnerable households. Climate change legislation should not make 
poor families poorer or push more people into poverty. To avoid that outcome, energy 
rebates should be designed to fully offset higher energ)'-related costs for low-income 
families. 

2. Use mechanisms that reach all or nearly all eligible households. Eligible working 
households could receive an energy rebate through the tax code, via a refundable tax credit. 
Many other households are elderly, unemployed (especially during recessions), or have 
serious disabilities and are not in the tax .system; energy rebates need to reach these 
households as well. 

3. Minimize red tape. Funds set aside for consumer relief should go to intended 
beneficiaries, not to administrative costs (or profits). Accordingly, policymakers should 
provide assistance to the greatest degree possible through existing, proven delivery 
mechanisms rather than new public or private bureaucracies. 

4. Do not focus solely on utility bills. For low- and middle-income households, higher 
electricity and natural gas prices will account for less than half of the total hit on their 
budgets from a cap-and-trade system. This is because goods and services across the 
economy use energy as an input or for transportation to market. Furthermore, about 20 
percent of the households in the bottom quintile of the income spectrum — and many in 
the middle of the income spectrum as well — have their utility costs reflected in their rent, 
rather than paying utilities directly. Policymakers should structure energy rebates so they can 
help such families with the rent increases they wiU face as a result of climate policies, as well 
as with the higher prices that 
households will incur for gasoline and 
other products and services that are 
sensitive to energ}- costs. 

5. Preserve economic incentives to 
reduce energy use efGciendy. Broad- 
based consumer relief should provide 
benefits to consumers to offset higher 
costs while still ensuring that consumers 
face the right price incentives in the 
marketplace and reduce consumption 
accordingly. A consumer relief policy 
that suppresses price increases in one 
sector, such as electricity, would be 
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inefficient, because it would blunt incentives to reduce fossil fuel use in that sector. That 
would keep electricity demand elevated relative to what it would be if consumers saw 
electricity prices rise and would place a greater burden on other sectors and energy sources 
to provide the emissions reductions required under the cap. The result would be that 
emissions reductions would be more costly to achieve overall and allowance prices would be 
higher. Consumers might pay less for electricity, but prices would rise more for other items. 


Providing Consumer Relief Efficiently and Effectively 

To compensate for the effects that climate change legislation has on their purchasing power, we 
recommend that households be eligible for an energy rebate. The rebate would be based on an 
estimate of the increased costs that households would face as a result of the reduction in carbon 
emissions and would vary by household size. (Families with several children generally consume 
more energy and thus would face larger burdens from increased energy costs than single individuals 
or couples without children.) 

We recommend that the rebate be delivered through three existing mechanisms, with appropriate 
coordination to ensure that people who both participate in a benefit program and file a tax return — 
and thus might qualify for a rebate through more than one delivery mechanism — receive the 
appropriate amount and are not overcompensated. 

• Most households qualifying for a rebate would receive it through the tax system. For 
most households, a refundable income tax credit is the most efficient way to deliver an energy 
rebate. The credit should be provided in paychecks, if possible, through adjustments to 
employer tax withholding. 

A tax-based system alone, however, would leave out a large share of households, particularly 
the lowest income households. According to the Urban Insdtutc-Brookings Tax Policy Center, 
15 percent of U.S. houvseholds do not file an income tax return, in most cases because they are 
not required to. Non-filers include seniors and people with disabilities who do not work and 
households headed by working-age adults who are jobless for some or all of the year, including 
some of the nation’s poorest families with children. 

• Seniors, veterans, and people with disabilities who receive Social Security, Supplemental 
Security Income, or veterans’ benefits would receive their rebate as a direct payment 
from the federal agency that provides their benefits. This is similar to the policy of direct 
payments to these individuals that was included in the economic recovery^ legislation enacted in 
Februaty. 

• State human service agencies would deliver rebates to low-income families. Households 
participating in state human service programs such as food stamps, and other low-income 
households that choose to apply, would receive thek monthly energy rebates through the debit- 
card systems operated by the state human service agencies that administer food stamps and 
other assistance. Every state in the nation operates such a system, and these systems have 
proved to be highly effective. 


4 



528 


Setting the Rebate Amount 

The amount of the rebate would be based on the average dollar impact on the budgets for the 
group of consumers that policymakers decide should be folly compensated. If policymakers decide 
that families in the middle of the income scale should be foUy compensated for their loss in 
purchasing power, the rebates could be set at the average purchasing power loss of households in 
the middle fifth of the income distribudon (varied by household size). If policymakers decide to use 
a somewhat smaller share of the auction proceeds for consumer relief, they could set the rebate 
amounts at somewhat lower levels, such as the average loss to consumers in the next-to-the-bottom 
fifth of the income distribution. 

The Energy Information Administration would be tasked whth determining the annual rebate 
amounts. That could be done using an approach similar to the one followed by the Congressional 
Budget Office in estimating how the costs reflected in the total value of the emissions allowances 
would fall on families in different parts of the income distribution.^ 

For example, if the rebate were set at the average estimated loss in purchasing power to 
households in the middle quintile and the emissions cap were set to achieve a 1 5 percent emission 
reduction relative to what emission levels w'ould be without a cap, then we estimate that the annual 
rebates (in 2009 dollars) would be $700 for a household of one and $1,300 for a household of three. ^ 
(I^ue to economies-of-sca!e factors, rebates for larger households need not equal the rebate for a 
one-person household multiplied by the number of people in a household.) 

rU now discuss in more detail each of the rebate components. 

The Tax Component 

Most households receiving an energ)’ rebate would receive it as a refundable tax credit, which 
would be broadly available to low- and middle-income households. The credit would be available to 
anyone who files a federal tax return and whose income is below the eligibility limit set for the 
rebate; tax filers would simply look up the size of their credit m a tax table similar to the one used 
now for the Earned Income Tax Credit. Like other refundable tax credits, the energy rebate would 
phase in as income increased over some income range and then would phase out as income rose 
above a specified income level The tax credit preferably would be provided throughout the year as 
an adjustment to employer tax withholding.'’ 


“ Congressional Budget Office, “The Distributiocal Consequences of a Cap-and-Trade Program for C02 Emissions,” 
testimony before the Subcommittee on Income Security and Family Support, Committee on Ways and Means, U.S. 
House of Representatives, March 12, 2009. 

^ These are CBPP projections following a methodology' similar to that used by CBO to estimate the distributional impact 
of an emissions reduction of this size. These eshmates are based in part on past work by CBO and may be rensed when 
CBO updates that work, 

^ If the tax credit is proinded throughout the year via an adjustment to employer tax withholding, some other elemenis 
of the rebate proposal desenbed would be modified accordingly. For example, low-income working families that also 
receive food stamps would not receive a rebate through the human service agenci' if their employer were adjusting their 
tax withholding and providing the rebate through their paycheck. 
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Direct Payments to Federal Beneficiaries 

Among those most likely to be missed under the tax-credit mechanism are lower-income seniors 
and people with disabilities who rely primarily on Social Security or other benefits and are not 
required to file income tax returns. To reach this group, the most effective policy would be for the 
Social Security Administration, the Department of Veterans Affairs, and the administrator of the 
Railroad Retirement program to provide energy rebates directly to people receiving Social Security, 
Supplemental Security Income (SSI), veterans’, or Railroad Retirement benefits. Married 
beneficiaries would receive the energy rebate for a household of two; individual beneficiaries would 
receive the energy rebate for a household of one. The recently enacted economic recovery 
legislation calls for a similar payment to be made to these beneficiaries in coming months. We 
recommend that the payments to these beneficiaries be made quarterly.’ 

Rebates through the State Human Service Delivery Mechanism 

The group that would not be reached through either a tax credit or direct payments from federal 
agencies such as the Social Security Administration would be ver)’ low-income households (primarily 
families with children) that have very low or no earnings over the year and do not receive Social 
Security or other similar federal benefits. The best mechanism to reach this group is to provide 
energy rebates through state human service agencies that already provide food stamp assistance, 
Medicaid, and other benefits to a broad array of low-income households. States could readily “piggy 
back” the climate credit onto the existing Electronic Benefit Transfer (debit card) systems that all 
states use to deliver food stamps and, in most states, other forms of assistance, including cash aid. 

State human service agencies already have the infrastructure in place to gather information about 
families’ incomes, evaluate eligibility, and issue payments through their existing EBT systems (which 
they use for food stamps) or another electronic payment mechanism. Delivering an energy rebate 
through existing state eligibility systems and deliver}’ mechanisms would be far less costly to set up 
and administer than virtually any alternative. 'T'his mechanism also would ensure that the lowest- 
income families — the group that would be in the greatest danger of utility shut-offs and that 
generally has the most difficulty managing money — would receive their rebates on a monthly basis 
throughout the year. 

The Food Stamp Program does especially well in reaching low-income families with children — 
83 percent of eligible families with children participate. Poor households that do no/ receive food 
stamps but that meet the eligibility criteria for food stamps (income below 130 percent of the 
poverty line and limited assets) and wished to receive the energy rebate could apply for the rebate 
through their state human services agency. 

Coordination Mechanisms 

The three-pronged delivery mechanism described here could result in some people qualifying for 
an energy rebate from more than one source because they participate in one or more of the relevant 


^ Payments made more frequently than quarterly might be difficult to administer, since these agencies would need to 
match beneficiar}' data so they do not provide more than one rebate to individuals who are beneficianes of more than 
one program. 
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programs and/or also file an income tax return. Coordination mechanisms, described in the 
appendix to this testimony, would be employed to avoid overcompensation. 

Rebate Mechanisms Would Reach Nearly All Low- and Middle-Income Families 

Approximately 95 percent of households in the bottom quintile of the income distribution would 
be reached automatically under this proposal, because they already receive SSI, Social Security, VA 
benefits, or Railroad Retirement, already participate in the Food Stamp Program, or already file an 
income tax return and have earnings. More than 98 percent of households in the next two quintiles 
also would be reached automatically. ’ 


Why Rebates Are Superior to Other Forms of Consumer Relief 

As the foregoing discussion indicates, rebates can be an effective way to deliver consumer relief 
They can be provided easily through the federal tax system, agencies like the Social Security 
Administration, and state human service electronic benefit delivery systems, with no need for new 
agencies or bureaucracy at the state or federal level. Also, rebates protect households against the 
loss of purchasing power from higher energ)'-related prices without blunting consumers’ incentives 
to respond to those higher prices by conserving energy and investing in energy' efficiency 
improvements. Because energy^-related products will cost more, households with the flexibility' to 
conser^^e energy or invest more in energy efficiency will get more value for their budget dollar by 
taking these steps than by using their rebate to maintain their old ways of consumption. At the same 
time, rebates help households that can’t easily reduce their energy' consumption to avoid a reduction 
in their standard of living. 

Other proposals for consumer relief generally lack one or more of these advantages and, in some 
cases, also pose other serious problems. 

Payroll or Income Tax Cuts 

Some have proposed using climate change revenues to cur payroll tax rates or individual or 
corporate income tax rates. Such options would be far less effective than a refundable tax credit in 
preserving the purchasing power of low- and middle-income consumers. 

In its analysis of trade-offs in the design of cap-and-trade legislation, CBO found that if all the 
revenue from auctioning emissions allowances were used to reduce payroll tax rates, households in 
the bottom 60 percent of the distribution would get a smaller benefit from the tax cut, on average, 
than they would lose from higher energy' prices.' Those in the next 20 percent would come out even 

These estimates use Census Current Population Surt'ey data for 2005 augmented by the Urban Institute’s 'ITIIM data, 
which account for underreporting of certain benefits. A modest fraction of low-tncome households might not receive 
the full amount of the rebate for wliich they quabfy. This would happen if a household received a rebate through the 
human service agency for only part of the year and did not qualify for an additional amount through the tax rebate 
mechanism. Our analyses show that only 7-8 percent of low-income households would receive less than half of the full 
rebate amount. 


^ Congressional Budget Office, “Tradeoffs in Allocating Allowances for C02 Enussions,” April 25, 2007, 

hrip:/ ,/ch o.go v/i'tpdocs/80x.\/doc8946., (>4 25-(iap Tiadc-pdh and “Options for Offsetting the Economic Impact on 

Low-and Moderate-Income Households of a Cap-and -Trade Program for Carbon Dioxide Emissions,” letter to the 
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and the top 20 percent of the population would get a tax cut that exceeded their increase in energ)' 
costs. Using all the auction revenues to cut corporate taxes would be even more regressive. In 
contrast, using auction revenues to provide households rebates that vary by family size but do not 
increase as income climbs would not have these regressive effects. 

The main argument for using climate change revenues to cut tax rates rests on the concept of 
economic efficiency. Economic analysis suggests that charging firms for emitting pollutants (as 
under a cap-and-trade system) could dampen economic activit}^ By cutting tax rates at the same 
time, policymakers could reduce these economic efficiency losses. But, the economic efficiency 
gains CBO identifies are modest, and the effect of the tax rate cuts that produce those modest gains 
would almost surely be to leave low- and middle-income consumers worse off, despite the economic 
gains, and to cause inequality in the United States to widen further.® 

A recent study by Resources for the Future reinforces the CBO analysis.^ The study finds that the 
benefits of cutting marginal tax rates would mainly go to upper-income individuals. In contrast, 
providing rebates to low- and middle-income consumers would result in the best outcome for those 
consumers. 

A reduction in payroll tax rates does not fare as well as a flat rebate on distributional grounds: the 
size of the benefit from a payroll tax cut is higher for those with higher earnings, and seniors and 
others without earnings would receive no rebate. The first concern can be partially addressed by 
switching from a cut in payroll tax rates to a rebate of payroll taxes paid up to a fixed cap. Workers 
above a certain modest level of earnings would all receive the same size rebate. Workers with very 
low earnings, however, would receive only a partial rebate, and people with no earnings would still 
be left out. 

Those problems can partly addressed by switching to a refundable income tax credit based on the 
amount of payroll taxes paid (up to a maximum amount) and making seniors and people receiving 
federal disability benefits eligible for a similar size tax credit.’" At that point, the modified payroll tax 
proposal would look a lot like our proposed low- and-middle-income rebate, although it still would 
leave out people who lack earnings and are not elderly or have disabilities, such as people who are 


Honorable Jeff Bingaman, Chairman, Committee on Energ\ and Natural Resources, United States Senate, June 17, 2008, 
hnp:// u \v\\ ( l»i> aov/frpdoc?;-^03.\x/doc9.'^l*) '06-I~-< t .osts.pdf. 

** For low- and moderate-income consumers not to be worse off under a proposal that uses all of the auction proceeds to 
lower tax rates, the additional economic acmnty generated by the tax cut would have to be so great that it raised workers’ 
incomes by enough to increase their after-tax income by more than what they lose due to higher energy prices. Credible 
estimates of the economic efficiency gams from using climate change revenues for tax-rate reductions show' those gains 
to be very' small, however, compared with what would be needed to produce such a result. For example, in the analysis 
that CBO has relied upon to estimate the efficiency gams under an approach that uses all of the auction proceeds to cut 
tax rates, the efficiency gams would be equal to only 0.3 percent of GDP. ITiat is far too small to offset the net loss that 
low- and middle- income consumers would bear as a result of losing more from higher energy' pnees than they w'ould 
gam from the reduction in tax rates. 

’ Dallas Burtraw, Rich Sweeney, and Margaret Walls, “The Incidence of U.S. Climate Change Policy: Where You Stand 
Depends on Where You Sit,” Resources for the Future, September 2008, 
http;//w'ww.rfforg/News/Features/Pages/ClimatePolicyOptions.aspx. 

Gilbert E. Metcalf, “A Proposal for a U.S. Carbon Tax Swap: An Equitable Tax Reform to Address Global Climate 
Change,” The Brookmgs Insdtution (Hamilton Pro|ect), October 2CH}7. 
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unemployed during a recession and single mothers with very young children who are temporarily out 
of the work force. That could be addressed by including our low-income EBT proposal and by 
making direct payments to people receiving Social Security, SSI, VA, or Railroad Retirement. 

Energy Efficiency Programs 

Measures to encourage or require investments in economic efficiencv' are important — they can 
reduce the overall demand for energ)’, thereby limiting the size of the hit to consumers’ pocketbooks 
from increased energ)'-related prices under an emissions cap. Energ}^ efficienc)' programs are not, 
however, a credible substitute for rebates as a means of addressing the impact of climate change 
legislation on consumers’ budgets. 

There are two main reasons for this. First, existing weatherization and other energy efficiency 
programs currently operate on a small scale and would likely take years to scale up to reach a 
substantial portion of the population. Until now, the Weatherization Assistance Program, which 
helps low-income households make their homes more energy efficient through measures such as 
better insulation and newer appliances, has served only about 100,000 homes a year.” Even if the 
program is expanded to the point that it reaches 1 million households a year, which would require a 
huge buildup in effort, it would take decades just to reach the 38 million low-income households 
that are eligible for weatherization assistance. Rebates, in contrast, can reach tens of millions of low- 
and middle-income people immediately. 

Second, the commonly discussed energy- efficiency programs generally focus on home energ}- 
efficiency. As noted, higher home energy- costs account for less than half of the loss in household 
purchasing power that would be caused by an emissions cap. To provide full relief to households, 
the energy efficiency measures would have to be so effective as to compensate not only for the 
increased costs in home energy but also for the increase in the cost of gasoline and other products. 
That is far beyond what is realistic. 

Using Utility Companies to Provide Consumer Relief 

Some have proposed routing funds for consumer relief through local utility distribution 
companies (LDCs). While relying on TDCs may seem reasonable at first blush in light of concerns 
about increased utility bills, this approach is unwise for several reasons.'^ 

First, utility^ companies do not routinely collect information on their customers’ incomes. To 
target assistance at customers within a particular income range, utility' companies would therefore 
have to set up new bureaucracies to collect and audit income information. Covering the large costs 
of building an infrastructure at each utility' company to gather and verify income information for 
millions of customers would require substantial government subsidies. Such subsidies would pay for 
an infrastructure that essentially duplicates what public agencies already do. Making households of 
all income levels eligible for utility company assistance would avoid this particular difficulty'. But 


" See the LIHEAP Annual Report to Congress for Federal Fiscal Year 2005. 

See Chad Stone and Robert Greenstein, “VC-Tiy Utilities Are Not Well-Suited to Deliver Relief to Low- and Moderate- 
Income Consumers m a Climate Bill,” Center on Budget and Policy Pnorides, February 1 8, 2008. 
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that approach would spread the funds much more thinly across the population and make it far less 
likely that low- and moderate-income constimers would be adequately protected from higher prices. 

Second, past experience suggests that utility company programs will miss large numbers of 
consumers. The only existing federal program that delivers assistance to low-income households 
through utility companies is the “lifeline” telephone discount program, administered through local 
phone companies. That program reaches just one-third of eligible low-income households. In 
addition, the households whose utilities are built into their rents might not receive adequate 
compensation. 

Third, a utility company approach is aimed at electricity and natural gas bills, and hence fails to 
address the full impact of climate legislation on consumer budgets. With over half oi the impact of 
climate change legislation on consumer budgets coming as a result of higher prices for a range of 
other goods and ser\rices, including gasoline and food, relying on utilities to deliver consumer relief 
would leave many low- and middle-income consumers with a large uncompensated hole in their 
budgets. 

Fourth, routing consumer assistance through utility companies artificially lowers households’ 
utility bills and blunts the “price signal.” People who do not realize that energ}'^ costs are going up 
will be much less likely to take steps to conserve energy or seek out energy efficiency improvements. 
A rebate, in contrast, protects consumers’ purchasing power without blunting the incentives created 
by higher energy prices. 

Fifth, estabbshing a formula for allocating emissions aDowances equitably among utilities would 
pose problems. There are roughly 3,300 LDCs in the electricity sector (plus additional natural gas 
retail distributors not affiliated with electric utilities), making it extremely difficult to design an 
appropriate formula. For example, basing the allocations to LDCs on each utility’s share of total 
electricity delivered or its share of total emissions — the approaches often taken by legislative 
proposals that rely on LDCs to provide consumer relief — would shortchange utilities that serve a 
disproportionate number of low- and moderate- income consumers, because their consumers’ per- 
capita energy consumption is likely to be lower than the per-capita energy^ consumption of more 
affluent households. 

Sixth, a major obstacle to relying on utilities to deliver consumer relief, either through reductions 
in consumers’ bills or through energy efficiency measures, is the uneven quality of regulation and 
enforcement of utilities across the states. Most utility customers are served by investor-owned 
utilities whose rates and practices are regulated by state public utilities commissions. Regulators 
have to work closely with the industry they oversee, and states vary considerably in the degree to 
which the regulators have successfully avoided being “captured” by the industry. In such a 
heterogeneous regulatory regime, it would be difficult to provide the federal oversight necessary to 
make sure that the federal revenues from auctioning emissions allowances are used appropriately to 
protect consumers and invest in cost-effective energy efficiency improvements, rather than being 
siphoned off in part to overhead and profits. 


Matt Fiedler, “Lessons from The Telephone Lifeline Program,” Center on Budget and Policy Priorities, July 18, 2008. 
Available at http:/ /www.cbpp.org/T-l 8-08clknate.pdf. 
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Finally — and perhaps most important — this approach would fail to protect consumers 
effectively and would be inefbcient and wastefiil Policies that suppress consumer price increases in 
the electricity sector, as the utility company approach would do, blunt incentives to reduce fossil fuel 
use in that sector. That keeps home energy demand for electricity and namral gas elevated and puts 
a greater burden on other sectors to provide the emissions reductions required to meet the cap. The 
result is that emissions reductions would be more costly to achieve, allowance prices consequendy 
would be higher, and costs for other energy sources and energy-related products would rise even 
more. As a result, the overall hit to consumers’ budgets would be mitigated only pardally by the tens 
of billions of dollars of allowance value devoted to this rather inefficient approach. 


Conclusion 

Climate change legislation that limits greenhouse gas emissions need not squeeze the budgets of 
low- and middle-income families. Well-designed consumer relief can restore to these families the 
purchasing power they would lose as a result of higher prices for energy'^-related products. Such 
consumer relief can be financed with a portion of the revenues from the auctioning of emissions 
allowances under a cap-and-trade system, leaving significant auction revenues available for other 
climate-related priorities. 

A new refundable energy tax credit, coupled with Electronic Benefit Transfers for the lowest- 
income households and payments to seniors and veterans from the Social Security Administration 
and Department of Veterans Affairs, would be the most effective way to provide consumer relief to 
low- and middle-income households. Other proposed mechanisms suffer from significant flaws and 
would produce considerably less consumer relief per dollar of cost 
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Appendix 

Coordination Mechanisms 

Under the energy-rebate proposal outlined here, three mechanisms would be employed to 
coordinate the deliver}’^ of rebates through the tax code, the Social Security Administration and 
Department of Veterans Affairs, and state human services agencies. 

1. State human service agencies would not provide climate rebates to individuals who receive 
Social Security, SSI, veterans’ benefits, and Railroad Retirement benefits. The state agencies 
collect and capture detailed information on the sources of income for each household member 
for benefit eligibility purposes, so they could readily adjust the rebates provided to these 
households through the Electronic Benefit Transfer system to adjust for those household 
members who are receiving their rebates through these other programs. 

2. At the end of the year, SSA, the Department of Veterans Affairs, and the Railroad Retirement 
agency would provide a 1099-type tax form to individuals to whom these agencies had made 
rebate payments and also would provide this information to the IRS. Payments received 
through the federal benefit programs would, on a doUar-for-doUar basis, offset the energy tax 
credit for which such individuals otherwise would qualify as part of a tax filing unit for that year. 

3. Finally, at the end of the year, state human service agencies would provide information to adults 
who had received energy rebates through their state EBT system during the year. The 
information would show the number of months during the year that these individuals received 
energy rebates. (The same information would be provided to the IRS.) Households that file a 
tax return would be asked if they had received energy rebates through this mechanism, and if so, 
the number of months the rebates were received. Any energy tax rebate for which the 
household otherwise qualified through the tax system would be reduced proportionally, based 
on the number of months that the filer and/or the spouse had received rebates through the EBT 
mechanism. For example, if the household head received energy’ rebates through EBT for six 
months, the tax unit’s energy tax credit would be reduced by 50 percent. 

As noted, >f the tax rebate is provided throughout the year through an adjustment to employer tax 
withholding, some modifications to these coordination mechanisms would be made. For example, 
the system would be designed so food stamp recipients who were employed would not receive a 
rebate through the human service agency if their employer were providing the rebate through the 
paycheck mechanism. 

Under either scenario, these coordination mechanisms would require some new activities by'^ state 
and federal agencies. Since the cap-and-trade policies would not become effective immediately and 
the emissions cap likely would be modest in the first years, there would be lead-time to implement 
the coordination mechanisms effectively in the period between enactment of the climate legislation 
and actual implementation of the rebates. 
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Mr. Markey. Our next witness, Dr. Robert Michaels, is a pro- 
fessor of economics at California State University, Fullerton. Mr. 
Michaels is also an adjunct scholar at the Cato Institute. We wel- 
come you. Dr. Michaels. Whenever you are ready, please begin. 

STATEMENT OF ROBERT MICHAELS 

Mr. Michaels. Thank you. Chairman Markey. I am honored to 
be here. 

I come from California, where we supposedly set a lot of trends. 
And the first thing I want to do is summarize a few problems Cali- 
fornia has that may be quite important for the content of the legis- 
lation we are talking about here because your legislation depends, 
among other things, on a national renewable portfolio standard. 

The thing that is clear now is that California’s utilities are far 
out of compliance with their standard. It appears that it is going 
to be impossible for them to move on to tighter standards. And 
there are a variety of reasons, including regulatory uncertainty and 
citing problems with transmission. 

Second, the supposed effect of energy efficiency policies in Cali- 
fornia needs to be reconsidered. It has been highly touted that Cali- 
fornia’s per capita electricity consumption is staying constant in- 
stead of rising like the rest of the country. What this really reflects, 
we can look at the statistics, it is a departure of industrial cus- 
tomers. 

Studies that show for the Air Resources Board that it is going 
to be a painless transition that creates jobs to California’s cap-and- 
trade system, these have been thoroughly discredited by peer re- 
viewers from places that even include the Pew Foundation. 

The smart grid, cost-benefit figures for the smart grid have gone 
in every which way in the applications for California. They have 
gone from negative to positive largely on the basis of assumptions 
that the utility will be able to control people’s power in their 
homes. 

Those are important, but there is a more important thing about 
this bill that I think really matters at the base. This bill is a tax 
bill. This bill is very anti-consumer. It has one acknowledged pol- 
icy: It is to raise energy prices to Americans; and, when it does so, 
it is going to make America less competitive in an ever more com- 
petitive world. 

For reasons they can best explain, some people are on record as 
favoring higher prices. As important as those prices are, are the 
policies that will increase them. Every major provision of this bill 
is at base a tax, and every one of them is called something else. 

The renewable electricity standard is a cleverly disguised tax. 
None of it is ever going to appear on the Federal books. Instead, 
the bill will simply force utilities to purchase renewable energy, 
leave State regulators with no choice but to fold the costs into 
households bills. Another tax turns up in the proposed auction of 
allowances. The official term is “auction,” again, the real term is 
“tax.” An easy way to see this: Look at the plans for spending the 
revenue. Details aren’t firm, but it is possible to code to consumer 
rebates, deficit paydown, health care financing. There are only two 
possible sources, debt and taxes. And this is a tax. 
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Like all other taxes, allowance charges compel business owners 
to divert funds they could otherwise have used to operate their 
firms and employ people. Those who believe that the respending of 
revenue from auctions will create jobs have been conspicuously si- 
lent about the jobs that are going to be destroyed in the initial allo- 
cation process. 

The bill’s effects start with scarcer energy. They hardly end 
there. They will be increasing the prices of all other goods and 
services that use energy in their production. If that is so, we are 
talking lower standards of living for Americans, not higher, and 
talking about making American goods less desirable to foreign pur- 
chasers, not more. 

This bill’s thrust is to make energy needlessly scarce, and then 
somehow we reach a conclusion that this action is good for the 
economy. 

Think of it simply: If workers work with more talented workers, 
they are going to be more productive than workers who labor alone. 
Workers with more advanced equipment to work with, and more of 
it, are going to be more productive than workers who are without 
it. Workers with better and more abundant energy are going to be 
more productive than workers who do not have access to it. 

This bill’s logic seems to reverse all of that, and tell us that less 
energy is going to somehow do the exact opposite of all these other 
things that workers work with. There is no economics in it. 

Scarce energy creates jobs by making workers less productive, so 
that it takes more of them to get something done. This bill does 
not create prosperity. This bill is going to produce a less competi- 
tive, less productive economy that has lower incomes, less oppor- 
tunity, and less wealth to hand down to future generations. Thank 
you. 

Mr. Markey. Thank you, Mr. Michaels, very much. 

[The prepared statement of Mr. Michaels follows:] 
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BEFORE THE COMMITTEE ON ENERGY AND COMMERCE, 
SUBCOMMITTEE ON ENERGY AND ENVIRONMENT 

HEARINGS ON THE AMERICAN CLEAN ENERGY SECURITY ACT (ACESA) OF 20(19 

APRIL 23, 2009 

TESTIMONY OF ROBERT J. MICHAELS, PhD 


My name is Robert J. Michaels. 1 am Professor of Economics al California State University, 
Fullerton and an independent consultant. 1 am also Senior Fellow at the Institute for Energy Research and 
Adjunct Scholar at the Cato Institute. None of today's remarks are the official positions of any of my 
affiliations or clients. 

I hold an A.B. from the University of Chicago and a Ph D from the University of California, Los 
Angeles, both in economics. 1 have performed research, published and spoken on developments in the 
electricity and gas industries since the 1980s. I have analyzed retail and wholesale competition in a 
restructured electricity industry, relevant markets and market power in electricity generation, gas 
pipelines and electric utility mergers, issues in the governance of Regional Transmission Operators, the 
Federal Energy Regulatory Commission’s (FERC) policies on monitoring of regional energy markets, the 
changing economics of vertically integrated utilities and policy proposals on a national Renewable 
Portfolio Standard (RPS). 1 have most recently undertaken research on the economics of a "Smart Grid." 
My work has appeared in peer-reviewed journals, industry publications including Public UHHUes 
I'ortmghUy and legal publications including Energy IxiwJoitrnnI. I have testified before, among others, 
the FERC, the California Public Utilities Commission, and this Subcommittee's predecessor in 1 996. A 
full biography is attached to this testimony. 

1 will begin with a discussion of California energy policy, with which I am quite familiar, because 
California has already begun its own implementations of laws and regulations that resemble those of the 
American Clean Energy and Security Act, Its experience docs not bring optimism about what the bill will 
produce nationally: 
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1. California's 2001 RPS law, calls for 20 percent of 2010 power deliveries from renewables. 
Regulatory uncertainty and opposition to new generation and transmission have left the stale with 
the same percentage of its 2007 power supply coming from renewables as it had m 2001 . 

2. Per capita power consumption in California has been roughly constant since the mid-199()s, 
unlike other slates where it has risen. Advocates who have credited this achievement to 
efficiency measures like those in the draft bill have an untenable case. Two major facts explain 
California's constancy: its buisincss climate has induced massive outmigration of industrial 
electricity users (whose use is included in the per capita figures), and its restrictive land use 
policies have substantially increased the number of persons in a typical dwelling unit. 

3. Advocates of the bill's and cap-and-trade climate policies frequently cite studies made for the 
California Air Resources Board (ARB) which purport to show that they will bring the state a net 
economic stimulus. None was peer reviewed before being made public, and after seeing them all 
five review'crs were worse than critical. One from the Pew Center on Global Climate Change 
said that the studies give “the appearance of justifying the chosen package of regulatory measures 
rather than evaluating it or looking at policy options." Another from Harvard's Kennedy School 
of Government said that "the economic analysis is terribly deficient in critical ways and should 
not be used by the state government or the public for ihc purpose of assessing the likely costs of 
ARB’s plans." 

4. California utililies have filed a scries of cosl-bcncfit analyses of their "Smart Grid" plans with the 
state Public Utilities Commission. Southern California Edison's original study of sman meters 
and electronic opcralions produced a present value net nefialive cash flow of nearly $500 million. 
Its filing a year afterward found a small positive cost-benefit figure. The difference came from 
changed assumptions about demand response and an assumption that the company would be able 
to remotely control air conditioning and appliances in homes and businesses. 

Building on the California experience I move on to this panel's subject, "Allocation Policies to 
Assist Consumers." It is an odd choice of topic because the draft legislation is virtually silent on both 
allocation and assistance. The breadth of the bill's subject matter and the financial scope of its programs 
ensure that it will have massive effects on both households and small businesses. There are important 
uncertainties about its consequences because critical policy details remain unspecified, most importantly 
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the allocation of emissions allowances. Nevcnhclcss we can infer some consequences, and they arc 
disturbing. Put simply, this is the most profoundly anti-consumer legislation ever brought before a 
Congress. Its acknowledged purpose is to raise energy prices to all Americans, and in doing so it will 
make America less competitive in an ever more competitive world. For reasons they can best explain, 
administration officials including the Secretary of Energy are on record as favoring higher prices. 

As important as the higher prices arc the proposed policies that will increase them. Every major 
provision of the bill is at base a tax, and every one of them is called something else. The renewable 
electricity standard (RES) for utilities is a tax on conventionally produced electricity. The nation is still 
within reach of competitive power markets that comply with environmental regulations. But a nationwide 
RES would replace the competition to reduce power costs with a requirement that more be generated from 
costly "renewable” sources. The most important of these, wind power, remains uncompetitive after 
decades of subsidies, and produces only when the wind blows. The lax aspect of the RES is cleverly 
concealed - none ofit will appear on the federal books. Instead this bill will force utilities to purchase 
renewables, leaving stale regulators no choice but to fold ihcir costs into the bills of households and 
businesses who will have no choice about the resources producing their power. 

Another tax turns up in the bill's proposed auction of permits (allowances) to emit carbon, aflcr 
possibly giving some away to politically favored businesses. The official term is auction, but the real 
term is tax. The easy way to see this is to look at plans for spending the revenue. Details arc not yet firm, 
but those under discussion include consumer rebates, paydown of the deficit, and financing of health 
policies. The only possible sources for these funds arc debt and taxes, and this is a tax. Like other taxes, 
allowance charges compel business owners to divert funds that could have otherwise been used to operate 
their firms and employ people. Those who believe that responding of revenue from allowance auctions 
will create jobs have been conspicuously silent about jobs that will be destroyed in businesses that must 
purchase them. 

The bill's effects start with scarcer and more expensive energy, but hardly stop there. What 
happens in energy markets will to varying degrees increase the prices of all other goods and services that 
use energy in their production. The higher prices mean lower standards of living for the American 
consumers who purchase them. They also mean that American goods become less attractive to foreign 
buyers than those from competitor nations that arc attempting to develop Iheir energy sectors rather than 
downgrade thent. 
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This bill's cniire thrust is to make energy needlessly scarce, and then somehow conclude that this 
action is good for the economy. Workers who work with more talented workers are more productive than 
those who labor alone, workers with more advanced equipment are more productive than those without it, 
and workers with better and more abundant energy sources are more productive than those without them. 
Workers forced to work with fewer and more costly energy resources produce less, not more. Scarce 
energy "creates jobs" by making workers less productive so that it takes more of them to get something 
done. What this bill really will create is not prosperity, but a less productive, less competitive economy 
with lower incomes, less opportunity, and less wealth to hand on to future generations. 

Thank you for the opportunity to testify. I will be happy to answer any questions. 
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Mr. Markey. And our final witness before questions from the 
subcommittee members is Mr. Darryl Bassett, spokesman for the 
Empower Consumers Coalition. Mr. Bassett formerly served as 
ArkansasState Public Utility Commission. Mr. Bassett, please 
begin whenever you are ready. 

STATEMENT OF DARRYL BASSETT 

Mr. Bassett. First of all, I want to thank you, Mr. Chairman, 
and members of the subcommittee. Having been familiar, Mr. 
Chairman, with your body of work while I was a commissioner, I 
have a great deal of respect for that body of work. 

It is a privilege and an honor to be able to come to this com- 
mittee and testify on what impacts we believe consumers may very 
well face if Congress does in fact adopt energy or climate policies 
without adequate cost containments. But I would be remiss if I 
went any further without recognizing the presence of one of Arkan- 
sas’ favorite sons. Congressman Mike Ross, and certainly his dili- 
gence in representing the people back home. We are awful proud 
of him back there. 

But it is an honor and it is a privilege to offer my perspective 
on how policies in the current draft might very well impact the 
poor, the elderly, the consumers on fixed incomes, those institu- 
tions of higher education, hospitals, and small businesses. These 
are people, members of the committee, whose story generally gets 
kind of lost in the wash anytime government, whether it be State 
or Federal, considers sweeping public policy changes. And as a 
former utility commissioner, I am acutely aware that the first ques- 
tion that consumers generally have when confronted with sweeping 
policy changes is, one, how much is that policy going to cost? And, 
two, who is going to have to pay it? And, personally and quite can- 
didly, answering that second question is always easier to do than 
answering the first. 

So, consequently, I want to certainly applaud the EPA for their 
recent analysis. I think, consider, it a great first step in answering 
that first question, which is, how much is the implementation of 
this proposed draft going to cost the American people. 

However, that analysis that I have had a chance to peruse, while 
certainly well intentioned, doesn’t go, in my opinion, far enough 
given the overlapping mandates in the draft. 

The draft, as you know, considers mandates on renewables, en- 
ergy efficiency, standards for new power plants. Federal gasoline 
standards. There are provisions there for cap-and-trade and issues 
involving greenhouse gas. So I think it is fair to say that the con- 
sumer is going to be concerned about what the total cost of the pro- 
posal is going to be, and will certainly be less than content if we 
only offer them an analysis that covers cap-and-trade, as the EPA 
analysis does. 

There is little disagreement among consumers that the cap-and- 
trade program is going to cost them a lot of money. We are looking 
at studies that go anywhere from an EPA estimate of $983 billion 
by 2030 to one done by the American Council for Capital Formation 
that says it is upwards of $1 trillion. Consumers are also aware 
that renewables are going to be costly. What one Texas utility pays 
for wind recently more than doubled. And Dr. Michaels just gave 
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you some indication about what is going on in California. They are 
among the Nation’s highest utility rates, but they also have one of 
the highest renewable mandates. 

What concerns us quite frankly though is putting the two of 
them together, the cap and trade as well as the renewable portfolio. 
I believe that if we are not careful what we could pose is poten- 
tially devastating consequences on the most vulnerable in our coun- 
try because what we were looking at when we look at that poten- 
tiality, we empower consumers, we then respectfully ask that the 
committee before it moves further consider an analysis that takes 
into consideration all of the proposals and what their simultaneous 
implementation would be before passing any type of climate change 
or any type of renewable legislation. 

Our concern, quite frankly and honestly, is not with the draft. As 
I said initially, I am familiar with your body of work and certainly 
with your reputation for integrity. That goes without saying. But 
what we feel, while we feel the draft is well-intentioned, we are 
concerned about the unintended consequences of well-intentioned 
legislation. And so we feel that at this critical juncture in our Na- 
tion’s history we can’t afford to make sweeping decisions on far- 
reaching legislation without a full appreciation of the extent to 
which our people, your constituents, are going to prosper or are 
going to suffer. 

Now the answer to that second question that I said the con- 
sumers are going to ask, who is going to pay, well, it is always the 
consumer. But the answer really, that doesn’t address what they 
are really trying to ask because at the heart of this thing we know 
that some of those consumers are going to suffer more than others. 
We know that history tells us anytime we apply a one-size-fits-all 
approach nationally, there is going to be a disproportionate burden 
placed on some members across the country. And ultimately it falls 
on the consumers who are least able to afford it. That is commu- 
nities of color, that is the elderly, that is those living in poverty, 
those living on fixed incomes. They are going to pay an inordinate 
amount of their monthly income on energy. 

So I have to agree with the nonpartisan statement that came out 
of the Congressional Budget Office that characterized that par- 
ticular effect as being regressive. It said, and I quote, price in- 
creases resulting from a carbon cap would be regressive; that is, 
they would place a relatively greater burden on low income house- 
holds than on higher income ones. We know that in 2008 the aver- 
age American family that had a disposable income of $52,500 a 
year last year spent 12 percent of that income on energy. We also 
know that those who were making less than $50,000, which essen- 
tially is 51 percent of all U.S. households, spent 24 percent on en- 
ergy. And those making between $10,000 and $30,000 actually 
spent 26 percent of that income on energy. 

We also know that in 2008 African American households as well 
as Hispanic households with incomes less than $50,000 spent over 
a quarter of that income on energy. So it is not surprising that con- 
sumers are going to be concerned about how much more they are 
going to be asked to bear from any type of legislation. 

Mr. Markey. If you could summarize please, Mr. Bassett. 
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Mr. Bassett. Well, in summary we are concerned that the bill 
should address in totality all of the costs that are going to be in- 
curred. One, we would ask the legislation go through a rigorous 
cost analysis. Second, we would ask you that you would consider 
mechanisms that would establish some type of floor or ceiling with 
regard to carbon allowances so that you can mitigate any type of 
unintended consequences. 

Mr. Chairman, I would like to thank you for the opportunity to 
testify, and Empower Consumers certainly looks forward to work- 
ing with this committee as we go forward. 

[The prepared statement of Mr. Bassett follows:] 
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Statement of Daryl Bassett 
Director, Empower Consumers 
Panel on Allocation Policies to Assist and Benefit Consumers 
Subcommittee on Energy and the Environment 
House Committee on Energy and Commerce 
April 23, 2009 

Chairman Markey, Vice Chair Butterfield, Ranking Member Upton and Subcommittee 
Members, thank you for this opportunity to testify on some of the impacts consumers might face 
if Congress adopts energy and climate policy without adequate cost containment. My name is 
Daryl Bassett and I head Empower Consumers, a membership organization established to 
address consumer interests in the context of energy and environmental legislation. I am a former 
Commissioner on the Arkansas Public Utility Commission, a former State Budget Director, and 
a former officer in the national and regional utility commissioner organizations. 

[1 would like to extend particular thanks to my friend. Congressman Mike Ross, who has worked 
closely with me over the years to protect consumers in Arkansas.] 

Today I am here to offer the perspective of how the combination of policies in the current draft 
proposal might impact consumers - including the poor, the elderly, consumers on fixed incomes 
- and institutions like businesses, hospitals and schools. The story of these individuals and 
groups is often lost in the shuffle as we consider broad, sweeping public policy. The fact is that 
climate change and energy diversity are important issues of the day and deserve to be addres-sed, 
but our consumers deserve no less. 

What are the costs? 


Given the quick pace of the consideration of the bill, there are no hard and fast estimates of the 
cost as.sociated with its potential adoption. We have to begin with the analysis conducted on past 
climate change legislation debated before the Congress. And the data is varied. Recent EPA 
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preliminary analyses of costs seem selective in the assumptions they make and fail to remedy 
modeling deficiencies or to account for the bill's overlapping mandates. 

A. Cap and trade is expensive 

When the Senate considered its legislation in 2008, EPA estimated that in 2030, the taw would 
cost between $238 billion and $983 billion (1 percent to 4 percent) in gross domestic product 
(GDP) losses for that year. Another study from the American Council for Capital Formation 
(ACCF) and the National Association of Manufacturers (NAM), put GDP losses in 2030 at more 
than $600 billion. ' Still others had longer term results topping out at or near $1 trillion.^ 

The question of direct impacts on energy prices also yield varied results. The previous EPA 
findings demonstrate that energy prices could rise as much as 44 percent by 2030 and gas prices 
about fifty cents a gallon in the same period. The ACCF/NAM found that gasoline could cost as 
much as two to three dollars more and household energy costs could rise as much as 1 29 percent 
by 2030. No matter what the number, and even using more conservative low'-end projections, 
the proposal is likely to be one of the biggest regulatory programs in American history.’ 

B. So are renewable energy standards. 

In particular, renewable mandates also come with substantial cost implications for consumers, if 
state experience is any guide. As la.st week’s USA Today reported, a single new solar investment 
designed to meet state mandates forced one utility's ratepayers to sustain a 6% increase. What 


' The studies are summarized in T. Johnson, Economic Challenges for Climate Change 
Policy, Council on Foreign Relations Backgrounder, Feb. 13, 2009, at 

http:/Avww.cfr.org/'nublicalion/16009/economic challenues for climate change policv.html . 

’ The Impact of America’s Climate Security Act of 2007 (S. 2191) on the U.S. Economy 
and on Global Greenhouse Gas Emissions; Hearing Before the S. Comm, on the Environment 
and Public Works, 1 1 0th Cong. 6 (2008) (statement of Dr, Anne Smith) at 6. 

’ Johnson at 2. 
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one Texas utility pays for wind power recently mote than doubled. And California has among 
the highest electric rates in the nation coupled with one of the highest renewable mandates."* 

Consumer advocates have long noted that renewable energy standards (RES) can have profound 
impacts on consumers. Kansas Consumer Counsel David Springe, testified in January 2009 that 
his State organization "does not support a prescriptive mandate as to (1) the level of renewable 
resources required, or (2) the timing of adding renewable resources to a utility’s system. Each 
utility system is different from a resource perspective and from a finance perspective. Arbitrarily 
dictating the level and timing of adding resources, regardless of cost or other considerations, is 
not in the interest of consumers." 

The District of Columbia's Peoples Counsel, Betty Noel, also advised her City Council against 
renewable mandates. Stating that it's "very easy to be cavalier with somebody else's money," 
Noel said the Districfs 20 percent standard would cost consumers approximately $26 million 
annually. She said asked the Council to "consider the immediate effect on residents who are 
struggling to pay rising bills.”* 

C. Putting them both together is even more expensive 

We'd expect the potential costs to consumers to be even higher for this legislation than for 
previous proposals. Unlike previous climate change or renewable energy proposals, the bill 
combines traditional regulation with trading programs. The bill contains mandates for renewable 
energy and for energy efficiency. It has regulatory standards for new power plants. It has a new 
federal gasoline standard. And it has a cap and trade program to address greenhouse gases. I 


'* Paul Davidson, Consumers start feeling higher costs of clean fuel, USA Today, April 
1 9, 2009, at Iittt)://w ww.usatodav.com/monev/industries,'energv/environment/2009-04-l9-liigher- 
co st-clean-energy N.htm . 

* David Springe - Consumer Counsel, Testimony on Behalf of the Citizens' Utility 
Ratepayer Board, House Utilities Committee, State of Kansas, Jan. 2I, 2009, at 
http.//curb.kansas.auv/legislative/2009/HB 20l3.pdf 

* Nikita Stewart, “Energy Act Backers, Foes Square Off,” The Washington Post, Jan. 3 1, 

2008, 
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think it is fair to say that no one knows precisely how all these overlapping measures will 
compound the costs to consumers, but the economic impact could be daunting. 

As a general point, the cost-assumptions data behind the Waxman-Markey proposal must be 
updated. Four of the most respected national consumer organizations testified recently before 
the House Ways and Means Committee that the assumptions regarding impacts on household 
incomes and budgets were based on 30-year-old modeling that must be updated before climate 
policy can be adopted.^ In addition, the former head of the Energy Information Administration, 
Guy Caruso, has recently stated that ElA data and models arc in serious need of updating as well. 
Despite large increases in anticipated DOE budget outlays, no additional funding has been 
allocated to update ElA data.* 

We understand that Committee members will not have any specific economic assessment of the 
bill before they are asked to report the proposal to the floor of the House of Representatives. Not 
only must models be updated, but they must analyze the effects of simultaneous adoption of all 
of the policies in the bill. Because the potential impacts on consumers are so severe, we 
respectfully request that the Committee have updated analysis at its disposal before it proceeds 
with passing any climate change and renewable energy legislation. 


Who pays? 


One thing we know for sure is that residential consumers - along with small businesses, 
hospitals, schools, farms, and industrial operations - all depend on reliable and affordable 
electric power. We also know that certain regions will be impacted worse than others. And 
ultimately - consumers who can least afford it, such as communities of color, the elderly, and 


’ National Community Action Foundation, National Consumer Law Center, Public 
Citizen and Friends of the Earth (collectively. National Consumer Groups), Statement on 
Consumer Impacts of a Cap-and-Trade Climate Change Policy (Mar. 12, 2009), at 
littp://www.consumerlaw.ore/issues/climate change/content/Cap-and- 
TradeC limateChang ePolicv.pdf . 
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those living on fixed incomes or in poverty will pay the highest percentage of their monthly 
budgets. 

A, Regressive features 

Groups on the frontline of addressing the impacts of energy assistance have commented on the 
relationship between inflexible carbon policy and unacceptable results for those living in 
poverty. A March 2009 report presented by the National Community Action Foundation, the 
National Consumer Law Center, Public Citizen and Friends of the Earth found that, "there will 
be a proportional shift among the consumer groups based on fuel and location." Bills paid by the 
consumers with significant coal resources "will rapidly become the most expensive. Electric bills 
make up the majority of low-income household expenditures today. 

Another word from the front lines comes from Catholic Charities of Cleveland. They testified 
that, "conversion to natural gas from coal would have a devastating effect on the people of Ohio 
and our country, particularly the poor and the elderly."'” 

The group attempted to quantify the impact of such fuel conversion as follows: 

"The overall impact on the economy in Northeast Ohio would be overwhelming, and the needs 
that we address at Catholic Charities in Ohio with the elderly and poor would be well beyond our 
capacity and that of our current partners in government and the private sector. In a recent study 
on Public Opinion on Poverty, it was reported that one-quarter of Americans report having 
problems paying for several basic necessities. In this study, currently 23% have difficulty in 
paying their utilities - that is, one out of four Americans,"" 

The non-partisan Congressional Budget Office called the price effects for consumers what they 
are; regressive: 


* Kent Garber, "The Trouble with the Numbers," U.S. News & World Report, April 2009, 

at 40. 

” National Consumers Groups at 3. 

Clean Power Act: Hearings on S. 556 Before S. Comm, on Env't & Pub. Works, 107th 
Cong. 757 (2002) (statement of J. Thomas Mullen, President & CEO, Catholic Charities Health 
and Human Services). 
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"The price increases resulting from a carbon cap would be regressive— that is, they would place a 
relatively greater burden on lower-income households than on higher-income ones. Higher- 
income households would face larger costs in dollar amounts, but those costs would make up a 
smaller share of their average annual income. For example, one study estimated that the price 
increases resulting from a 1 5 percent cut in carbon emissions would cost the average household 
in the lowest one-fifth of the income distribution about $560 a year, or 3.3 percent of its average 
income. Households in the top one-fifth of the income distribution would pay an additional 
$1,800 a year, or 1 .7 percent of their average income."'^ 


B. Communities of Color and the Elderly 

The cost impacts are regressive but, as is often the case, they fall with disproportionate impact on 
certain subgroups in our society. 

A 2008 study based on historical energy consumption survey data and current energy price 
forecasts from the U.S. Department of Energy's Energy Information Administration (EIA), made 
the following findings that demonstrate the disparate impact of energy price increases on 
minority communities: 

In 2008, the average American family with an after-tax income of $52,586 will spend 
more than $6,200 on energy, or 12 percent of the total family budget. 

* The 60 million households earning less than $50,000, representing 51 percent of all U.S. 
households, will devote 24 percent of their after-tax income to energy. For the 27 million 
families with incomes between $10,000 and $30,000, energy expenditures will consume 26 
percent of average after-tax incomes. 

* in 2008, African-American and Hispanic households with annual pre-tax incomes below 
$50,000 will spend roughly one-quarter of their after-tax income on energy. 


1 1 


Id. 


Congressional Budget Office, Shifting the Cost Burden of a Carbon Cap-and-Trade 
Program, at ix (July 2003). 
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* After paying federal and state taxes, the average African-American family had an 
estimated income of $35,949 compared to $38,252 for all Hispanic families and $54,125 for 
white households. 


Similarly, older Americans are disproportionately affected by higher energy costs. As a share of 
income, households headed by a person age 65 or older spend more on energy bills than younger 
households. As CRS recently reported, "Older households account for approximately 20% of our 
nation’s total consumption on energy-related products. Although in actual dollar terms older 
households spend slightly less on energy-related consumption than households headed by a 
person under age 65, they spend a higher share of their income on energy-related 
expenditures."''* 

Therefore, to the extent a restrictive federal RES is adopted, its cost will be borne 
disproportionately on the backs of minority households. In this sense, a federal RES behaves like 
a regressive income tax. 

C. Regional differences 

Consumers in the Midwest and Southeast will literally face double the impacts of carbon caps 
than consumers elsewhere in the country. The Oak Ridge National Laboratory has reported that, 
"The carbon intensity of heating fuel and electricity generation will lead to very different cost 
increases in residential fuels. [The Oak Ridge] findings reveal dramatic variation in impacts 
across the regions by 2030, with vulnerable consumers in the South and Midwest incurring price 
increases more than double those of lower-income consumers in the Northeast and West."' ’ 

This difference in carbon intensity creates stark regional differences in carbon policy. Similarly, 
the differences in availability of renewable energy converts the RES into an income transfer from 

'* Rising energy costs disproportionately impacting minority households, Louisiana 
Weekly, Aug. 29, 2008, available at http://www.loui.sianaweeklv.com/'news.phD'.’viewStorv~27l . 

Janemarie Mulvey, Impact of rising energy costs on older Americans, CRS Report for 
Congress No. RS22826 (Mar. 4, 2008), at 

http://assets.opencrs.eom/rpt.s/RS22826 20080304.pdf 

” National Consumer Groups at 3. 
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the Southeast and the Midwest to states that have greater access renewable. As Consumer 
Counsel David Springe of Kansas noted, "there may be a legitimate reason why a utility cannot, 
or perhaps should not, be constrained by these [RES] deadlines. For example, if a wind 
developer knows that a utility must meet a statutorily imposed deadline for acquiring wind 
power, the utility loses bargaining power. It could also be the case that a utility does not have the 
necessary natural gas fired generation available to back additional wind at the deadline." 

He concluded that responsible energy policy should not be based on a premise "that consumer 
interests or consumer utility rates are secondary to political expediency."'^ 


D. Hospitals and schools 

It is often tempting to think of energy price shocks as limited to business and consumers. But 
important social service organizations like hospitals and schools are also in the crosshairs when 
costs are not properly contained. 

ERA has found that hospitals "use twice as much energy per square foot as do office buildings." 
Compounding the effects of direct energy costs, "Virtually every item consumed in a hospital is 
to some extent connected to fossil fuels." Recent health policy initiatives like electronic record 
keeping only exacerbate the trends. One recent study found that "electricity used exclusively for 
medical records is rapidly increasing, by 400-800% in the past four years." So in short, energy 
costs - and specifically electricity - are a major cost burden on hospitals and health care.'^ 

Schools are likewise adversely impacted when energy costs go up. The American Association of 
School Administrators recently found that 99 percent of school superintendents reported direct 
budget impacts as a result of increased energy costs associated with transportation, heating and 
air conditioning. Worse yet. Superintendents have found that higher energy costs directly 


Springe at 1 . 

” Dan Bednarz, Rising energy costs and the future of hospital work. Energy Bulletin, 
Apr. 29, 2008. available at h ltp://wwwv.energvbulletiii.net/node,''4 35 1 4. 
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teaching positions and the ability of schools to take students off campus for events and 
competitions.'* 


What can be done? 


The current proposed bill does not sufficiently costs associated with the bill. While many of the 
answers to cost issues depend on ultimate changes to the legislation and on matters not yet 
defined, Empower Consumers has several suggestions: 

First, the legislation must be subject to rigorous cost analysis that includes up-to-date economic 
and energy models. The analysis must consider the simultaneous adoption of the renewable 
energy standard, the energy efficiency standards, the low-carbon gasoline standards, and the 
carbon cap and trade program. Past analyses have viewed these in isolation; 

Second, the legislation should consider mechanisms that establish floor and ceiling prices for 
carbon allowances. Should allowances exceed the price established as the ceiling, then more 
credits should be made available at the ceiling price. Only in this way can certainty be restored 
for purposes of investment and consumer protection; 

Third, allocation of credits is preferred over near-term auctions. Some have rejected the notion 
of free allowances as a windfall to the regulated community. This is not the case. With 100% 
auction, electricity providers would have to make substantial investments to comply with both 
the RES and to install technology made necessary under the cap. In essence, the energy 
consumer would pay twice: once for technological changes and again for auction prices. By 
contrast, with sufficient allocations, energy providers can use the value of the allocated credits to 
defray the costs of capital improvements or process changes, in whole or in part. As noted 


UPl, Energy costs spurring school spending cuts, July 29, 2008, available at 
http://wvvw.upi.com/Top News/2008/07/29/Energv-costs-spurrim:-school-spending-cuts/UPI- 
960712173476,33/. 
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above, there is already a significant chance that consumers will suffer at the hands of the cap and 
trade program. An auction approach doubles the burden; 

Fourth, get rid of expensive mandates and let trading programs work. The record of government 
energy mandates providing relief to consumers is not a good one. The use of incentives and 
mandates for ethanol has neither helped consumers with fuel prices or with food prices. 
Similarly, the adoption of a low-carbon fuel standard and an RF.S makes little sense if both 
refiners and utilities are already to be placed under a carbon cap; 

Fifth, do not believe rebates will fix the problem. Recently, there has been much discussion of 
direct rebates to consumers. While the devil is in the details for such a program, it is clearly 
better to control costs at the front end - with reasonable timetables, targets and allocations - than 
it is to run up a bill and try to cover its impact at the end of the day. If the initial costs to small 
businesses on Main Street - who would not necessarily benefit from rebates - is sufficient that 
jobs are lost, it is not clear that any amount of consumer assistance will succeed. Further, if 
consumer assistance rebates are provided in equal measure in all parts of the country, data shows 
that Southeastern and Midwestern consumers will still be shortchanged because their price 
impacts are twice as large; and 

Last, make the cost impacts of the bill transparent to consumers. Consumers deserve to have a 
good sense as to how much this will cost them. It should appear on in their statements and made 
available to consumer groups and the media. Educated consumers are essential for effective 
climate policy. 

Thank you for this opportunity to testify. Empower Consumers looks forward to working 
closely with the Committee as it seeks to address these issues. 
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Mr. Markey. Thank you, Mr. Bassett, very much. Now we will 
turn to questions from the subcommittee members. The Chair will 
recognize himself and let me turn to you, Mr. Cowart, and you, Mr. 
Greenstein, so I can ask you a little bit of a question so you can 
both get a chance to expand on the impact on consumers. 

Can you talk a little bit about what happens if we put together 
a good formula dealing with energy efficiency, recycling revenues 
and the cost of inaction? We saw the price of a barrel of oil spike 
to $147 a barrel last year if we don’t put together a plan to break 
our dependence on imported oil. 

Mr. Cowart. 

Mr. Cowart. I will start. My message is plain here, that cost-ef- 
fective energy efficiency is the cost containment mechanism you are 
looking for. And I encourage all the subcommittee members to look 
really carefully at all the mechanisms in this legislation that would 
promote end-use energy efficiency. And I suspect that Mr. Green- 
stein and I are going to agree that that is one of the ways to bring 
prices down across the board for everybody. 

And secondly, that in particular we should support targeted low- 
income energy assistance that would direct cost-effective energy ef- 
ficiency, particularly to low-income families, through such things as 
dramatically expanding the weatherization programs. 

So there are a lot of mechanisms here to help consumers both di- 
rectly and indirectly by lowering carbon prices and lowering power 
prices through aggressive energy efficiency actions. 

Mr. Markey. Okay. Let me go to you, Mr. Greenstein. 

Mr. Greenstein. I think things like energy efficiency and con- 
sumer relief go hand in hand. The way that we think of and the 
way we recommend you think of and I think the way the com- 
mittee, as I understand it, is thinking of consumer relief is that the 
consumer relief be related to some share of the permits. The more 
effective the efficiency and shifts to alternative forms, cleaner 
forms of energy, via the price signal are, then the less will be the 
amount that the allowances sell for, and the smaller will be the hit 
on consumers’ budgets. I don’t think this bears one way or another 
on the form of the consumer relief. But under the proposal that I 
have suggested with tax credits, to payments on Social Security 
and veterans and the debit card mechanism, the amount of the re- 
bate would be tied each year to the price that the allowances were 
selling for and thereby to the overall impact on consumers. So the 
better the results one gets from investments in efficiency and alter- 
native energy, the less the burden both on the overall economy and 
on consumers. And if X percent of the permits are going for con- 
sumer relief, the dollar amount of that relief will be less because 
the impact on their budgets will be less because the efficiency is 
working. 

Mr. Markey. Thank you, Mr. Greenstein. 

Mr. Sterba, in my home State of Massachusetts there are two 
large coal-burning power plants, the Salem plant and the Brayton 
Point plant. Since our State required utilities to spin off these 
plants as part of its restructuring plan, they are not subject to reg- 
ulation by the Massachusetts Department of Public Utilities. If we 
were to give Dominion Power, which owns Salem, and PGE which 
owns Brayton Point, free allocations, what would prevent them 
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from pocketing that financial windfall rather than passing on the 
savings to the consumer? 

Mr. Sterba. Mr. Chairman, the primary benefit that will go to 
those consumers is the allocation that would he made to the LDC 
that serves the consumers in that area. The purpose of a small al- 
location — and we are talking about less than 10 percent of the total 
allocations to the electricity sector that would go to coal genera- 
tors — the purpose of that is to help cover the costs that are not re- 
covered by that coal generator through the price of electricity 
caused by the imposition of a cap and trade. So it helps cover that 
small component of cost that is not recovered through the market 
price. 

Yes, they will sell it. Yes, that generates revenue to them. What 
it does do — and let me use Texas, where I am more familiar, Mr. 
Chairman, because I operate there — is it helps ensure that that 
coal resource stays viable for a period of time because the allow- 
ances that are allocated to that generator would decline. But it 
helps ensure that you don’t end up causing that unit to be shut 
down or mothballed and replaced with gas generation. 

Mr. Markey. Let me go to, if I may, Mr. Morgan. Do you agree 
with that? 

Mr. Morgan. I agree in part that the benefits to consumers come 
through the allocation to the LDCs. But I don’t see how the con- 
sumer gets any benefit from giving of free allowances to the gener- 
ator because those benefits are — we have no way to make sure that 
they get passed along. The company, in fact, wouldn’t necessarily 
even keep that plant operating. If it becomes uneconomic because 
carbon is being priced, the allowance allocation is based on the 
baseline and they would get this perpetual stream of allowances 
into the future even if the plant has been retired. So there really 
isn’t any incentive for them to even keep the plant running. And 
there is every opportunity for them to pass along the value of that 
future allowance stream to the shareholders and really no way for 
it to get to 

Mr. Markey. My time has expired. We have to continue this con- 
versation, I think. My time has expired. The Chair recognizes the 
gentleman from Michigan, Mr. Upton. 

Mr. Upton. Thank you, Mr. Chairman. As you know, a number 
of States actually exceed 90 percent of their power produced from 
coal. And I have always been a supporter of clean coal technology. 
And Mr. Sterba, you indicated that you thought that there should 
be free allowances until technology is in place that will actually re- 
duce those emissions. 

I was a cosponsor of the Boucher bill last year. I hope that we 
can proceed on it this year. But if it works — and I hope that it 
does — it is still 8 or 10 years probably away before it is actually 
in place and you can actually see it begin to be implemented with 
a number of different facilities around the Nation, particularly in 
the Midwest. 

So assuming that that is all accurate, you would want a free allo- 
cation until that technology is on the shelf ready to use, is that 
right? 

Mr. Sterba. Yes, sir. In fact, I think that free allocations in 
order to help mitigate consumer impact should last longer than just 
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8 to 10 years. I think — but they would be declining as the cap de- 
clines. So to me, you should be thinking about allocations that 
would last 20 to 30 years. But it is a declining amount, and that 
is for the consumer protection purposes. 

Mr. Upton. Now as we talk about consumers getting money 
back, in essence a rebate, our State, Michigan, my State, Michigan, 
we have lost 150,000 jobs in the last number of months. Estimates 
that were released earlier this week by the University of Michigan 
show that we are going to lose more than 230,000 before the end 
of the year. We already provide 79 weeks of unemployment bene- 
fits, and you might have seen the news this morning that GM is 
suspected of closing all of their facilities or virtually all of them for 

9 weeks beginning next month, which will impact even more than 
what was shown by the U of M. 

I know that there is a lot of thoughts about rebating consumers. 
Of the panel here, how many believe that consumers also should 
be employers eligible for such rebates that you might impose, as 
Mr. Greenstein indicated, for those — Mr. Sterba. Anyone else be- 
lieve that employers should be able to receive rebates as well as 
individuals? Just two? Can I have a show of hands? Three. Mr. 
Morgan, you are a “no” then, is that right? Mr. Greenstein, are you 
a “no”? 

Mr. Greenstein. My sense is the most efficient way to do this 
is employers will have some increased cost that they will pass 
through to consumers. And the system I recommend, this is part 
of the impact on consumers that would be compensated. 

Mr. Upton. Okay. Mr. English, you indicated that you are look- 
ing for an out, was it 4 million megawatts, is that what it was? 

Mr. English. Well, I was suggesting that as far as small utilities 
are concerned, that is what Small Business Administration identi- 
fies as small utility exemption, so, yes, I would suggest that on re- 
newable electricity standard. 

Mr. Upton. Okay. What is the average renewables now? I sup- 
port renewables, wind, solar, a whole number, hydro. What is the 
average of your membership in terms of what they would now pro- 
vide for renewables? What percentage? 

Mr. English. Well, I think it depends on what you define as re- 
newable. That is part of the difficulty we have. Different States 
have different definitions. What we would include, which would in- 
clude hydro, is about 11 percent. And you are talking about roughly 
we use — about 9 percent of the power that electric cooperatives use 
does come from renewable energy that is hydro. 

Mr. Upton. If you include a broader base, include hydro, include 
a whole number that waste energy, do you support the 25 by 25? 

Mr. English. Well, I am a member of the steering committee of 
the group known by 25 by 25 that has that as an objective. And 
I think that does comes down as to how flexible you are going to 
be, how inclusive. 

Let me add quickly, there is another problem here. And that is, 
if we are going to produce renewable energy on a large scale and 
we would advocate that that is what needs to be done if we meet 
these standards, that the one thing that you are going to have to 
have as a part of this legislation is siting. 
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Mr. Upton. That is my last question. I have 28 seconds. I want 
to come hack to it. Mr. Morgan, Mr. Cowart, there is nothing as 
I read this bill — as we look at renewables, we have had a problem 
in California. I support renewables, whether they be off Nantucket 
or whether they be in Lake Michigan for wind. With that also 
comes the siting or the connection to the transmission lines. We 
have seen a pretty vocal struggle in California where the senior 
center there has announced that the Mojave Desert should not be 
a place for solar. We have seen off San Diego a major solar park 
being — the transmission lines trying to be sited sued by the Sierra 
Club. Is there a length of time the local PUCs should make a deci- 
sion before FERC comes in with a heavier hand? 

Mr. English. I think it is going to have to be a very, very short 
time if in fact we are going to meet these objectives. That is the 
whole point. If you are going to have a carbon cap on it and we 
are going to rely heavily on renewable energy, we have to have 
siting and have it very, very quickly. And I would suggest that that 
has to be focused primarily on renewable energy, on the building 
of that high voltage transmission. 

Mr. Upton. Mr. Morgan, you agree? 

Mr. Morgan. Yes. If I could add, the amount of time available 
for commissions to review — first of all, we don’t see any evidence 
that that is a problem right now. There are many other problems 
associated with siting transmission lines. A lot of the problems, 
particularly in the West, have been associated with siting lines 
across Federal land. And we do, in fact, have legislation in place 
now that provides the Federal backstop where commissions don’t 
act within a certain amount of time. 

NARUC would prefer to give a chance for this law to work. We 
don’t see any evidence that it is not working. And we are, in fact, 
open to discussions about further changes in transmission policy. 
But we would like to see the current law given a chance to work. 

Mr. Markey. Great. The gentleman’s time has expired. The 
Chair recognizes the gentleman from Pennsylvania, Mr. Doyle. 

Mr. Doyle. Thank you, Mr. Chairman. Mr. Sterba, Mr. Morgan 
stated that he is opposed to allowances for merchant generators. I 
wonder if you would like to explain why you think it is important 
to allocate credits to merchant generators as called for in the U.S. 
cap report. 

Mr. Sterba. Yes, sir. Thank you. First, I only believe that it is 
appropriate to allocate to some merchant generators. In the typical 
markets in the United States natural gas sets the market clearing 
price. So included in that price will be the cost of allowance for nat- 
ural gas. Natural gas emits about 50 percent of the carbon that a 
coal plant emits. So part of that 50 percent is already being re- 
flected in the price. The only thing we are proposing — and with this 
comment I will represent both EEI and U.S. cap — is the coverage 
of the other 50 percent for unregulated coal generation. If we do 
not maintain for a period of time that level of unregulated coal gen- 
eration, which represents about 16 percent, 17 percent of all gen- 
eration in the United States, we run the risk of a switch and a 
rush to gas which will increase natural gas prices for all con- 
sumers. That is a very hidden cost that is real. And we have seen 
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what happens when natural gas prices move from $4, $5, $6 to $14, 
$15, $16. 

Mr. Doyle. How do you feel about that clarification, Mr. Mor- 
gan? 

Mr. Morgan. Well, first of all, having those allowances available, 
which are based on the baseline, does not provide an incentive to 
keep that plant running. If the plant is not economic because of 
pricing carbon, the most efficient thing for the company to do is 
shut the plant down and keep the allowances and you will have the 
rush to gas anyway. Really what it is, is just — as I said earlier, it 
is kind of a golden parachute for these old dirty plants to help 
cover their obligations to their shareholders. It is not going to keep 
the plants running. It is not going to help solve that problem. 

Mr. Sterba. Mr. Doyle, if I could, and this is a personal state- 
ment. As an owner of unregulated coal generation in Texas, if I 
don’t have a plant running, I shouldn’t get allowances. I agree with 
that. 

Mr. Doyle. Right. Let me ask you also, Mr. Sterba, the draft text 
calls for alternative compliance payments to be set at 5 cents per 
kilowatt hour. How does that affect your membership in the real 
world? What would the effect of that be? 

Mr. Sterba. Well, the effect is to increase cost. I believe that 
somewhere in the 2.5 cent alternative cost is appropriate. I think 
5 cents imposes a heavy burden on consumers. One of the biggest 
concerns I have got is that we will do the right thing by putting 
in place carbon legislation. But we do it in a way in which elec- 
tricity prices increase to a point where we get a consumer backlash. 
We have seen it happen in California, in the California gaffufie of 
2001. We have seen it happen elsewhere where things happen and 
consumers respond by saying “no more”. We need to do this smart- 
ly, and if we create systems that cause prices to go up too much 
too fast, we will get that consumer backlash. 

Mr. Doyle. Mr. Cowart, many of us on the panel here have con- 
cerns that the 25 percent renewable standard is going to be very 
difficult to meet in certain regions of the country. And one of the 
ideas, one of the ways to lessen that burden would be to expand 
the list of qualifying energy sources, to recognize things such as 
methane recovery and waste to energy and distributed generation. 

What are your thoughts on expanding the list of qualifying en- 
ergy sources to meet a 25 percent standard? 

Mr. Cowart. Well, with respect to the list you just gave, I sup- 
port it. I think that there are good reasons to expand certainly the 
qualified renewables to include methane conversion, which is, as 
you know, from a global warming perspective that is a double win- 
ner and definitely ought to be encouraged. I think that there is 
some merit to allowing a piece of a renewable portfolio standard to 
be met by accelerated achievement in energy efficiency as well. As 
a general matter we like to keep them separate and there are good 
reasons for that. But for some regions of the country where they 
think that it is going to take longer to get the renewables going, 
it allows some efficiency, early action on efficiency to qualify. 

Mr. Doyle. And just a final question because I just have 7 sec- 
onds left, just a show of hands. How many on the panel would sup- 
port 100 percent auction of these credits? 
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Mr. Morgan. Now or later? 

Mr. Doyle. Now. Well, of course later but right now. Just one? 
Okay. I see my time is up, Mr. Chairman. Thank you. 

Mr. Markey. The Chair recognizes the gentleman from Texas, 
the ranking member of the full committee. 

Mr. Barton. Thank you, Mr. Chairman. I am not sure where to 
start. I guess I will start by complimenting Mr. Sterba. It is good 
to see you, sir. 

Mr. Sterba. Thank you. 

Mr. Barton. When I walked in, you kind of changed your look. 
I thought I was looking at Ming the Magnificent of Flash Gordon, 
which is a good look, not a bad look. 

Mr. Sterba. I appreciate your taste, sir. 

Mr. Barton. Let me just start out by clarifying something that 
our distinguished subcommittee chairman said. One of the reasons 
we are apparently doing this bill is to become less dependent on 
imported oil, which I support the goal. How much imported oil is 
used in the generation of electricity among the member companies 
ofEEI? 

Mr. Sterba. Mr. Barton, I don’t recall the specific number. It is 
fairly small. 

Mr. Barton. It is close to zero. 

Mr. Sterba. It might be in the 1 percent range. 

Mr. Barton. Yeah. So we are not going to get a lot out of this 
bill that — ^because the imported oil is going for the transportation 
industry. It is not going for the power generation industry. 

Mr. Sterba. That is correct. And I think that is where plug-in 
hybrids come in for the future. 

Mr. Barton. Well, speaking of plug-in hybrids, hybrids are made 
in my district down in Arlington, Texas. The additional cost of the 
hybrid is such that it never pays for itself. At $4 a gallon gasoline 
it took somewhere between 10 to 15 years. At $2 gasoline, you are 
buying a hybrid just because you want to buy a hybrid. There is 
no payback to it. And in any scenario, the GM plant in my district 
that makes the GMC hybrid, the Cadillac hybrid, they have the ca- 
pacity to make approximately 60 per hour. In the entire country I 
am told they are selling about 30 a week. 

So let’s don’t kid ourselves. Unless we force America — and I 
mean force ’em, this theology that everybody is going to transition 
to an electric vehicle or a hybrid vehicle, unless it is mandated by 
Federal law, backed up by the Army, it is not going to happen. 

I do want to thank you, Mr. English, for reminding the com- 
mittee of jurisdiction that when we passed the Clean Air Act 
amendments in 1990, which I voted for too, we explicitly didn’t in- 
clude CO 2 . It wasn’t serendipitous that we just kind of forgot about 
it. We debated it and thought about it, and we didn’t think CO 2 
was a pollutant and needed to be regulated as a criteria pollutant 
under the Clean Air Act. 

The Republican alternative when we put it out for this bill is 
going to have a provision from Congresswoman Blackburn, a mem- 
ber of the committee, that explicitly states that, which is something 
that I think the committee members need to keep in mind. 

Mr. Michaels, I want to ask you a question since you talk a little 
bit about cost. Could you explain to the committee and to me how 
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raising the price of any commodity, in this case CO 2 , can be ab- 
sorbed without being passed on to anybody in the economy, which 
is apparently what my friends on the other side think they can do. 

Mr. Michaels. The fundamentals of supply and demand say that 
no matter what kind of increase in price, increase in tax there is, 
there is going to be — part of it is going to be borne by consumers, 
part of it may be borne by producers, by consumers as higher 
prices, by producers as having lower profits, fewer funds that they 
can reinvest in their businesses. The exact details of how the num- 
bers break down in the carbon case is a subject of considerable de- 
bate, and certainly in California they haven’t settled that issue yet. 

Mr. Barton. Let’s assume that by some miracle Mr. Doyle, my 
good friend, can come up with an allowance system that doesn’t 
cost anybody anything. Then there is no reason to use less of the 
commodity that is being capped, is there, if there is no cost to it? 

Mr. Michaels. But the only way that could happen would be if 
allowances were redundant and it was as good as if they didn’t 
exist at all. 

Mr. Barton. My time has almost expired, Mr. Chairman. I do 
want to compliment you. Yesterday I learned that the oil and gas 
in Alaska is there as a result of continental plate shift. And I am 
sure that I may learn something of a similar value as this hearing 
progresses with the other 20 witnesses that we have here today. So 
I am going to yield back the balance of my time. 

Mr. Markey. I thank the gentleman. 

The Chair recognizes the gentleman from Washington State, Mr. 
Inslee. 

Mr. Inslee. I am glad my good friend Mr. Barton mentions Alas- 
ka because as we speak the tundra is melting because of carbon di- 
oxide. The polar ice cap is disappearing because of carbon dioxide. 
The oceans that sustain the salmon fishery of Alaska are becoming 
much more acidic because of carbon dioxide. 

So I just want to ask you a preliminary question to the extent 
I hope you can answer a yes or no pretty much to this question. 
I want to just ask each of you very quickly to answer this. 

Do you believe that the threats associated with the pollutant car- 
bon dioxide and the threats of changing the climate and the acidity 
of our oceans are significant enough to the United States that we 
should endeavor to cap, to limit the amount of this pollution in the 
atmosphere, Mr. Sterba? 

Mr. Sterba. Yes. 

Mr. English. I think we are doing it no matter what. 

Mr. Crisson. Yes, Mr. Congressman. 

Mr. Somerhalder. Yes, Mr. Congressman. 

Mr. Morgan. Yes, NARUC supports taking Federal action to re- 
duce carbon emissions. 

Mr. Cowart. Absolutely. 

Mr. Greenstein. Yes. 

Mr. Michaels. The science is not yet clear enough to make a de- 
cision on as drastic a policy as this. 

Mr. Bassett. Yes. 

Mr. Inslee. The reason I ask that question is that we have two 
very significantly different approaches. One side of this committee 
believes that this problem demands action. One side believes that 
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this is not a problem and therefore has not proposed any action to 
deal with this problem. So I take the majority of your answers to 
be that these industries suggest we need action. And there has 
been and there will be much criticism of the proposal we have 
made to take action on this problem. But we have made a proposal. 
We have stepped up to the plate to suggest one cause of action. We 
have come up with ideas on how to solve this problem. And simply 
sniping at this particular proposal, although in the finest American 
tradition, is not going to help us solve this problem. And I look for- 
ward to one day where all members of this committee can start 
being part of the solution rather than being part of the problem 
and not taking any action. 

So I want to ask about the action that we should take. First, the 
question I want to ask is, could someone help us on the best way 
to assist the siting of transmission? I do believe in this bill there 
are some additional measures we should consider that as these re- 
newable sources start to come online with concentrated solar off- 
shore wind we are going to see a significant increase for need for 
transmission lines. And I think we need some backstop Federal au- 
thority to site those. 

I will turn to Mr. English for his thoughts. 

Mr. English. Well, thank you very much. Let me just say, I 
would respond that we have a more practical situation in front of 
us right now. I think the Clean Air Act is going to be used to ad- 
dress this issue. And I think that this committee and the Congress 
needs to make sure that we have something that is deliberately 
passed to address the carbon issue. 

Second is renewables have got to play a huge role in this thing. 
And from a practical standpoint we have to move very rapidly if, 
in fact, this legislation is going to be timely as far as — and I think 
that is what you intend. 

Mr. Inslee. When you say move rapidly, are you referring to 
transmission? 

Mr. English. Particularly transmission. I think efficiency, we 
have got to be very aggressive on it. And quite frankly, I don’t 
think we are anywhere close to what we need to have done on that. 

Secondly, as far as transmission is concerned, I understand “not 
in my backyard” “I don’t want any part of it.” But quite frankly if, 
given the amount of reliance that I expect that we are going to 
have on renewable energy and what I think probably the authors 
of this bill intend, we have to have that siting, probably we need 
the siting yesterday, not tomorrow, not 2 years from now, not 5 
years. We cannot build the renewable energy that is going to be 
necessary to move this country forward and to even approach 15 
percent or 20 percent, much less 25 percent, unless that siting is 
done within the next 2 years. 

Mr. Inslee. We will be making some suggestions to the com- 
mittee about how to move that forward in future drafts of the bill. 
And we hope any and all of you can help us with your insights on 
how to draft that. Very quickly, as we recycle the money from the 
auction proceeds, and I do believe there should be 100 percent or 
high level of auction except for the permits that Mr. Doyle and I 
have fashioned, a measure to go back to energy-intensive manufac- 
turing industries. But as we recycle that, what is the best way to 
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do it if we want to encourage the use of those recycled dollars back 
to consumers to use it for efficiency improvements? Is it just in- 
creasing the weatherization program or some voucher program? 

I will take about a 20-second answer if the Chair will allow it 
from someone. Mr. Cowart. 

Mr. Cowart. We need an entire suite of energy efficiency pro- 
grams. It includes weatherization, it includes assistance to indus- 
tries. It includes assistance for retooling factories. It includes com- 
mercial energy efficiency as well. The local distribution companies 
or other trustees appointed by and supervised by State regulators 
are the best means to ensure that these dollars are returned to cus- 
tomers in the form of enhanced efficiency. 

Mr. Inslee. Mr. Greenstein, we are out of time. I want to respect 
the Chair. 

Mr. Markey. Quickly, Mr. Greenstein. 

Mr. Greenstein. I was just going to say, in terms of consumers’ 
efficiency investments, you are going to get consumers investing 
more in home efficiencies themselves if they see the price signal in 
their utility bills and they are made whole by a direct payment so 
they still see the — if you are to officially keep the bill down, there 
is going to be less incentive for them themselves to take conserva- 
tion and efficiencies. 

Mr. Inslee. Thank you. Thank you, Mr. Chairman. 

Mr. Markey. The gentleman’s time has expired. 

The Chair recognizes the gentleman from Oregon, Mr. Walden. 

Mr. Walden. Thank you. The first question I have for each of 
you, and I want a yes or no answer. Have you read the draft dis- 
cussion bill yourself in its entirety? Mr. Bassett. 

Mr. Bassett. Yes. 

Mr. Walden. Mr. Michaels. 

Mr. Michaels. No. 

Mr. Walden. Mr. Greenstein. 

Mr. Greenstein. In its entirety, no. Parts of it, yes. 

Mr. Walden. Mr. Cowart. 

Mr. Cowart. Same answer. 

Mr. Walden. Mr. Morgan. 

Mr. Morgan. Same answer. 

Mr. SoMERHALDER. Same answer. 

Mr. Crisson. Not entirely. 

Mr. English. Not entirely. 

Mr. Sterba. Not entirely. 

Mr. Walden. I have not either, but I am just about there. 648 
pages and I think I am down to about 603 right now. 

The reason I ask that is not to put you on the hot seat except 
that our job here is to legislate. So every word matters. Despite 
what my colleagues on the other side may think that we are not 
supposed to ask questions, I intend to ask questions, and I intend 
to pursue this pretty aggressively because I think we are about to 
put into law a policy that will have enormous ramifications for con- 
sumers, small businesses, every American and our future. And so 
I am going to take my time, and I may invoke my rights under the 
House rules, which cannot be superseded by this committee, to get 
5 minutes for each of you for questions. Because I think it is that 
important of an issue. So let’s start out. 
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Mr. English, I appreciate your testimony today and your work on 
behalf of the rural electric co-ops. You have a very good organiza- 
tion and I work closely with my members in my district. Explain 
to me how the provisions in this bill affect your members, a lot of 
them very small little cooperatives out across very rural land- 
scapes, when it comes to them participating in an auction. Can you 
explain to me how they compete with a five-member board or a 10- 
member board out in Hood River or John Day or somewhere? 

Mr. English. We don’t think even our largest members can com- 
pete in that kind of an environment at an auction. It would be ex- 
tremely difficult for us to do so. And let me also say, that does need 
to take into account the regional ramifications of an auction. 

Mr. Walden. And yet in the Northwest we have enormous wind 
energy, a lot of it in my district. I am proud of it. But I also know 
that one of the great synergistic actions there is being able to use 
the hydro system as a storage battery. There are provisions in this 
legislation that both completely discriminate against hydroelectric 
power as renewable, if it was online prior to 2001, as well as any 
new hydro is not considered renewable if in some way it affects the 
pool level behind a storage facility at any time or any location. 

Doesn’t that pretty much rule out new hydro as a battery for 
wind? 

Mr. English. I think it is a mistake to eliminate any kind of re- 
newable whatsoever. We are looking at biomass, we are looking at 
all different aspects of generating renewable energy. But again I 
want to go back to the biggest limitation on renewable energy is 
transmission and is the question of siting. 

Mr. Walden. I am going to bring this up again. This is Bonne- 
ville Power’s hourly measurements of wind energy in the North- 
west. You see the dramatic drop in output of wind. You have to 
have something to balance it out. We are going to move forward 
with renewable energy, which is a good thing, but it cannot be done 
in a vacuum. 

So can somebody explain to me how you do not need other power 
sources that you can bring online rapidly to balance this out. The 
same would go with solar at night. 

Mr. English. I will just say very quickly, you are right. 

Mr. Walden. I appreciate that. Let’s talk about natural gas. 
Does anybody believe here that this legislation will not drive up 
the cost of natural gas? 

Mr. SoMERHALDER. For the reasons that were mentioned earlier, 
clearly even your example related to intermittent sources of power 
from renewable, that will require generation that can back it up. 
Natural gas is the quickest source of new facilities that could come 
on the quickest to back that up. 

Mr. Walden. And so everybody is agreeing, yes, natural gas — 
anybody disagree? And I don’t mean to move fast. But I am down 
to a minute. Smart grid. I am going to go back to Mr. English on 
this. As I read this legislation, everybody that serves a power cus- 
tomer is going to have to have a plan put in place rather rapidly 
on how to deal with plug-in hybrids and a smart grid technology. 
Now out in Fossil, Oregon, there is one person for every 9 miles 
of power line. Can you explain to me if there is a cost associated 
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with that smart grid technology and that plug-in requirement here 
and how that would be addressed? 

Mr. English. Well, first of all, let me just say 

Mr. Walden. I drive hybrids, by the way, despite my ranking 
member. 

Mr. English. First of all, we don’t have a clear definition of what 
smart grid means. Second, we are very proud. Of course electric co- 
operatives seem to be well in advance of the rest of the industry, 
according to the Federal Energy Regulatory Commission, in this 
area. Third is we think the very need for efficiency is going to drive 
a good deal of new technology. And fourth, you have to have flexi- 
bility to address the kind of situation that you have locally. 

Mr. Walden. Mr. Chairman, I realize my time for this round has 
run out. I would encourage you each to read this bill in its entirety 
word for word because every word in this bill has an enormous im- 
pact, and I can’t wait until we get into trying to figure out biomass 
which if it comes off of Federal land is not renewable and probably 
not even off private forest land and why municipal solid waste con- 
verted into energy is not renewable. There are a lot of questions 
here, Mr. Chairman, and I hope we get time to ask them. 

Mr. Markey. I thank the gentleman. 

The Chair recognizes the gentlelady from California, Ms. Matsui. 

Ms. Matsui. Thank you, Mr. Chairman. The main electric utility 
in my district is the Sacramento Municipal Utility District, popu- 
larly known as SMUD. It consistently receives high marks of cus- 
tomer satisfaction while investing significantly in energy efficiency 
and renewable energy development. SMUD supports a transparent 
cap-and-trade system to get greenhouse gases under control. It has 
also undertaken a number of positive and voluntary programs that 
help people control their energy usage and increase the amount of 
energy they use from renewable sources. SMUD is highly sup- 
portive of allocating emission allowances directly to the LDCs, of 
which SMUD is one. The idea behind this is that LDCs are able 
to pass potential savings directly onto their rate payers while 
avoiding windfall profits. 

Mr. Sterba, I know that SMUD agrees with you that allocation 
should be distributed directly to LDCs. I know this is one of the 
main issues that this committee will have to deal with before 
marking up the draft legislation before us. So I would like to delve 
a little bit more deeply into the details. SMUD tells me that giving 
allowances directly to LDCs would protect against windfalls to gen- 
erators and illuminate opportunities for market manipulation. 

Why do you think the LDCs are in a better position than any- 
where else along the energy supply chain to protect the consumer 
welfare and guard against windfall profits? 

Mr. Sterba. The distribution company is, in our instances, for 
shareholder-owned utilities, are regulated. The regulator is familiar 
with how to handle the costs and the benefits of trading in allow- 
ances. It is done today relative to SO2 and in many instances NOx. 
So we have proven mechanisms by which those benefits from an al- 
lowance are flowed through to customers, and I know that that 
would continue to exist. 

Ms. Matsui. Let’s assume for a moment that some of the emis- 
sion allocations under this bill would be auctioned. In the case of 
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an auction, is it your opinion that LDC should also receive the 
lion’s share of the auction revenue to pass through to the rate- 
payers? 

Mr. Sterba. In the instance that you — for the allocated share of 
allowances associated with electric generation, as it is allocated — 
I am sorry — as that auction moves on, I believe the Congress 
should consider providing the value of those allowances, cash if you 
will, back to the regulated entity to help mitigate impact if it 
chooses not to do an allocation. The much simpler way is to allocate 
and allow the commission in each State to oversee how those val- 
ues are provided back to consumers. 

Ms. Matsui. Okay. Just a follow-up on that. We need to ensure 
as much discretionary auction revenues go toward complementary 
policies to mitigate and adapt to climatic change. How are the 
LDCs positioned relative to other entities in the supply chain to en- 
sure that the auction revenue is spent on activities that would re- 
duce further global warming, emissions, weatherization and renew- 
ables, efficiency, et cetera? 

Mr. Sterba. I think there are certainly other things that can be 
done with proceeds resulting from auctions. For example, in help- 
ing to ensure there is a very robust weatherization program. The 
use of those funds to invest in technology. If what we are about is 
creating a mechanism or a set of mechanisms to reduce our carbon 
footprint, why should not all of the value that is associated with 
imposing these costs on the economy be used for that purpose? 

Ms. Matsui. Okay. In your testimony you referenced the oil fund 
payment the Alaskans receive every year. I was thinking about the 
Alaska situation earlier this weekend and it seems to me that re- 
turning money directly to consumers in this way might sound good 
politically but would create problems down the line when the emis- 
sions cap starts to drive down the amount of revenue generated 
from the cap-and-trade program. 

How can we best ensure that consumers are assisted with tem- 
porary higher energy costs without making them dependent on a 
rebate payment from the Federal Government? 

Mr. Sterba. The absolute simplest way is to provide an alloca- 
tion to the LDC such that that cost is never incurred by the con- 
sumer. Prices at — I agree with Mr. Cowart that prices don’t drive 
everything. And so having that allocation made to the LDC such 
that that cost is not passed back on to consumers is the best appro- 
priate strategy. 

Ms. Matsui. Okay. So the role that the LDC is playing in ensur- 
ing the allocation of revenues, you can really believe the LDCs can 
really play an effective role in essence in the allocation of reve- 
nues? 

Mr. Sterba. Yes, I do. 

Ms. Matsui. Okay. Looks like my time is almost up. Thank you. 

Mr. Markey. Great. The gentlelady’s time has expired. 

The Chair recognizes the gentleman from Illinois, Mr. Shimkus. 

Mr. Shimkus. Thank you, Mr. Chairman. This is a great start to 
start really hashing out the numbers as we tried to address yester- 
day. And I would appeal to the chairman that once they decide on 
a mark that we have a hearing on the numbers. I also appeal to 
the chairman that — I know you want to move this fast — but enough 
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time is given for everyone to score this out. And let me just ask 
that to the panel. I did this yesterday. 

Do you agree that transparency is better than a lack of trans- 
parency in this process? Everybody agree with that? Everybody is 
shaking their head yes. Would it be better for us to know the num- 
bers that are proposed a week prior to the markup of a bill? Does 
everyone agree with that, transparent process? Everyone agree? 
Yes, everybody is shaking their head yes. I am assuming everybody 
is shaking their head yes. No one is willing to go on record saying 
no, we would rather have a full and transparent process. At least 
a week amount of time. 

Should we have time in a full transparent process, a time to 
allow people who are making the economic analysis, the numbers 
so that a proper economic analysis of the impacts, good or bad, 
those that will help move to a green economy and those that may — 
does everybody agree that that should be part of this process, a 
full, transparent, regular order process so we can debate this? Any- 
one disagree with that? So everyone is agreeing, Mr. Chairman. 

So I would hope that in this — and there is great divergent opin- 
ions. And we have got a lot of committees and a lot of processes. 
The marker is really down for these numbers to be laid out in time 
for us to really have a credible debate. 

Now why is this important? It is important because there are 
going to be job losses. There is a supposition that there will be job 
gains. There are some people claiming that there will be an equal 
amount of job losses to job growth. I reject that proposal. I think 
the Spanish study also rejects it. Eor every one job created there 
were two jobs lost. 

And so we will continue to focus on job creation. Why is this im- 
portant to me? You all have talked about the Clean Air Act, the 
90 amendments. We cannot use the 1990 Clean Air Act amend- 
ments and say that the cap-and-trade provision on a small amount 
of emittents with available technology is related to the huge 
amount of captured emittents, if you want to call carbon dioxide 
that, and the inability to have any technology to do it at this time. 

Peabody Mine Number 10, Kincaid, Illinois, fuel switching, Mr. 
Chairman. That is what this natural gas debate is. Euel switching 
cost 1,200 United Mine Workers jobs in one coal mine. And the 
commodity was switched. There was a fuel switched. These guys 
lost their jobs. Done poorly with no transparency, you are going to 
have fuel switching and I am going to lose more. The number I 
would like to use was even more. 

And they came to our hearings. To the chairman’s credit we had 
the Ohio Mine Association here a couple weeks ago. You know how 
many mine workers’ jobs were lost during the 1990 Clean Air Act 
amendments in Ohio? 35,000 mine workers’ jobs. Now, what does 
that mean to rural America? Eor this piece of coal from Willow 
Creek Mine, underground employment, 411 miners. The prep plant 
has 51. This is just one mine. 462 jobs. This is in rural, poor south- 
eastern Illinois. The total economic impact for this one mine in 
poor southeastern Illinois is $123 million. That is money that goes 
to the local schools, to the local roads, to the local county, to hire 
sheriffs. That is what is endangered if we don’t do this right. If we 
are going to fuel a switch to natural gas, these jobs are lost. Nat- 
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ural gas is high — especially, Mr. Chairman, if we don’t move to 
more exploration, location and recovery of natural gas emissions. 

Appreciate your panel, and the fight continues. I yield back my 
time. 

Mr. Markey. The gentleman’s time has expired. 

The Chair recognizes the gentleman from California, Mr. McNer- 
ney. 

Mr. McNerney. Thank you, Mr. Chairman. You know the issue 
of allowances is really at the heart of cap and trade. It is difficult 
and it is politically difficult. So I appreciate the diversity of opin- 
ions that are expressed here this morning. And I think this panel 
represents the diversity of the opinions of the American public. So 
if we can work in the face of this diversity to find something that 
is passable by this committee and by the House, I think we will 
have something that will be beneficial and it will work. 

Personally I believe — and in terms of allowances, allocations that 
we should go as far upstream as possible, but I realize politically 
for a number of legitimate reasons that that isn’t going to happen. 
And so I appreciate the spirit of compromise shown by Mr. Green- 
stein in biting your tongue and saying well, okay, we will work 
with the LDC. So I hope that the committee can work in that spirit 
and find legislation that we can live with. 

Now I have a couple of questions. Mr. Sterba, I think your pres- 
entation was very good. I appreciate that. I lived in New Mexico 
for many years. So I understand the situation. 

We have seen though in the past or recent past the opponents 
of clean energy crying wolf in the 1990 Clean Air Act amendments 
and to a lesser degree with the Montreal Protocol, and yet those 
catastrophic predictions were never borne out, and in fact we saw 
a good benefit at very little cost. So I would like to ask you what 
you think made these estimates so wrong and what lessons can we 
learn from that experience? 

Mr. Sterba. I think in the instance of the Clean Air Act amend- 
ments for sulfur dioxide, for example, it is that — and the point that 
was made by Mr. Shimkus is true. There were technologies that 
could be used and what happened is that they ended up costing a 
lot less than people assumed. And it is the power of a market. And 
that is the value I think of a cap-and-trade system is it capitalizes 
on that power of the market to drive the costs for compliance down. 
So where $3,000 was an expected value for the cost of an allow- 
ance, it turned out to be $300. So I think that is — and that is one 
of the things we want to capture. 

The difference here is there are some new technologies that must 
be developed. Carbon capture and storage to ensure that it is avail- 
able. And that is what we have to get to. 

Mr. McNerney. Well, thank you. One of the things that is sticky 
in California particularly is that we have invested a lot in effi- 
ciency. And how do we get credit for that early efficiency? 

Mr. Cowart, could you take a stab at that? How could we give 
credit in allowances for this? 

Mr. Cowart. There are actually two answers to that question. 
First is the good news. The good news is that as I talk to people 
in California they think they have an advantage in an environment 
such as the one we are entering because in California you know 
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how to do energy efficiency and that actually you are not disadvan- 
taged hy the fact that you have in place the human capital and the 
experience to do the job. 

But to answer your question directly, it is through the selection 
of a baseline period for the allocation to LDCs. We are proposing 
an allocation to LDCs in part based upon consumption levels, and 
it is important that that selection of consumption level be done in 
such a way as to reward successful performance over time in the 
delivery of efficiency so that if you are successful tomorrow, for ex- 
ample, in delivering efficiency to your customers, that next year 
your allocation doesn’t go down just because of that. And the same 
thing could be said in terms of back-casting to a baseline. 

Mr. McNerney. Thank you. I know the Edison Electric Institute 
is leading the effort in terms of small grid, and I appreciate that 
because I spent many years in the 1990s developing a smart grid 
utility meter for residential use. So I think there is potential there. 
One of the things that I think gives the greatest potential is 
marrying smart meters with hybrid vehicles. 

Could you comment on that, Mr. Sterba? 

Mr. Sterba. Well, smart meters are a part of the smart grid and 
it is an essential component of it that allows communication to 
occur in two directions instead of only just in one. And we abso- 
lutely in order to facilitate plug-in hybrids — which today have a 
cost disadvantage, but frankly I personally believe that will change 
dramatically over time. We have to be able to help ensure that 
those vehicles cannot just be users of electricity but also storers of 
electricity for the benefit of the grid. And that means that you have 
to have a meter or the capacity to measure electricity going both 
ways and to communicate price signals so that the ability for some- 
one who owns a plug-in hybrid to support the grid can be recog- 
nized on an economic basis. 

Mr. McNerney. My time has expired. 

Mr. Markey. Mr. Pitts. 

Mr. Pitts. Dr. Michaels, we often hear that California is the 
leader in climate change policy. You testified that people, using 
California as an example of effective energy efficiency policy, have 
an untenable case. Would you elaborate on that? 

Mr. Michaels. I just went through several basic points about it. 
Yes, there are some California energy efficiency programs that 
have delivered. But as a simple fact, the California Energy Com- 
mission has always looked at projected resource needs in the fu- 
ture, and they have almost invariably overestimated what the like- 
ly contribution of efficiency is going to be. 

Mr. Pitts. If you could look at the policy of California on climate 
change, what would be the main lesson that we could draw from 
California utility policies? 

Mr. Michaels. It is infinitely more complicated than anyone 
could imagine, and there is no precedent for it. Everybody who 
talks about using some model to get numbers, the bad news is you 
are talking about something unbelievably complex, as much so as 
the whole economy plus the whole ecosystem. We don’t know how 
to do this. The projections you get, if you look at the Eederal fig- 
ures, use models from the Energy Information Administration, 
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which itself has shown what incredibly poor predictors of things 
they are in its own documents. 

Mr. Pitts. Some of your fellow panelists advocate different types 
of allocation schemes to protect consumers. Are there any schemes 
that will truly insulate consumers and small businesses from the 
cost impacts of this cap-and-trading scheme? 

Mr. Michaels. How could there be? After all, what you are doing 
is making something that was formerly free; namely, the right to 
emit carbon, scarce. All you have done is you have increased the 
cost of doing business for businesses, you have increased the cost 
of living for consumers ultimately, because some of that is going to 
be passed on to them. 

There is no way to insulate the entire economy or even a major 
segment of it from as massive a scarcity as we are thinking about 
creating here. 

Mr. Pitts. Now, you have said. Dr. Michaels, every major provi- 
sion of this bill is at base a tax. Would you elaborate on that? Why 
is the renewable electricity standard a tax, for instance? 

Mr. Michaels. The renewable electricity standard is not a Fed- 
eral tax that is going to be explicitly paid to this government; but 
what it is, is a mandate upon States that their utilities catch a cer- 
tain fraction of their power from renewables over the course of time 
in the future. 

Renewables are not cost effective now. We don’t know when, if 
ever, they are going to be. Even wind, which is the most common 
renewable — and renewable is almost a synonym for wind — still is 
not cost effective without a Federal subsidy, production tax credit, 
and accelerated depreciation. We are talking about people’s electric 
bills rising because regulators have to fold these costs in for regu- 
lated utilities. That is as good as a tax. 

Mr. Pitts. From your understanding of the issue. Dr. Michaels, 
would imposing this tax on energy lead to any meaningful global 
emissions reductions? 

Mr. Michaels. I am not an expert on that, but I am aware that 
as a fraction of global emissions the U.S. is relatively small. And 
my understanding — and I am not an expert again — is that it is 
going to take a much larger increase than is ever contemplated in 
this legislation to make a dent in it. 

Mr. Pitts. Now, you say the bill will have massive effects on 
both consumers and small businesses. Does anyone on the panel 
disagree with that? Mr. Cowart. 

Mr. Cowart. Well, I will disagree to this extent. To the degree 
that we are smart about how we implement it and to the degree 
that we recycle revenue that advances highly efficient technologies, 
the impacts on consumers and businesses can be quite moderated. 

Mr. Bassett. I think the impact is going to be disproportionate, 
and that is why I underscored any approach should be an approach 
that recognizes regional differences. Obviously, some consumers in 
certain parts of the country are going to be disproportionately im- 
pacted because of their coal dependency. So any formula needs to 
take that into consideration. 

Mr. Pitts. Mr. Greenstein. 

Mr. Greenstein. I think it all depends on how the legislation is 
designed. Well-designed legislation that makes appropriate use of 
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auction proceeds and permit allocations, as I have indicated, can 
hold low and middle income consumers harmless generally. And 
with regard to businesses, while I don’t think — I am going to com- 
mend the answer I gave earlier to Mr. Upton. While I don’t think 
it makes sense to do allowances generally for businesses, there may 
be particular businesses or particular sectors that need transition 
help of some sort. Whether it is through allowances or other mech- 
anisms, I am not sure what the best mechanism is. 

Mr. Pitts. Dr. Michaels, what is your response to that? 

Mr. Michaels. It is not at all clear to me how, again — simply re- 
duces to a question of scarcity. All you are doing is making some- 
thing scarce that was relatively abundant before. And there is no 
way — there are ways to make a little bit more or a little bit less 
be borne by one class of customers or another; but by and large, 
this is very, very small relative to the totality that is being con- 
templated here, if I look at the bill. 

Mr. Pitts. My time is up. Thank you, Mr. Chairman. 

Mr. Markey. The Chair recognizes the gentleman from Texas, 
Mr. Green. 

Mr. Green. Thank you, Mr. Chairman. 

Mr. Morgan, currently what percentage of the District of Colum- 
bia electricity is produced by what is defined as renewable elec- 
tricity in this bill? 

Mr. Morgan. Well, the District of Columbia currently imports 
more than 98 percent of its electricity from outside. So it is a little 
bit hard to answer that question. 

We do have some solar generation on some Federal facilities and 
universities and a growing number of homes. 

Mr. Green. But you don’t have a percentage? 

Mr. Morgan. I don’t. I can tell you it is very small. 

Mr. Green. I think as a customer, and some Members are cus- 
tomers. On a yearly basis we get ours in a bill showing what per- 
centage, and it is very small. I think less than 1 percent. 

Mr. Morgan. We do have a requirement for the load-serving en- 
tities to report on the energy mix. Most of that power is imported 
and includes renewables. 

Mr. Green. Again, whether you import it or what, because we 
import power. In fact, that is the goal of this bill, is to be able to 
import power from parts of the country that generate it to parts 
that don’t. But, still, the mandate would cover it. 

And I noticed the Public Counsel for Columbia’s Equal Oppor- 
tunity Council, Betty Knowle, was concerned about the 20 percent 
mandate that the District’s standard would cost about $26 million 
annually. Does D.C. Currently have a 20 percent mandate? 

Mr. Morgan. Yes. The City Council recently increased the re- 
newables portfolio standard for the District to eventually reach 20 
percent in the year 2020. That is correct. 

Mr. Green. Let me ask others from groups, the co-ops, the EEI, 
and in the public sector. What are the percentage, Glenn, or does 
co-ops actually have — and I know you have had a discussion on 
what is considered. I know the bill actually considers qualified hy- 
dropower. But what is the percentage of the real co-ops that have 
and what would be defined as renewable energy in the bill? 
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Mr. English. As I mentioned, as defined by the bill would be 
about down to 2 percent, would be roughly. 

Mr. Green. Because general hydropower is not, quote, qualified? 

Mr. English. That is correct. 

Mr. Crisson. In the case of the publics, Mr. Congressman. As 
customers of the power marketing administrations, they use a lot 
of hydroelectric. But you are not including hydroelectric from either 
the PMAs or the generation that is owned by our members. It is 
right around the industry average, which is about 3 percent. 

Mr. Sterba. And I think on the investor-owned side, that may 
be a little higher than the general average because we are com- 
plying with mandates in a number of States. But it is certainly no 
higher than 4 percent overall. 

Mr. Green. And I guess the last one would be the — well, and 
that is EEI, I guess, the investor. 

Mr. Sterba. Yes. 

Mr. Green. That is, I guess, our concern on the electricity and 
national standard of 25 percent, although 25 by 25 and — to get 
there. And I know in the State of Texas we are doing so many 
things with wind power, and actually our public utility commission 
committed $5 billion to transmit that power to get to the Dallas- 
Fort Worth, the urban markets, Austin, San Antonio, and Houston, 
Galveston. And the legislature now is expanding solar compared to 
what they did with wind power. But there is some concern we still 
may not be able to do 25 percent in 2025 even with the growth that 
we are doing. Is there a response to that or compared to other 
States? 

Mr. Crisson. Mr. Congressman, I would just add that the 15 per- 
cent limit that we support for a Federal RES is really a very ag- 
gressive standard. When you look at the fact that right now the 
total national renewable resource capacity excluding hydro is about 
3 percent in 2008, we are talking about a five-fold increase in a lit- 
tle over 10 years with 15 percent. And even with the recent State 
renewable energy standards Mr. Sterba referred to in the recent 
years, the year over year increase has been about 5 percent. 

To get just to 15 percent, you are talking about nearly a 14 per- 
cent year over year increase. And it is a very aggressive standard. 

Mr. Sterba. I would echo that, Mr. Green, and add one other 
thing. That it is not just the percentage, but it is also what quali- 
fies. And that can dramatically change whether or not you can get 
to that standard. 

There is also an electrical stability issue associated with inter- 
mittent generation. You have to be careful. 

Mr. Green. Mr. Bassett, in the few seconds I have left, some 
have discussed the EPA’s preliminary and economic analysis. Have 
you had a chance to review it? 

Mr. Bassett. Yes, sir. 

Mr. Green. It does not assume an RES or a low carbon fuel 
standard. Do you have any thoughts on the EPA’s analysis, eco- 
nomic analysis? 

Mr. Bassett. Well, I said earlier I thought it was a great first 
step. But it doesn’t go far enough, because there are overlapping 
mandates in this particular draft that have to be taken into consid- 
eration. 
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I would think the committee would be remiss if they would move 
forward without having a complete analysis of all of the variables 
that are included in the draft, and then, further, understand what 
the simultaneous implementation of all those provisions would 
have, that impact on consumers. 

So while I applaud it as a good first step, I don’t think it goes 
far enough in dealing with the other provisions in the draft. 

Mr. Green. Thank you, Mr. Chairman. 

Mr. Markey. The gentleman’s time has expired. 

The Chair recognizes the gentleman from Oklahoma, Mr. Sul- 
livan. 

Mr. Sullivan. Thank you, Mr. Chairman. And my first question 
is for Mr. Sterba and Mr. English, Mr. Crisson. 

What is your position with regards to implementing a domestic 
cap-and-trade program before there is substantial and verifiable 
commitment to emissions reductions by China, India, and similar 
emission heavy developing nations? 

Mr. Sterba. EEFs position is that we believe that the U.S. 
should provide leadership and go forward with some form of cli- 
mate change legislation. But it must be in the context of inter- 
national negotiations to help bring along the other countries, be- 
cause if we are the only ones that do it we don’t get there. But nei- 
ther do — and this is my personal statement — do I believe we can 
just say we won’t do anything until the others do it first. 

Mr. English. We agree that other countries should be included. 
And certainly someone the magnitude of China needs to be a party 
of this. I think there is an issue of who goes first. And as you said, 
the problem that we face right now is that we are going first, un- 
less the Congress wants to stop that, through the Clean Air Act. 
I think the Supreme Court started that ball rolling nearly 2 years 
ago. 

So I suppose we are leading, but I certainly think that Congress 
needs to do everything they can to get other countries to join with 
us. 

Mr. Crisson. Mr. Congressman, we would support moving ahead 
with a workable and sustainable cap-and-trade system, some kind 
of mechanism to address climate change in order to show leader- 
ship in the international community. We would be very concerned, 
however, if there was not some kind of reciprocity shown in the 
very near future by countries like China and India. 

Mr. Sullivan. And the next question is I guess for all of the pan- 
elists. What are your concerns or position on leakage, the process 
by which companies will move business operations to foreign coun- 
tries to avoid higher costs in the U.S.? 

Mr. Michaels. In California that has been a very, very major 
issue with the implementation of the State program. And even the 
most optimistic projections that are coming from people who have 
been analyzing the State program — I don’t place much faith in 
them, but even the most optimistic ones are that California is going 
to lose a very substantial fraction of what industrial load is left. 

Essentially, what is going to be left in California is only the kind 
of businesses that can’t move because of their closeness to the con- 
sumer. Electrically, you are going to be seeing the same issue, and 
that is being played out once again not just in California but in the 
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negotiations over the Western Climate Initiative. If California out- 
laws coal-fired power imports, it just means the plants in other 
States are going to produce electricity for those residents. 

Mr. Bassett. I think my answer to that question is obvious. Any 
time there is a possibility for loss of jobs, whether it is major cor- 
porations or small businesses that will certainly be affected by this 
draft, they are concerned. And so that is why I think that, going 
forward, we need to make certain that we are considering all of the 
variables. And that is why I have underscored my initial concerns 
earlier. 

Mr. Cowart. Leakage is certainly a problem in any cap-and- 
trade regime, and we need to be careful about how we approach it. 
It is one of the reasons that we need a national program, frankly, 
because of the State-to-State competition problems that cause leak- 
age across State borders. 

And with respect to international arrangements, I support transi- 
tional assistance to industries that are affected by international 
trade concerns. And I think I echo the comments of those made 
earlier, that we as a nation need to be engaged quite actively with 
other countries to make sure that we create over time as level a 
playing field as we can. 

Mr. Morgan. I agree with Mr. Cowart. I think we need to look 
at the issue of leakage in the context of an international approach. 
The fact that the United States is thus far not part of international 
agreements already is creating a leakage problem in the other di- 
rection. What we really need to do is work together with other na- 
tions to address this problem. 

And I also wanted to highlight the issue of leakage when you are 
looking at State or regional programs which are already in place 
in parts of the U.S. And, as Mr. Cowart said, that is a problem that 
could be solved by developing a national program and having ar- 
rangements for dealing with interchange between U.S. and Canada 
of electricity and that sort of thing. 

Mr. SoMERHALDER. We have already seen in the past the com- 
ment about rush to gas. We have seen that impact businesses and 
industries in our areas when we had gas used so much for power 
generation. 

What this has the potential to do, in addition to increasing de- 
mand for natural gas, if we have carbon allowance costs for resi- 
dential customers and small businesses, that has the potential to 
impact their businesses and do just what you fear. So, for those 
reasons, we think it is necessary that we deal with the allowances 
and allocating those in the appropriate way to mitigate that im- 
pact. 

Mr. Crisson. We share that concern. And as Mr. Somerhalder 
pointed out, this is one of the big advantages of 100 percent alloca- 
tion of allowances, particularly in the transition early years as we 
move to a low carbon energy system. 

Mr. Sterba. I agree that one of the biggest challenges that we 
can face is not just thinking about what is the impact on electricity 
but what is the impact on the mix. 

If we throw coal out prematurely, out of the mix, we can have 
a significant impact on natural gas prices that not only affect resi- 
dential customers but all of the industries that use it as feedstock. 
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and the inability for them to remain competitive in an inter- 
national market. 

Mr. Welch [presiding]. The Chair recognizes himself for 5 min- 
utes. 

Two of the issues that have been raised constantly, among oth- 
ers, are the impact on jobs but also the impact on cost, the cost to 
the consumer. 

Mr. Cowart, welcome. You and I worked together in Vermont, 
and I appreciate the work you did there and around the country 
and the world. I would ask you to further elaborate on the poten- 
tial of the efficiency as a means of reducing energy costs. I mean, 
if we are going to be concerned about the consumer, as we must, 
residential consumer and the business consumer, to elaborate on 
how efficiency can be their friend. 

Mr. Cowart. Thank you, Mr. Chairman. 

I think the efficiency opportunity is well demonstrated through- 
out the country. The reservoir is large and it is largely untapped, 
and it can be tapped at low cost. We know that in the power sector 
we could achieve at least 1 percent, probably 2 percent, a year in 
total demand reduction incrementally through aggressive energy 
efficiency programs that would be cost effective. They would save 
customers more money than they cost. And what happens when 
you do that is really four things. 

First of all, every customer who is participating in an efficiency 
program or is investing in efficiency will see a lower bill. That is 
the first benefit. The second benefit is that by reducing demand for 
electricity and natural gas we reduce the clearing prices. And those 
benefits occur to everybody on the system. So the upward pressure 
that we are worried about here on clean energy and on energy 
prices generally can be significantly moderated by energy efficiency 
at the customer level. 

The third benefit is that by reducing demand for consumption, 
we actually reduce demand for carbon allowances. And this is part 
of the answer to Dr. Michaels’ concern about scarcity. One of the 
ways to affect any scarce resource is to reduce demand for it, which 
can be done through energy efficiency, reducing demand for carbon 
allowances. 

And then the last point, for the half of the United States that 
exists in a competitive wholesale power market arena, is that when 
you reduce clearing prices and when you reduce carbon prices, you 
are reducing the cost of power across almost all megawatt hours 
across the entire grid. So the benefits from being a lot smarter 
about efficiency can be quite widespread. 

Mr. Welch. Thank you. 

Mr. Greenstein, given your proposal and your concerns about 
LDCs but the objective you have to protect consumers, what are 
your thoughts on allocating allowances of 15 percent, I think is the 
figure people have used, to LDCs specifically for efficiency to re- 
duce cost to consumers? 

Mr. Greenstein. I don’t have any specific percentage. I agree 
with Mr. Cowart and others that efficiency is important. I am not 
an expert on what is the best way under this bill to achieve the 
efficiency gains. To the degree that allocating permits to LDCs spe- 
cifically for efficiency would be the best or one of the best ways to 



576 


get efficiency gains, if that is the case, then I would think it is a 
good idea. I certainly think that there ought to be some efficiency 
investment under this legislation. 

Mr. Welch. Mr. Sterba, what about you? Has efficiency got to be 
a core component of any approach to address this problem? 

Mr. Sterba. Absolutely. And I think that is one of the areas 
where State regulators come into play in helping develop along 
with utilities, the elimination of disincentives and the provision of 
incentives such that we maximize energy efficiency capacity. 

Mr. Welch. And what would you define as the specific disincen- 
tives to utilities to aggressively promote efficiency? 

Mr. Sterba. One that exists in many jurisdictions today is the 
fact that you are incented to sell more of a product. That is wrong. 
We need to change that fundamental business model. 

Mr. Welch. Which we would do by what? 

Mr. Sterba. It could be done by a number of mechanisms. People 
use the phrase decoupling as one. The problem is, it means a lot 
of different things to different people. But there are clearly mecha- 
nisms that we can change that business model. 

Mr. Welch. Thank you. My time has expired. 

The Chair recognizes the gentleman from Arizona. 

Mr. Shadegg. Thank you, Mr. Chairman. I want to thank the 
members of the panel. Let me try to go through a series of ques- 
tions. Mr. Sterba, let me begin with you. 

Certain energy sources are subsidized by the Federal Govern- 
ment. What I would like to do is see if you can quantify for me how 
much, whether it is by kilowatt or by megawatt, the subsidy for 
natural gas is. Do you know that number? 

Mr. Sterba. I do not. 

Mr. Shadegg. Would you assume it is zero or near zero? Does 
anybody on the panel know? How about the subsidy for coal, per 
megawatt or kilowatt? Mr. English. 

Mr. English. When you get in and talk about the issue of sub- 
sidy, that gets to be very misleading. If you are talking about using 
the Tax Code and providing benefits under the Tax Code as being 
part of that subsidy, then I think every fuel has a subsidy; every 
fuel receives assistance. But amounts, I don’t have amounts. 

Mr. Shadegg. I am trying to get the relative amount of the sub- 
sidy. We know there is a substantial subsidy for solar. Does any- 
body know how much it is per megawatt? 

Mr. Sterba. Currently, the production tax credit is I believe 2.1 
cents for renewables. And then it could also be investment tax 
credit, which is 30 percent, I believe. 

Mr. Shadegg. So can you give me a number per megawatt for 
solar? 

Mr. Sterba. Well, the production tax credit would be 2.1 cents, 
or $21 a megawatt hour. 

Mr. Shadegg. And then the other one you mentioned? 

Mr. Sterba. That would be applicable to any renewable at this 
time. I would agree with Mr. English, there are certain built sub- 
sidies that have occurred at different stages of fuel being devel- 
oped. Any fuel source that was developed probably had some sub- 
sidies at different points in time. 
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Mr. Shadegg. Do you know what the current subsidy for wind 
is? 

Mr. Sterba. On the production tax credit, it would be the same, 
the 2.1 cents per kilowatt hour. 

Mr. Shadegg. I thought it would be useful to know what those 
subsidies are relative one fuel to the other, natural gas or coal, rel- 
ative to solar and wind. 

The next question I would like to ask to the entire panel, and 
I would like to get a yes or no answer from each of you, if I might. 
Do you a^ee that this legislation will increase the cost of energy 
produced in the United States? Yes or no. Mr. Sterba. 

Mr. Sterba. Yes. The degree to which it does is dependent 
on 

Mr. Shadegg. Yes or no? I am short on time. 

Mr. English. Yes. 

Mr. Crisson. Yes. 

Mr. SOMERHALDER. Yes. 

Mr. Morgan. Qualified yes. 

Mr. Cowart. Qualified yes. 

Mr. Greenstein. Yes. 

Mr. Michaels. Unqualified yes. 

Mr. Bassett. Yes. 

Mr. Shadegg. If you agree that it will in fact increase the cost 
of energy in the United States, do you also agree that it will in- 
crease the costs of all goods which require energy to produce them, 
steel, or anything? 

Mr. Sterba. Yes. 

Mr. English. Yes. 

Mr. Crisson. Yes. 

Mr. SOMERHALDER. Yes. 

Mr. Morgan. To the extent efficiency substitutes for energy, no. 

Mr. Cowart. Yes. 

Mr. Greenstein. Yes. 

Mr. Bassett. In general, yes. 

Mr. Shadegg. Dr. Michaels, did I get my unqualified yes? 

Mr. Michaels. Yes, sir. 

Mr. Shadegg. Thank you very much. Let me ask another. Isn’t 
it in fact — and I think either Mr. Cowart or Mr. Greenstein, you 
made this point. One of the goals of the legislation is to increase 
the cost of energy to induce the efficiency that you talked about, 
Mr. Cowart, and to discourage the use of the consumption of en- 
ergy? Isn’t that correct, Mr. Sterba? 

Mr. Sterba. I think the purpose is to provide a price signal for 
a commodity that is by public policy opinion being made scarce. 

Mr. Shadegg. Which you do by increasing cost. Right? 

Mr. Sterba. Yes. 

Mr. Shadegg. Thank you. Mr. English? 

Mr. English. I am not going to interpret motives here, but let 
me just say I think we have to send on the front end of it that it 
is basically to reduce the emission of carbons. 

Mr. Shadegg. By setting a price signal. 

Mr. English. It does set a price. By putting a limitation on the 
carbon being used in the country, yes, that sends a price signal. 

Mr. Crisson. Combination of cap and price. 
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Mr. SOMERHALDER. I agree. 

Mr. Cowart. I actually don’t think that the purpose is to raise 
the price. The purpose is to reduce emission. 

Mr. Shadegg. Did Mr. Morgan not respond? 

Mr. Morgan. Well, I do agree that the purpose is to send a price 
signal. Putting a cap on the quantity is one way of doing that. But 
price — 

Mr. Shadegg. Well, you are not putting a cap on the total quan- 
tity. You are putting a cap on the quantity per industry, and then 
charging for that for anyone — actually, you might charge for that 
initial catch and then also charge for exceeding the cap. 

Mr. Morgan. Either way. I mean, you are trying to make the 
product more scarce, as Dr. Michaels pointed out. 

Mr. Shadegg. By increasing the price and sending the price sig- 
nal? 

Mr. Morgan. That is correct. That is certainly part of the pur- 
pose. Of course, as we pointed out, there are some ways to offset 
that. 

Mr. Shadegg. Sure. We are not talking about offsetting. Does it 
in fact send a price signal, or isn’t that a part of the structure of 
the bill? 

Mr. Cowart. 

Mr. Cowart. I think that a price signal is useful, but that the 
other policies that are inherent in the bill are actually more impor- 
tant. 

Mr. Shadegg. Thank you. 

Mr. Greenstein, I am really looking for does it — is one of the 
goals to send a pricing — increasing the pricing of the cost of energy 
so that we consume less and therefore reduce CO2 emissions? 

Mr. Greenstein. A key purpose is to send a price signal both so 
that we consume less, but also that we switch to cleaner sources 
of energy. But the fact that it sends a price signal should not be 
interpreted to be a negative for the economy. 

Mr. Shadegg. I was just asking the question. Don’t read motives 
into my question. Dr. Michaels? 

Mr. Michaels. It is a price signal. The real question with price 
as well is, what are you getting for it? If in fact we are getting very 
little in the way of solutions to the whole world’s carbon problem, 
then all we are doing is it is a burnt offering type of sacrifice. 

Mr. Shadegg. Mr. Bassett. 

Mr. Bassett. I won’t ascribe motives to the drafters or to your 
question. But I will say that the net effect of setting a price signal 
in this instance will raise prices. 

Mr. Shadegg. Thank you very much. Unfortunately, my time 
has long since expired. 

Mr. Markey. I wasn’t sure whether Mr. Michaels was in the Old 
Testament or the New Testament. 

The gentleman from Louisiana, Mr. Scalise. 

Mr. Scalise. Thank you, Mr. Chairman. 

Earlier, I think some people involved in the discussion have im- 
plied that this is the only piece of legislation that is out there that 
addresses an energy policy. I would direct them to an alternative 
plan that has been on the table for about a year now and is actu- 
ally still out there on debate, something that we are going to be 
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presenting most of the components of this bill. The American En- 
ergy Act that was filed in the last Congress will be filed again and 
debated as part of an alternative to this cap-and-trade energy tax. 
But it is a bill that actually involves an all-of-the-above energy pol- 
icy that will not only support and in fact fund research and devel- 
opment to advance the alternatives, like wind and solar, but also 
make recognition of our own natural resources here in this country, 
to explore additional natural resources like oil, like natural gas, 
sources that we are using today, clean coal technology, and also nu- 
clear power, which is a very reliable, efficient source of energy 
many other countries are using that this cap-and-trade energy tax 
does not contemplate at all; and then, also encourage people to 
make those efficiencies that they are making today that many more 
will make. 

So anybody who suggests that one group of people on this com- 
mittee is just against everything, they are being very disingenuous 
because this is a bill that has been out there for about a year now, 
many of the components of which will be presented as an alter- 
native, a bill that will actually create American jobs here in this 
country, create those green jobs that we are talking about, but not 
invoke policies that will export millions of jobs out of this country 
which the cap-and-trade energy bill clearly will do. No one has dis- 
puted those findings. 

And so, with that, I go to the bill that we are debating today, 
and specifically the allocation policies that this panel is discussing. 
And I am going to have some questions, but first for those of us 
who have been going through this bill, one of the big frustrations 
that we feel is not only a frustration to us as members, I am sure 
many of you who are trying to do analysis of this bill, but also to 
the American people who are trying to contemplate whether or not 
this is good policy or bad, is the main details of this bill, especially 
what this committee is talking about today on allocation policies. 

If you go to page 478 of the bill, which actually is supposed to 
be talking about the main source of how this whole cap-and-trade 
scheme would work. 

Let’s go through. Disbursement of allowances and proceeds from 
auctions of allowances. Subsection A, allocation of emission allow- 
ances. The administrator shall allocate emission allowances estab- 
lished under section 721 in the following amounts. 

So, you want to go read those amounts? It says: To be supplied. 
The section is blank. 

You go next to section B, auction of emission allowances. The ad- 
ministrator shall auction emission allowances established under 
section 721 in the following amounts: To be supplied. 

Subsection 3, funds established. There is established in the 
Treasury of the United States the following funds: The strategic re- 
serve fund, one. Number two: Other funds to be supplied. 

We are talking about what many people have described as one 
of the most important initiatives brought before this Congress in 
decades, the most important change in energy policy our country 
has probably seen, and the bulk of the details don’t even exist 
today, aren’t even presented to the public. 

Now, there is discussion that many of these details are being 
worked out behind closed doors and some of those deals are being 
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cut as we speak. Unfortunately, none of that is being done here in 
this committee meeting where the transparency is supposed to be 
where the people can actually watch and participate in the discus- 
sion, where experts can actually ^ve detailed analysis of the com- 
ponents of the bill and the policies that would affect every con- 
sumer in America. 

So with that, I want to ask Mr. Bassett, because you have testi- 
fied that — you talked about the rigorous cost analysis that you 
would like to see done on it. When it comes to the details of this 
bill that are completely left unanswered, how do you do a real cost 
analysis to estimate how much this is going to cost American fami- 
lies, how many jobs will be exported to foreign countries, when so 
many of the details are left out? 

Mr. Bassett. Well, you can’t. And that is a concern that I have, 
as I was reviewing the bill, and I know that consumers across the 
country are going to have. So what I would do is encourage this 
committee before you move is to consider cost estimates on every 
provision that is in the bill. And then go further, as I have said 
earlier, then test for the impact that a simultaneous implementa- 
tion of those are going to be. 

I just don’t see how you can reach a conclusion as grave as this. 

Mr. SCALISE. And I know we are running out of time. I am sorry 
to cut you off. I want to ask anybody on the panel if they would 
address the question. Should we, and is it responsible, to go for- 
ward with a debate on a bill this important when so many of the 
key components are not even included that we can assess, analyze, 
and discuss? Does anybody think it is responsible to be going for- 
ward with this right now? 

Nobody responded. I yield back my time. 

Mr. Greenstein. If I could just say, there is every reason to have 
debate on all the issues that we already know, all the parts of the 
bill that are filled in, and what a number of us think or are recom- 
mending today should be in there for the parts of the bill that 
aren’t filled in. And I presume, at the appropriate time, you will 
get a fully filled in bill and you all have further debate on it at that 
time. 

Mr. SCALISE. Right. And with nine panelists, we probably have 
nine different ideas that are very divergent on how that should be. 
Unfortunately, we should be all debating one set — ^because ulti- 
mately this committee would pass one set plan, not nine different 
plans. Unfortunately, we can’t debate that one set plan because it 
doesn’t exist and it is not before us today. 

Mr. Markey. The gentleman’s time has expired. And unless the 
gentleman from New York has questions, then all time for ques- 
tioning for this panel has been completed. But you have provided 
a very valuable set of testimonies for the committee. And I can ac- 
tually see some — I won’t call them deals, but I can actually see 
some new working arrangements that could be constructed out of 
your testimony to create a format, create a formula that we might 
be able to use. And amongst your testimony, I think that it has 
been perhaps the most productive that we have had so far because 
this is a veiy thorny question. But yet I can see a lot of desire to 
find a working formula that we could use. And we thank you for 
your testimony. 
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Mr. Walden. Mr. Chairman, I am not going to trigger the House 
5-minute rule. But following on what you said, because somebody 
here on the panel mentioned the importance of worker transition 
during this process, I don’t remember who it was, but somebody 
did. And I would refer them to page 568, where the section 424 for 
worker transition is. I would encourage you to read it fully, because 
all we can read is: To be supplied. 

Mr. Markey. I thank the gentleman very much. And we thank 
all of you for your testimony. We would like to stay in close work- 
ing cooperation with you in the next month or so. Thank you. 

Now we would ask the witnesses to take their places at the wit- 
ness table. 

Welcome. Welcome to the second panel. And this panel will deal 
with the issue of ensuring U.S. competitiveness and international 
participation. 

Our first witness is Mr. Jack McMackin. He is a principal in the 
law firm of Williams and Jensen, and a Director of Owens Illinois, 
a leading producer of glass containers. He is here today on behalf 
of the Energy Intensive Manufacturers Working Group on Green- 
house Gas Regulation. 

We welcome you, Mr. McMackin. Whenever you are ready, please 
begin. 

STATEMENTS OF JACK McMACKIN, PRINCIPAL, WILLIAMS AND 
JENSEN, LLC, ON BEHALF OF THE ENERGY INTENSIVE MAN- 
UFACTURERS WORKING GROUP ON GREENHOUSE GAS REG- 
ULATION; RICH WELLS, VICE PRESIDENT FOR ENERGY, THE 
DOW CHEMICAL COMPANY; TOM CONWAY, INTERNATIONAL 
VICE PRESIDENT, UNITED STEEL WORKERS; TREVOR 
HOUSER, VISITING FELLOW, PETERSON INSTITUTE FOR 
INTERNATIONAL ECONOMICS; ELLIOT DIRINGER, VICE 
PRESIDENT, INTERNATIONAL STRATEGIES, PEW CENTER ON 
GLOBAL CLIMATE CHANGE; LEE LANE, RESIDENT FELLOW, 
AMERICAN ENTERPRISE INSTITUTE; REVEREND C. DOUG- 
LAS SMITH, EXECUTIVE DIRECTOR, VIRGINIA INTERFAITH 
CENTER FOR PUBLIC POLICY 

STATEMENT OF JACK McMACKIN 

Mr. McMackin. Thank you, Mr. Chairman. The Energy Inten- 
sive Manufacturers Working Group on Greenhouse Gas Regulation 
appreciates this opportunity to testify today. 

I am Jack McMackin, a Principal in the law firm of Williams and 
Jensen, and I have served for 15 years as a Director of Owens Illi- 
nois. 01 is headquartered in Perrysburg, Ohio, and it is the world’s 
leading producer of glass containers. 

As this subcommittee is aware, our group was formed early last 
year for a limited but important purpose: To engage constructively 
with Members of Congress, the environmental community, labor, 
and all interested stakeholders to attempt to solve the economic 
and environmental problem that is known as carbon leakage, or job 
leakage. Our focus has been exclusively on the Inslee-Doyle type 
grant of free allowances or allowance value rebates. 

Since I appeared before the subcommittee last month, our work- 
ing group has expanded. We include representatives of all of the 
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traditionally recognized energy intensive sectors as well as compa- 
nies from smaller sectors that our work has identified as subject 
to leakage. Our members include AK Steel, Alcoa, Corning, Cliffs 
Natural Resources, Dow, Wholesome U.S., New Page Corporation, 
New Corps, Owens Corning, Owens Illinois, PPG, Rio Tinto, Terra 
Industries, U.S. Steel, and Weyerhauser. Much has changed, and 
much progress has been made since last month. The upshot is that 
we are more convinced than ever that the leakage problem can be 
adequately addressed in climate legislation. 

Since our earlier testimony. Congressmen Inslee and Doyle have 
introduced a new and strengthened version of their anti-leakage 
bill, and the discussion draft in turn has adopted much of the Ins- 
lee-Doyle mechanism. As a result, the discussion draft contains a 
structure that can work. 

That said, the draft also leaves critical decisions unmade and 
critical issues unfinished. The success of the anti-leakage provision 
hangs in the balance. Before turning to what we view as the two 
most important remaining issues, let me briefly mention one of the 
draft’s key advances. 

The discussion draft, like the new Inslee-Doyle bill, has adopted 
a principled data driven mechanism for determining which sectors 
or subsectors should be eligible for anti-leakage allowances. Indus- 
tries meeting specific energy intensity and trade intensity levels 
would be presumptively eligible, and others may make individual 
showings. This was a mechanism we advocated. We believe it is a 
major advance, and that it brings a reasonable level of certainty as 
well as fairness to the process. 

Now, for the two key remaining issues. The first is funding of the 
provision with an adequate number of allowances. The discussion 
draft of course is silent on this issue. My written testimony updates 
in some detail our submissions to the committee on this critical 
issue. 

In short, we believe the provision requires in the range of 850 
to 900 million allowances. That represents about 16 percent of the 
allowances in the discussion draft’s highest year, its fifth. 

The second issue is the phasedown or termination of the anti- 
leakage allowance program. The solution to the problem cannot be 
phased out or terminated before the underlying problem of regula- 
tion-caused production cost disparity is solved; and, the underlying 
problem will be solved only when other countries producing energy- 
intensive materials adopt climate change legislation that imposes 
on their industries costs comparable to what the ACES bill would 
impose on ours. We believe that the Inslee-Doyle bill is very close 
to creating a workable mechanism to govern phasedown and termi- 
nation of the provision, but that the ACES bill has yet to do so. 

Chairman Markey, I would like to mention one final other mat- 
ter, an issue upon which you in particular have shown persistent 
leadership, and that is recycling. Use by energy intensive indus- 
tries of recycled materials in lieu of raw materials produces enor- 
mous savings in energy and even greater reductions in carbon 
emissions, greater because not only combustion emissions, but also 
process emissions are greatly reduced. 

Those of us in the packaging industry, for instance, can make a 
bottle or a can out of recycled bottles or cans with a fraction of the 
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carbon emissions; yet, we cannot get enough recycled materials. We 
urge you to include muscular effective provisions in the bill to en- 
hance the opportunities for all energy intensive industries to obtain 
and make use of recycled materials. 

In summary, Mr. Chairman, we commend you and all who have 
worked so hard to make possible the remarkable progress on the 
anti-leakage provisions, and we very much look forward to cooper- 
ating with you in any way that we can. 

[The prepared statement of Mr. McMackin follows:] 
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Written Testimony of John J. McMackin 
on behalf of 

The Energy-Intensive Manufacturers’ Working Group 
on Greenhouse Gas Regulation 

Before the House Committee on Energy and Commerce 
Subcommittee on Energy and Environment 

Hearing on the American Clean Energy and Security Act 

April 23, 2009 


Summary; Continued Progress — and Remaining Critical Issues 

Mr. Chairman and members of the Subcommittee, the Energy-Intensive 
Manufacturers’ Working Group on Greenhouse Gas Regulation greatly appreciates this 
opportunity to testify concerning the March 31 discussion draft of the American Clean 
Energy and Security Act, Much has changed — and much progress has been made — since 
I testified before the Subcommittee on behalf of the Working Group last month. We 
commend you and the Subcommittee for the quality of your work, your responsiveness to 
the unique threat posed to energy-intensive, trade-exposed industries by unilateral 
climate-change legislation, and for the openness of your process to stakeholders. 

The Working Group is more convinced than ever that the problem upon which it 
is exclusively focused, the leakage of carbon and jobs to unregulated countries that could 
result from the costs imposed on U.S. energy-intensive and trade-exposed industries, can 
be adequately addressed. The draft has adopted a structure — largely paralleling the work 
of Congressmen Inslee and Doyle — that can work. 

However, the draft leaves several critical decisions unmade — and the success of 
the anti-leakage output-based-rebate provision hangs in the balance. Chief among those 
issues are two: first, funding of the provision with an adequate number of allowances, 
and, second, making sure that the provision stays in effect until the underlying problem is 
solved through comparable actions by countries whose energy-intensive manufacturers 
compete in the global market. 

Before addressing those two issues, I will briefly review the Working Group’s 
membership as well as developments since we last testified. I will also discuss a key 
element of the progress to date, i.e., adoption by the discussion draft and by the newly- 
reintroduced and modified Inslee-Doyle bill of an eligibility mechanism that — with a few 
modifications — can go a long way towards infusing objectivity, fairness and relative 
certainty into the process of determining which industries should qualify for relief 
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The Energy-Intensive Manufacturers ’ Working Group 

Our group is composed primarily of companies from the U.S. industries that are 
widely and correctly seen as most vulnerable to leakage: ferrous metals (iron and steel), 
non-ferrous metals (aluminum and copper), cement, glass (including fiberglass), 
ceramics, chemicals and paper. It also has members from some of the other industrial 
sectors or subsectors that our work has identified as subject to leakage, such as nitrogen 
fertilizer producers. The companies include AK Steel, Alcoa, ArcelorMittal, Coming, 
Cliffs Natural Resources, Dow, Holcim(US), NewPage Corporation, Nucor, Owens 
Coming, Owens-Illinois, PPG, Rio Tinto, Terra Industries, U.S. Steel and 
Weyerhaeuser.’ 

The Working Group was formed early last year for a single purpose: to engage 
constractively with Congress and other stakeholders in working out the many design 
questions involved in constmcting a workable allowance-grant (or allowance-value 
rebate) provision. 

I am a principal in the law firm of Williams & Jensen, PLLC and have been a 
director of Owens-Illinois, Inc. for nearly fifteen years. O-I is headquartered in 
Perrysburg, Ohio and has U.S. manufacturing facilities in eleven states. It is the world’s 
largest manufacturer of glass containers. O-I is an active and committed member of the 
Working Group. 


Developments Since our March 18 Hearing Testimony 

At the time of our March 1 8, 2009 testimony in the Subcommittee’s Hearing on 
Competitiveness and Climate Policy: Avoiding Leakage of Jobs and Emissions the 
Committee had not yet finished or released its discussion draft, nor had Congressmen 
Inslee and Doyle yet introduced a new version of their anti-leakage bill. Our testimony 
recommended that the Committee adopt the output-based rebate concept and general 
structure of Inslee-Doyle as it then existed, but we were also advocating a refined 
eligibility mechanism (building on work of the World Resources Institute, the Peterson 
Institute and others) that made use of objective standards for determining presumptive 
eligibility based upon energy-intensity and trade-intensity quotients, and that provided an 
opportunity for individual showings by sectors or subsectors not meeting the presumptive 
criteria. The proposed methodology, moreover, in contrast to most prior work, made use 
of relatively disaggregated data, using North American Industrial Classification System 
codes at the narrow six-digit level. 

In conjunction with its testimony, the Working Group released a study by FTI 
Consulting (also included in our March 24 testimony before the Ways & Means 
Subcommittee on Trade) that showed the results of applying the presumptive criteria: 45 


' While this written testimony generally represents the position of the Working Group, not all statements 
are necessarily endorsed by every member. I do not represent individual members of the group other than 
Owens-Illinois, and while my responses to any questions during the hearing will attempt not to stray from 
the group’s views, those responses will be my own and not necessarily the group’s. 



586 


3 


qualifying sectors or subsectors. As the study showed, the criteria serve both to expand 
the number of industries or sub-industries subject to potential relief by identifying smaller 
or otherwise previously ignored sectors, and, at the same time, to disaggregate some of 
the traditionally identified but very general categories, such as “glass” or “steel.” 

The study has received wide distribution within the private sector and government 
agencies, has been well received, and has informed discussions on eligibility. Attached to 
this testimony as Exhibit A is an updated version of the study, reflecting some minor 
corrections that emerged from our work and discussions subsequent to the hearing.^ 

On March 26, Congressman Inslee and Doyle introduced a revised version of 
their legislation, H.R. 1759, now called the “EMPLOY Act” or the “Emission Migration 
Prevention with Long-term Output Yields Act.” The new Inslee-Doyle bill adopted an 
eligibility mechanism very similar to that advocated by the Working Group, and the 
Committee’s Working Draft of its ACES bill, similarly, adopted, with some significant 
changes, much of the Inslee-Doyle bill, including similar eligibility provisions. 

The New Eligibility Mechanism 

Much of our optimism that a workable anti-leakage provision can be achieved is 
based upon the inclusion of the basic structure of the presumptive eligibility mechanism 
in the draft bill. We continue to work with Congressmen Inslee and Doyle, the 
Committee and other stakeholders to improve the provision. We strongly believe that in 
many instances where the discussion draft differs from Inslee-Doyle, the Inslee-Doyle 
language should be used. Moreover, some drafting issues exist in the discussion draft 
which, if not remedied, would greatly undermine the determinacy of the presumptive 
criteria and the certainty it was meant to foster. Further, among the major omissions in 
the discussion draft is a provision of Inslee-Doyle that specifies that industrial processes 
that can be conducted on either an integrated or separate basis shall be aggregated for 
calculating whether they meet the presumptive thresholds. Another provision that needs 
significant further clarification is Subsection (b)(3) providing for individual showings of 
presumptive eligibility. 

Allowance Adequacy — The Question of a Cap and Its Amount 

The discussion draft leaves unanswered the question of a cap on the number of 
allowances available to fund the anti-leakage rebate for energy-intensive, trade-exposed 
industries. By contrast, Inslee-Doyle, like the Brown-Stabenow provision in the Senate, 
capped the amount available under the provision at 1 5% of the first year’s number of 
total allowances. (Both those bills assumed that the total number of allowances under a 
cap and trade bill would be highest in the first year.) If the number actually needed 
exceeded the cap in any given year, recipients would receive a pro-rata reduction. 


^ On page 9 (Methodology for Estimating Emissions), the emissions figure in the first bullet has changed 
from 612 million to 614 million, and in the second bullet &om 806 million to 802, to remain consistent with 
the table on page 8. 
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The analysis done by our Working Group and submitted to the Committee last 
month as Exhibit A to my March testimony indicated that allowances capped at 15% 
should be sufficient to fund the anti-leakage, Inslee-Doyle-type rebate. (That analysis is 
repeated in the updated version of the study attached hereto, at page 8.) However, that 
analysis, like most of the thinking to date on the question, assumes that the “first year of 
regulation” number of allowances would be approximately that of the Lieberman-Wamer 
bill, i.e., 5.775 billion (or, as it is often expressed, in millions, 5,775 MM.) Fifteen 
percent of 5,775 MM represents 866 million allowances. It is something in the range of 
that number that we believe represents an adequate cap. 

Our reasoning stems from our analysis of the industries that would qualify under 
the presumptive standards and the emissions of those 45 industries. It also reflects the 
need to allow for additional industries qualifying through mechanisms other than 
application of the NAICS-code-level presumptions, the possibility of growth of 
qualifying domestic industrial sectors, the uncertainty inherent in the estimates, and the 
nature of a cap itself 

As can be seen on page 8 of the Appendix, our analysis indicates that the 45 
presumptively qualifying sectors and subsectors represent approximately 771 MM tons of 
emissions (combustion, indirect and process). That is 13.4% of the 5,775 allowances 
provided for in the first year of Lieberman-Wamer. 

Those figures do not reflect the 15% across-the-board reduction in allowances 
granted qualifying facilities that Inslee-Doyle and the discussion draft would impose. The 
Working Group does not believe that reduction is appropriate policy, especially in light 
of the potentially huge uncompensated costs that energy- and trade-intensive industries 
are likely to suffer under unilateral legislation. These include, for instance, the increase in 
the cost of carbon-favored substitutable fuels such as natural gas caused by both demand 
increases and upward shifts in their demand curves. They also include the increase in the 
cost of many production inputs, such as raw materials. 

Nonetheless, even if it is assumed that the 1 5% reduction will be included in final 
legislation, any cap still needs to be no lower than, roughly, the 850-900 MM range. The 
15% haircut would reduce the estimate of allowances to be provided to the 45 qualifying 
sectors to about 655 MM (85% of 771), or 1 1.3 percent of the Lieberman-Wamer first- 
year level of 5,775 MM. 

That still leaves only 21 IMM allowances (866-655), or 3.7% of the Lieberman- 
Wamer level, to cover the following: 

• the uncertainty of the estimation process; 

• sectors or subsectors that qualify under either of the two methods of 
individual showings under the bill; and 

• growth in American industrial, energy-intensive manufacturing, including: 
(i) growth in export markets; (ii) growth involved in “green 
manufacturing” (e.g., wind turbines including their towers and bases, 
energy-efficient automobiles, and a reconstracted power grid); and (iii) 
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growth involved in making our residential and commercial structures more 
energy efficient (requiring insulated plate glass, fiberglass, steel, cement, 
etc.). 

The structure of the ACES draffs annual allowance distributions complicates a 
discussion conducted in percentage terms of the number of allowances needed to fund the 
anti-leakage provisions. For instance, the ACES bill’s distributions are lower in the first 
two years than they are in the third, and lower in the fourth year than in the fifth, which is 
the highest year overall. [See Subsection 721(e)(1), pp. 360-361], Moreover, the bill 
allows the Administrator to adjust these numbers. [Subsection 721(e)(2), pp. 362-365.] 
Additionally, even the bill’s highest level, 5,391 MM in 2016, is significantly less than 
the Lieberman-Wamer level of 5,775 MM. If the presumptively eligible sectors received 
the 771 MM we believe is appropriate that would represent 14.3% of available 
allowances even in that highest year, leaving only .7 % for the uses identified above. If 
the presumptively eligible received the 1 5%-reduced amount, 655 MM, that would 
represent 12.1% and leave only 2.9%, or 152 MM allowances, for the additional needs. 

In the Working Group’s view, the best way to express any cap is in absolute 
terms, and it should be in the range of 850-900 MM allowances. We urge the Committee 
to note that this is a cap, not a grant of allowances, and that the consequences of a cap 
that is too low are far more deleterious in policy terms than is a cap that is too high. A 
cap set lower than the needs of the energy-intensive industries under the Inslee-Doyle 
structure will result in underfunding of the Inslee-Doyle formulaic relief, raising, by the 
same measure, the risk of leakage. A cap that is set higher than what turns out to be actual 
need simply means that more allowances will be available for auctioning or other uses. 

Reduction and Termination 

As a country we need a solution to the leakage problem that is as serious as the 
problem itself That means, among other things, that the solution cannot be phased out or 
terminated before the underlying problem of regulation-caused production-cost disparity 
is solved, and the underlying problem will be solved only when the other countries 
producing energy-intensive materials adopt climate legislation that imposes on their 
industries costs comparable to what the ACES bill will impose on ours. 

A scheduled phase down unrelated to the actions of other countries is a phased 
unilateral disarmament that will only encourage other countries to drag their feet. It 
would, moreover, simply schedule the re-emergence of leakage. The realities of 
international competition and international sourcing, further, means that the actual 
leakage would take place greatly in advance of its scheduled return. Businesses in 
energy-intensive, trade-exposed, international industries make decisions on capital 
expenditures and footprint re-alignment every year. Many of those decisions, such as 
whether to build or close a plant or replace a furnace, must have 20-year, 30-year or 
longer time horizons. The threat that leakage relief would expire before the leakage 
problem will very quickly be factored into those decisions. 
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Inslee-Doyle, like the Brown-Stabenow amendment, ties reduction of leakage 
relief strictly to the reduction of the underlying problem. Accordingly these proposals do 
not tie the amount of available anti-leakage allowances to the reduction in the economy- 
wide number of allowances. The discussion draft is silent on this point, but the 
effectiveness of the relief it provides depends on following the Inslee-Doyle approach of 
a free-standing poo! of allowances. 

Instead of scheduled, automatic reduction, the Inslee Doyle bill contains two 
provisions for reduction or elimination of the relief tied to reducing or eliminating the 
underlying international competiveness/regulation-cost problem. One of these involves a 
scheduled reduction that is itself to be eliminated or reduced if competing countries do 
not achieve objective benchmarks for greenhouse-gas regulation — benchmarks that signal 
comparable burdens on their energy-intensive industries. The second involves some level 
of broader discretion for the President and the EPA. 

The working draft re-mixes the two provisions — moving the objective standards 
out of the scheduled-decline provision and into the discretionary one — in a fashion that 
significantly weakens the protections afforded U.S. manufacturing. The draft also 
weakens the protections in other significant ways. The Working Group very much 
believes that we need to return in this respect to the Inslee-Doyle structure and work to 
strengthen that in several respects as well. 

Conclusion 

The progress to date, much of it reflected in the discussion draft, has strengthened 
the Working Group’s belief that climate change legislation can adequately address the 
problem of the leakage of carbon and jobs affecting our energy-intensive and trade- 
exposed industries. It has likewise strengthened our resolve to continue to work with 
Congressmen Inslee and Doyle, the Committee and all its members, and the other 
stakeholders to that end. 
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Mr. Markey. Thank you, Mr. McMackin, very much. 

Our second witness is back again. We welcome you, sir. Rich 
Wells. He serves as Vice President of Energy for Dow Chemical 
Company. He has also had lead position in management at Dow 
Chemical’s global advocacy activities in the areas of climate change 
and energy policy. He was appointed to the Michigan Climate 
Change Action Council in 2008. 

We welcome you, sir. Whenever you are ready, please begin. 

STATEMENT OF RICH WELLS 

Mr. Wells. Thank you, Mr. Chairman. I appreciate the oppor- 
tunity to provide our views on the competitiveness provisions of the 
American Clean Energy and Security Act. I am Vice President of 
Energy for Dow Chemical, a leading specialty chemical and ad- 
vanced materials company with over 50,000 employees, half of 
which are located in the U.S. 

Today, I would like to address Dow’s position on climate change. 
As a member of U.S. Climate Action Partnership, or US-CAP, Dow 
supports enactment of environmentally effective, economy sustain- 
able, and fair climate change legislation. 

As a representative from an energy intensive and trade exposed 
sector, I would like to give you a glimpse into what the chemical 
industry is doing to save Americans energy and reduce their green- 
house gas emissions. 

Since 1990, the U.S. chemical industry has achieved energy effi- 
ciency gains of 28 percent. At Dow, that number is 38 percent. In 
Dow’s case, we have saved over 1,600 trillion BTUs of energy since 
1994, the electrical equivalent to power every home in California 
for one year. And our track record on greenhouse gas emissions re- 
ductions is equally impressive. At Dow, we have reduced our green- 
house gas emissions by over 20 percent. This has resulted in pre- 
venting more than 86 million metric tons of CO 2 from entering the 
atmosphere. The U.S. chemical industry as a whole can report 
similar numbers, numbers that would have exceeded Kyoto Pro- 
tocol targets. 

The chemical industry also contributes a number of energy sav- 
ing products and materials to American society. This includes 
building and appliance insulation, as well as material that enables 
solar and wind power and other efficiency applications such as 
lighting. 

Simply put, the American chemical industry uses energy to save 
energy. In fact, a soon to be released McKenzie study shows that 
the products of chemistry reduce an average of three tons of green- 
house gas emissions for every one ton produced in our manufac- 
turing process. As you can see, from an energy and greenhouse gas 
reduction viewpoint, this is an excellent story. However, from an 
economic standpoint the situation is much different. 

Over the past 10 years, the U.S. chemical industry, a $660 billion 
enterprise, has lost over 120,000 jobs, or approximately 15 percent 
of our total workforce. Eor the most part, this loss of jobs can be 
attributed to high and volatile energy prices. As an example, Dow’s 
energy and feedstock costs have gone from $8 billion in 2002 to 
over $27 billion in 2008. 
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In order for a cap-and-trade system to be economically sustain- 
able, it must be designed such that American energy intensive and 
trade exposed manufacturers remain globally competitive. We see 
the approach included in the discussion draft as a positive step to- 
wards protecting U.S. manufacturers. This approach defines these 
sectors based on objective criteria, and includes a provision to re- 
duce or eliminate the allowances when the potential for carbon 
leakage has been reduced or eliminated. However, I would caution 
that it is critical the number of allowances be adequate to com- 
pensate those sectors that meet the eligibility criteria. If Congress 
does not set aside enough allowances to address the carbon leakage 
issue, then it will fail to protect American jobs in the manufac- 
turing sector. 

We also believe it is critical that the allowances not be reduced 
or eliminated until the competitive disadvantage is reduced or 
eliminated. Targeted assistance to energy intensive industries 
should be terminated only when the carbon leakage problem is 
solved through an international agreement. 

In addition to the provisions that pertain to energy intensive and 
trade exposed sectors, other provisions of the bill also would impact 
the competitiveness of U.S. Manufacturers. For example, the bill 
would provide compensatory allowances to companies that use fos- 
sil energy as a feedstock material rather than as a fuel source. 

Unfortunately, this provision is unworkable in its current form, 
and we recommend that it be modified to ensure that nonemissive 
uses of fossil energy are properly compensated. 

Dow also recommends changes to the bill to avoid excessive fuel 
switching from coal to natural gas in the power sector. These 
changes would include establishing a trigger price for the release 
of additional allowances and offsets from the Strategic Reserve to 
avoid the so-called dash to gas. 

In conclusion. Congress should pass energy and climate change 
legislation that maintains the competitiveness of U.S. manufactur- 
ers as we transition to a low carbon economy. 

I thank you for the opportunity to speak today. I look forward 
to your questions. 

[The prepared statement of Mr. Wells follows:] 
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The Dow Chemical Company appreciates the opportunity to submit these written 
comments to the Subcommittee on Energy and Environment, Committee on Energy and 
Commerce on the competitiveness provisions of the American Clean Energy Security Act 
of 2009. 

Dow was founded in Michigan in 1 897 and is one of the world’s leading manufacturers 
of chemicals and plastics. We supply produets to customers in 160 countries around the 
world, connecting chemistry and innovation with the principles of sustainability to help 
provide everything from fresh water, food, and pharmaceuticals to paints, packaging, and 
personal care products 

Dow is committed to sustainability. We have reduced our absolute levels of greenhouse 
gas (GHG) emissions 22% since 1 990, and we are committed to do even better in the 
future. Our ambitious 2015 sustainability goals underscore this commitment.' 

Dow is an energy-intensive company. We use energy, primarily natural gas and natural 
gas liquids, as a feedstock material to make a wide array of products. For its global 
operations, Dow uses the energy equivalent of 850,000 barrels of oil every day. This 
amount is more than the oil consumption of some countries, such as The Netherlands or 
Australia. 

Because roughly half of our operating costs are energy costs, Dow is actively 
investigating and moving forward on alternate feedstock materials such as glycerin to 
propylene glycol (for use in antifreeze) and soy to polyols (for use as cushioning in 
furniture). 

Despite being energy-intensive, Dow products help consumers save energy and reduce 
GHG emissions. For the home or business, our insulation and polyurethane foam 
sealants can reduce home and business energy costs by 20%-30%. In 2008, a third-party 
validated lifecycle assessment found that the avoided emissions from the use of Dow 
insulation products in service are about seven times greater than our company’s total 
annual emissions.^ For saving energy on the road, our new diesel particulate filter 
technology enables improved environmental performance and fuel efficiency. We offer 
amines technology to capture carbon dioxide emissions from the power sector. We also 
offer plastics, composites, and adhesives to help make cars stronger and lighter, while 
improving overall gas mileage. For the industrial sector, we have saved energy by down- 
gauging industrial stretch film, a process of making a plastic film thinner but stronger, so 
that less plastic (and feedstock energy) can be used while getting the same benefits in use. 

This testimony describes the challenges faced by an energy-intensive, trade-exposed 
company under a US policy to control greenhouse gas (GHG) emissions. Specific focus 
is on the competitiveness provisions of the March 3 1 , 2009 draft energy and climate bill 
developed by Chairman Waxman and Rep. Markey. This testimony also identifies other 
important provisions of the bill that will have a significant impact on competitiveness. 


' To leam more about Dow’s commitment to sustainability, go to our website at www.dow.com. 
’ To leam more, see our 2008 annual report at www.dow.com.Ttnancial/pdfs/161-00722.pdf 
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USCAP Perspective 

As a member of the U.S. Climate Action Partnership (USCAP), Dow supports prompt 
enactment of environmentally effective, economically sustainable and fair climate change 
legislation to reduce U.S. greenhouse gas emissions sharply by mid-century. The 
centerpiece of legislation should be an economy-wide cap and trade program. This 
market-based approach is the best way to put a price on carbon and ensure that short- and 
long-term emissions targets are met. 

USCAP launched its landmark report, titled ^4 Call for Action^, in January 2007, which 
lays out a legislative framework for climate protection. Most recently, USCAP released 
A Blueprint for Legislative Action, which provides consensus recommendations for 
climate protection legislation. USCAP includes a total of 30 businesses and 
environmental organizations.^ The coalition recognizes that the United States faces an 
urgent need to reinvigorate our nation’s economy, make the country more energy secure, 
and take meaningful action to slow, stop, and reverse GHG emissions to address climate 
change. Thoughtful and comprehensive national energy and climate policy will help 
secure our economic prosperity and provide American businesses and the nation’s 
workforce with the opportunity to innovate and succeed. 

According to USCAP, manufacturers and industries that deal with certain commodity 
products that are both energy-intensive and trade-exposed will be particularly challenged 
by US climate policy if they face competition from countries that have not cormnitted to 
an internationally recognized GHG-emission-reduction path. In such cases, there is a risk 
of “leakage”, by which we mean the shifting of production (and jobs) and GHG 
emissions from the US to these other countries. 

To remedy this situation, USCAP recommends that an adequate amount of allowance 
value be provided to US manufacturers facing such competition (determined by objective 
criteria). USCAP recommends that these allowances be tied to any GHG-related 
competitive imbalance and reduced or eliminated when the GHG-related competitive 
imbalance is reduced or disappears. USCAP also believes that any provisions designed 
to address competitiveness should be consistent with World Trade Organization rules. 


^ A Cal! for Action and A Blueprint for Legislative Action can be found at www.us-cap.org. 

■' The current members of USCAP are: Alcoa; Boston Scientific Corporation: BP America, Inc.; Caterpillar 
Inc.; Chrysler LLC; ConocoPhillips; Deere & Co.; Dow; Duke Energy; DuPont; Environmental Defense 
Fund; Exelon Coiporation; Ford Motor Company; FPL Group; General Electric; General Motors 
Corporation; Johnson & Johnson; Marsh, Inc.; Natural Resources Defense Council; NRG Energy; PepsiCo 
North America; Pew Center on Global Climate Change; PG&E Corporation; PNM Resources; Rio Tinto; 
Shell Oil Company; Siemens Corporation; The Nature Conservancy: World Resources Institute; and Xerox 
Corporation. 
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Maintaining US Competitiveness 

The draft bill (Title IV, Subtitle A, Part I) includes provisions to provide compensation to 
energy-intensive, trade-exposed sectors that are at risk of leakage under a US program to 
control greenhouse gases. Representatives Inslee and Doyle have long championed this 
approach (as embodied in their bill, H.R.1759, the EMPLOY Act) , which Dow believes 
is the best way to address the competitiveness issue prior to an international agreement 
among major emitting countries or a global sectoral agreement. 

The Inslee-Doyle approach proceeds in two steps. In the first step, EPA would identify 
energy-intensive, trade-exposed sectors that are at risk of leakage based on clear and 
objective criteria. In the second step, EPA would award rebates to eligible facilities to 
compensate them for some portion of their direct and indirect GHG emissions. The 
Inslee-Doyle approach is generally consistent with the approach outlined in the USCAP 
Blueprint for Legislative Action in that ( 1 ) the definition of energy-intensive and trade- 
exposed sectors is based on objective criteria, and (2) there are provisions to eliminate or 
reduce the rebates when the potential for leakage has been reduced or eliminated. 

Dow would like to offer one word of caution, and recommend two changes, to this 
provision of the draft bill. 

First, we offer a word of caution. It is critical that the rebate be adequate to compensate 
the sectors that meet the criteria for eligibility. If Congress implements this provision by 
awarding free allowances, but does not set aside enough allowances to address the 
leakage issue, then it will fail to protect American jobs in the critically important US 
manufacturing sector. 

As for our recommended changes, we believe it is critical that the compensation not be 
reduced or eliminated until the competitive disadvantage is reduced or eliminated. The 
March 31 draft bill envisions a phase-down startmg in 2021, which may precede creation 
of an internationally level playing field. Targeted assistance to energy-intensive 
industries should be terminated only when the carbon leakage problem is solved through 
an international agreement. And, it should be phased down only in proportion to progress 
made in reducing the cost differentials between trading partners in a fashion that 
demonstrably reduces the disadvantage to domestic producers — not according to an 
arbitrarily defined timeline. 

We also believe that the compensation should address more than just direct and indirect 
emissions. Consider a chemical company that meets the eligibility criteria. It is likely 
that the largest increase in cost to such a company will be an increase in the price of fossil 
energy purchased as a feedstock material. To the extent that the increase in feedstock 
cost is not addressed elsewhere in the legislation (e.g., in the compensatory allowance 
provision in the draft bill, see the next section of this testimony), the facility should 
receive compensation to offset the increase in feedstock cost. 
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Protecting Feedstock Use of Fossil Energy 

Dow would be remiss if we did not acknowledge that other provisions of the draft bill 
will impact competitiveness, and that care must be taken to ensure these other provisions 
are designed to protect American manufacturing jobs. 

The bill imposes a point of regulation not just on those who emit GHGs, but also on those 
who produce fossil energy (i.e,, petroleum products). This means that there will be a 
price signal imposed not just on fossil energy that is combusted, but also on fossil energy 
that is used as a feedstock material to make carbon-based products that are not designed 
to be combusted and many of which help people save energy. 

To minimize the price signal imposed on fossil energy used as a feedstock, the draft bill 
(Title III, Section 72 If) would provide compensatory allowances to those who use fossil 
energy in non-emissive ways, such as a feedstock material. Unfortunately, the definition 
of “non-emissive use” is so restrictive that, in our opinion, no company would be able to 
claim a single compensatory allowance. In addition, such compensatory allowances 
would not be bankable, and the timing of the issuance of such compensatory allowances 
is unclear. 

Dow recommends four changes to this section; (1) allow compensatory allowances to be 
bankable, (2) require EPA to provide compensatory allowances within the first 90 days of 
the year immediately following the feedstock use, (3) change the definition of non- 
emissive use to refer to the extent to which the carbon content of the fossil energy 
remains in the substance created through the manufacturing process, and (4) require that 
EPA provide free allowances equal to the tons of CO 2 (e) sequestered. Such changes 
would compensate chemical companies for using fossil energy not as a fuel, but as a 
feedstock, thereby preventing GHG emissions fi'om entering the atmosphere. This issue 
is likely the most critical issue to the chemical sector in the March 3 1 , 2009 version of the 
draft bill. 


Preventing a "Dash to Gas” 

One of the easiest, and most likely, ways to meet aggressive, short-term emission 
reduction targets, such as those in the draft bill, is through fuel switching from coal to 
natural gas in the power sector. Too strong a price signal on carbon would exacerbate 
such a movement, which is already underway even in the absence of a US program to 
reduce GHG emissions. If fuel switching is excessive, demand for US natural gas will 
rise, and US manufacturers that depend on natural gas will suffer. 

The fuel-switching solution could be economically ruinous for those industrial businesses 
and consumers dependent on affordable natural gas, if natural gas supply does not keep 
pace with rising demand, or if natural gas supply lags significantly behind demand. 
Recent US history suggests this is a plausible scenario. 
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Natural gas prices have skyrocketed by more than 460% over the last eight years. The 
increase in price volatility has significantly contributed to the US manufacturing sector 
losing over 3.7 million jobs, the chemical industry losing nearly 120,000 jobs’, and the 
permanent loss of nearly half of the US fertilizer production capacity. The manufacturing 
sector, which has limited fuel switching ability, has become the shock absorber for high 
natural gas costs. For the forest products industry, energy is the third largest 
manufacturing cost — up fifty percent in recent years for pulp and paper mills. For some 
mills, the cost has eclipsed employee compensation. 

Dow first expressed alarm about high natural gas prices in 2002. At that time, our total 
annual energy and feedstock bill was $8 billion. In 2008, our energy bill was $27 billion. 
Our energy expenditures are by far the largest component of our production costs, and 
equate to about half of our total revenues. 

Congress has been enticed into over-reliance on natural gas before. The Clean Air Act 
Amendments of 1990 were enacted with the belief that natural gas would be the clean 
fuel of the future and would be cheap and plentiful. Unfortunately, Congress did not 
anticipate the run-up in natural gas prices and the resulting demand destruction in the 
industrial sector. 

We view the recent softening of natural gas prices to be associated with the weakening 
economy. We do not believe the current market prices for natural gas are indicative of 
the future. Congress must anticipate the future demand for natural gas as the economy 
rebounds. According to EP A/DOE analyses, cap and trade legislation will increase the 
demand for natural gas at least in the near-term (prior to 2030), as power companies find 
it economical to fuel switch from coal to less-COa-intensive natural gas. In the longer- 
term, fuel switching is of less concern as new technology is deployed to cost-effectively 
address GHG emissions ft^om coal-fired power plants. 

In designing a cap and trade program, several different elements (targets and timetables, 
cost containment, and complementary policies for coal and energy efficiency) will impact 
the degree of fuel switching, and Congress should keep all of these in mind as it develops 
a climate policy. Dow recommends that any US climate policy be designed in ways to 
minimize fuel switching. We commend the complementary policies for energy efficiency 
in the draft bill, which will help to reduce the degree of fuel switching that would 
otherwise occur in the absence of such complementary policies. 

Dow recommends that the following changes be made to the March 31 draft bill to 
minimize the possibility of fuel switching in the power sector; (1) follow the USCAP 
recommendation of grants for the first 5 GW of coal-fired, CCS-enabled, power by 2015, 


’ The chemical industry uses 1 .93 trillion cubic feet (TCP) of natural gas annually, representing 8% of US 
natural gas consumption. The majority of steam boilers and cogeneration units in the manufacturing sector 
are powered by natural gas. The remainder is for feedstock purposes. Due to the historic abundance and 
low cost of natural gas in the USA, natural gas has been vital to domestic chemical production. 
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(2) increase the maximum limit on offsets from 2 billion per yea" to between 2-3 billion 
per year (in keeping with another USCAP recommendation), (3) change the ratio of 
offsets to allowances from 1 .25: 1 to 1 : 1, and (4) change the price trigger for releasing 
offsets or allowances from the strategic reserve from a set formula to an approach that 
gives a duly-qualified entity the ability to adjust the trigger so that it prevents undue 
economic harm (e.g., to prevent excessive fuel switching). These changes will lessen the 
degree of ftiel switching that would otherwise occur. 


Conclusions 

Dow strongly supports the framework developed by Inslee and Doyle to address 
competitive pressures facing energy-intensive, trade-exposed sectors of the economy. It 
is imperative that the set-aside of allowances be adequate to address this issue, and that 
these allowances not be phased-down before the competitiveness issue has been 
addressed. Incremental increases in the cost of fossil energy used as a feedstock and are 
otherwise uncompensated under this bill should be part of Ae calculation of enei^- 
intensity and should also be part of the rebate (i.e., free allowances) to prevent leakage. 

Dow strongly recommends that the compensatory allowance provision be altered to 
ensure allowances are provided to the US chemical sector for its use of fossil energy as a 
feedstock. The bill should allow banking of such compensatory allowances, provide for 
prompt delivery of such allowances, and define “non-emissive use” so as to reward 
companies for using fossil energy in value-creating ways rather than as a fuel to be 
combusted into GHG emissions. 

Dow also recommends changes to the bill to avoid excessive fuel switching in the power 
sector. These changes ought to include grants for the first 5 GW of CCS-enabled coal- 
fired power by 20 1 5, establishing a 1 : 1 offset to allowance ratio (rather than 1.25:1), and 
increasing the maximum amount of offsets from 2 billion to between 2 and 3 billion 
annually. 

In Dow’s opinion, the draft bill borrows heavily from the recommendations of USCAP, 
including the treatment of energy-intensive, trade-exposed sectors. However, the 
recommended changes described in this testimony are necessary to ensure that US 
manufacturing jobs are not lost due to leakage. 
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Appendix — Dow’s Progress and Commitment To Reduce Its Climate “Footprint” 

Dow accepts the Intergovernmental Panel on Climate Change (IPCC) conclusion that it is 
very likely that human activities are causing global warming. We recognize the serious 
nature of the threat and that it warrants bold action. 

We understand that it is not enough to agree with consensus scientific opinion. Our 
commitment to sustainability requires that we act upon such information responsibly. To 
that end, Dow has made considerable progress in reducing its climate “footprint”: 

■ From 1995 to 2005, in keeping with its publicly announced sustainability goals, 
Dow reduced its energy intensity (BTU per pound of product) by 22%, resulting 
in energy saving of 900 trillion BTUs, which is enough to power all the homes in 
the entire state of California for a year. 

■ Since 1990, Dow reduced its absolute greenhouse gas (GHG) emissions since to a 
level that exceeds Kyoto targets. Overall, emissions of Kyoto GHGs were 
reduced by more than 20% during this time period. 

■ GHG emission reductions achieved through the use of Dow products more than 
offset the GHGs produced during the manufacture of those products. 

Although this record is positive, we are committed to continued improvement and 
reduction of our environmental footprint. In order for Dow to contribute even more to 
climate change solutions, we have developed a clear vision and key milestones for the 
years 2015 and 2025. Our vision will guide our decisions today and into the future, and 
based on this vision, we pledge to reach a number of far-reaching objectives: 

• Our vision is to have contributed to the achievement of a world in carbon 
equilibrium, a target described by Princeton University professors Robert 
Socolow and Stephen Pacala in the September 2006 edition of Scientific 
American. We will have set the industry benchmark through our own 
performance. We will apply our iimovation and expertise to help solve the 
world's GHG and energy challenges. 

• Our key milestones: 

• By 2015, Dow will reduce its energy intensity by another 25% compared to 
base year 2005. 

• By 2015, Dow will reduce its GHG emissions intensity (tons of CO 2 per 
pounds of production) 2.5% per year. 

• By 2025, Dow will stop the growth of absolute emissions of GHG within the 
company. Our absolute emissions will remain below the 1990 baseline, and 
we will begin on a journey of year-over-year reduction in GHG emissions. 

• By 2025, Dow aims to have non greenhouse gas emissive energy provide at 
least 400 MW equivalents, or 10% of Dow’s global electrical demand. 

• By 2050, at least 50% of the energy consumed by Dow globally will be non- 
carbon emitting. 
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Mr. Markey. Thank you, Mr. Wells, very much. 

Now let us welcome Tom Conway, the International Vice Presi- 
dent of the United Steel Workers. He has been in the steel busi- 
ness since 1978. Since working with the United Steel Workers, he 
has been involved in most of the major collective bargaining efforts 
within the United States steel industry. 

We welcome you, sir. 

STATEMENT OF TOM CONWAY 

Mr. Conway. Thank you. Good afternoon. On behalf of the mem- 
bers of the Steel Workers, I would like to thank Chairmen Waxman 
and Markey and the committee for holding the hearing, and in par- 
ticular recognize your leadership and the hard work you do in 
crafting difficult climate policy that will ensure the competitiveness 
of U.S. workers and their industries. 

My name is Tom Conway. I am the Vice President of Steel Work- 
ers tlnion. The USW has long been a leader in the labor movement 
on environment issues, and we support the advancement of a cli- 
mate policy. Our members work in nearly every sector of every 
economy. We produce a wide range of products, including paper, 
grass, cement, chemicals, aluminum, rubber, and of course steel. 
All these products are produced in facilities that are as efficient as 
any in the world, and we are ready to lead the way in the develop- 
ment and production in the next generation of clean energy prod- 
ucts that will help revitalize the American economy and reassert 
our Nation’s leadership on the cutting edge of new technology. But 
we can only answer that call if our jobs are not squandered to the 
law of unintended but not necessarily unforeseen consequences. 

A well-designed climate policy can fuel America’s recovery and 
ensure that the economy comes back stronger and cleaner than be- 
fore. But a poorly designed policy can have the opposite effect and 
cost thousands and millions of American jobs. In commodity-based 
industries such as ours, even small differences in production costs 
can have a huge effect. 

In crafting legislation. Congress must address the critical need to 
mitigate the competitive disadvantage that will be placed on these 
industries as well as the carbon leakage that will occur as a result. 
Only by fully addressing the leakage issue can Congress meet their 
environmental and investment goals, and ensure that the jobs that 
exist today in energy intensive industries are not lost nor the man- 
ufacturing of these products offshore. Failure to fully address these 
issues not only endangers our recovery from the current recession, 
but will likely result in making the problem of climate change 
worse instead of better. 

For the purpose of time, I am going to get straight to our sug- 
gested improvements in the competitiveness provision, but ask that 
members refer to my full testimony which I have submitted to the 
record. 

One of the most delicate balancing acts in designing an 
economywide climate change policy is properly constructing transi- 
tion assistance to specific industries that develop clean energy proc- 
ess and products. We are keenly aware of all the concerns, such as 
quantity, time length of assistance, and windfall profits associated 
with this assistance. And, from that perspective, the Inslee-Doyle 
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approach of tying allocations or rebates to output is the best and 
most effective allocation system that has been proposed to date, as 
eligibility is targeted very narrowly to those industries which dem- 
onstrate a high energy intensity profile and a potential for signifi- 
cant competitive disadvantage. 

However, while an allocation system such as output-based rebate 
systems seeks to mitigate the cost differential between domestic 
and international products by reducing the effective cost of compli- 
ance for producers, it is not designed to completely eliminate that 
differential. In the discussion draft, manufacturers and covered sec- 
tors or subsectors would be rebated 85 percent of the sector aver- 
age carbon cost of producing each covered good. This rebate level 
would not only penalize the worst performers in the sector, but 
would impose an unrebated cost and a competitive disadvantage on 
a majority of companies in these sectors. As long as that differen- 
tial exists at any level, a commensurate amount of leakage will be 
unavoidable. Therefore, the rebates must be coupled with a border 
adjustment to equalize carbon costs if the carbon leakage issue is 
to be fully addressed and America’s environmental economic goals 
achieved. 

Once such a broader adjustment is enacted the rebate level can 
and will act as an incentive to producers to reduce emissions. Until 
then, however, it will not eliminate the threat of leakage. In the 
interim, we must ensure that these cost pressures do not effectively 
destroy critical sectors of the economy until the full extent of the 
competitiveness program can be implement. 

On the rebate levels, rebates to companies in covered sectors and 
subsectors should be increased to 100 percent of each firm’s direct 
or indirect compliance cost from the date of enactment of the do- 
mestic program until the date of the enactment of an effective bor- 
der adjustment. Once the border adjustmentis in place, we would 
recommend that the rebates be paid at 100 percent of the sector’s 
average per unit of output. This will ensure the producers who are 
better than average for their sectors will not be penalized despite 
their high performance, and will provide below average producers 
an incentive to reduce emissions to avoid paying an unrebated cost 
of compliance. As these below average companies improve their 
performance, this will drive the sector average emissions down, 
prompting companies to continue to reduce emissions. 

A border adjustment should be enacted as quickly as possible. Al- 
though we are aware of the arguments that suggest some period 
of time is necessary before it can be done to allow for negotiation 
of an international treaty and to meet U.N. international obliga- 
tions, as such, we are prepared to accept whatever length of time 
is necessary for there to be done right as long as we eliminate leak- 
age concerns during the interim through a full rebating of compli- 
ance costs. 

On the issue of presidential discretion, we have strong concerns 
with the discretion given to the President under the International 
Reserve Allowance Program in the discussion draft. Under that 
provision, in 2017 the President is directed to make a determina- 
tion whether the rebates have been effective at preventing leakage, 
and no requirement that he make any subsequent determination. 
If the President does determine that leakage is occurring, then that 
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leakage and the job loss that goes with it will be allowed to con- 
tinue for an additional 2 to 3 years while regulations are written 
before a border adjustment is enacted to prevent it. If he decides 
no leakage exists, on that day in 2017 there is no recourse should 
leakage develop later, either when the rebates begin to phase out, 
or foreign competitors simply wait until after that day to flood our 
markets with dirty products. 

Finally, the decision to implement a border mechanism should 
not be left to the discretion of the President or anyone else. The 
legislation should require that the border adjustment begin on a 
certain date, and direct the President to issue regulations in suffi- 
cient time that it may begin on time. 

Addressing the potentially catastrophic issues posed by climate 
change is a challenge of our generation, and meeting that challenge 
will require the mobilization of everyone in the world behind a 
common purpose. It is time for America to reclaim its position of 
leadership in the world economy, and the United Steel Workers are 
ready to do everything in our power to assist that process. 

Again, I am grateful to Chairmen Waxman and Markey for hold- 
ing this hearing, for the leadership provided by them, particularly 
Mr. Inslee and Mr. Doyle. We look forward to working with you 
and the committee now and in the future. 

[The prepared statement of Mr. Conway follows:] 
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Good afternoon. On behalf of the 850,000 active members of the United 
Steelworkers (USW), I would like to thank Chairmen Waxman and Markey for holding 
this hearing on the issues facing America and the world as we attempt to address 
cijmate change and the need for clean energy. In particular, I would like to thank 
the chairmen and the committee for their leadership and hard work in crafting 
climate policy with the need to ensure U.S. competitiveness in mind. My name is 
Tom Conway, and I am the International Vice President of the United Steelworkers. 
Our members supply almost every sector of the economy, and produce a wide array 
of products, including paper, glass, ceramics, cement, chemicals, aluminum, rubber, 
and, of course, steel. They produce these energy-intensive products in facilities that 
are as efficient as any in the world. They are ready to lead the way in the 
development and production of the next generation of clean, envlronmentally- 
friendly products that will not only revitalize the American economy and reassert our 
leadership on the cutting edge of new technology, but will provide the long-term 
solution to the challenge of growing our economy while reducing emis^ons. Still, 
they can only answer that call If their jobs are not unnecessarily squandered to the 
law of unintended, but not unforeseen, consequences. 

These unforeseen consequences are damaging enough when the economy is growing 
and strong, but during a long, slow recovery they can be devastating. A well- 
designed climate policy can augment and fuel the recovery, and ensure that the 
economy comes back stronger and cleaner than before. A poorly-designed climate 
policy, however, can create a disincentive to bring production back online in the 
United States, and achieve emissions reductions only at the cost of thousands or 
millions of American jobs. 

The United Steelworkers have long been a leader in the labor movement on 
environmental issues. In 1990, we stated our union's environmental policy in “Our 
Children's World" which included our declaration of the need to address the issue of 
climate change, a declaration we reiterated in 2006. We were one of the first 
industrial unions to support comprehensive climate change legislation. USW is also a 
founding member of the Blue-Green Alliance, which brings together unions and 
environmental groups to plan a new way forward for America through the promotion 
of policy solutions that spur growth and Investment in green technologies and 
products produced here in America. 
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We are as convinced today as we were in 1990 and 2006 that climate change is the 
most important environmental issue of our lifetime. It Is the challenge of our time to 
transform the way this nation and the world operate in order to bring this problem 
under control before It is too late. Still, in undertaking the enormous and critical 
task of crafting comprehensive energy and climate legislation. Congress must ensure 
that the desired emissions reductions and energy transformations are achieved In a 
structured, responsible way. While the legislation must not only strive to reduce 
emissions of greenhouse gasses to the level that the best science believes is 
necessary and ensure the development and deployment of clean energy 
technologies, it must do so in a way that minimizes costs to businesses and 
consumers as much as possible. It must place a special emphasis on the 
development of a domestic Investment portfolio to ensure that these new clean 
energy technologies and products are developed and produced here in America; 
ensure that domestic exporters are not unfairly disadvantaged in the global 
marketplace; and it must ensure as much as possible that the jobs that exist here 
today in energy-intensive manufacturing are not lost, nor the production of those 
products offshored unnecessarily by neglecting the very real and potentially 
disastrous problem of carbon leakage. If leakage is not addressed in the 
development of a climate change regime, any policy runs a significant risk of not 
only costing American jobs, but actually exacerbating, instead of mitigating, the 
problem of global warming. 


Most policy proposals to address climate change, including cap-and-trade, arise from 
the idea that the assessment of a cost on emissions will provide an incentive to 
reduce them, either through the development of more efficient processes or of new 
products which can be made with fewer emissions. This theory is sound, as long as 
those costs cannot simply be evaded by companies offshoring production or 
downstream producers and consumers avoiding the cost by purchasing imported 
goods from nations who have not taken action to address the need for climate 
change abatement. ‘ 

In Industries like steel, glass, aluminum, chemicals, rubber, and paper, this threat Is 
particularly acute because they are commodity-based industries, in which even small 
differences in production costs can have a huge effect. Finding a way to mitigate the 
competitive disadvantage that will be placed on these industries, and the carbon 
leakage that would occur as a result, is critical to recovering from the current 
recession and achieving the goal of stopping climate change. A recent study 
conducted by High Road Strateges and the Millennium Institute showed that climate 
policies that put a price on carbon "could have significant impacts on the 
competitiveness of U.S. energy-intensive manufacturing sectors over the next two 
decades if climate regulations are applied only in the U.S." 

This is a global problem, and greenhouse gas emissions affect the environment 
exactly the same whether they occur here or abroad. The difference is that 
American industry and workers are among the best in the world, producing energy- 
intensive goods with some of the lowest emissions in the world. The same cannot be 
said of many of our competitors. For example, the American steel industry has 
become 25% less energy-intensive over the past 20 years, while the Chinese steel 
industry now emits as much carbon as the rest of the global steel industry combined. 
The production of a ton of steel in China generates more than three times the carbon 
emissions of a ton of steel produced here, because China relies more heavily on 
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older, dirtier production methods and higher-sulfur coal than the increasingly state- 
of-the-art U.S. industry, and the Chinese government is lax in enforcing those 
environmental laws they do have. 

A climate policy that fails to prevent the unnecessary offshoring of production to less 
efficient, more carbon-intensive countries will not only cost American jobs, but 
because production in those countries emits more carbon, will actually cause a net 
increase in the global greenhouse gas emissions from these sectors, which will only 
make the problem of climate change worse. 

A Framework for Preventing Leakage and Maintaining American Jobs 

The USW is pleased that a growing consensus is forming around the idea that, if 
climate change policy is to be comprehensive and effective, measures must be taken 
to address the issue of carbon leakage. We thank Chairmen Waxman and Markey for 
including a competitiveness program in Title IV of their discussion draft, and are 
particularly grateful for all of the hard work done on this issue by Mr. Inslee and Mr. 
Doyle, whose output-based rebating proposal is an important piece of the program. 

USW believes any leakage program must not only address the short and medium- 
term needs of energy-intensive manufacturing, but do so in a way that helps to lay 
the groundwork for a long-term solution. In the long term, climate change is a 
global problem and requires a global solution. To that end, we support the United 
States in its work through the U.N. Framework Convention on Climate Change to 
negotiate an international treaty that will bring global emissions down to the level 
necessary to avert the worst effects of climate change. Further, USW believes that 
in a global economy, the unique set of issues facing energy-intensive manufacturers 
are best addressed through a global climate treaty that includes a set of international 
sectoral agreements for these industries. Only by setting up an international system 
where all products must bear a carbon cost commensurate with their associated 
emissions, no matter where they are produced, can the playing field ever truly be 
leveled, and the cost incentive to reduce emissions most effectively leveraged. 

With an international treaty featuring international sectoral agreements for energy- 
intensive manufacturing as the long-term goal, the best competitiveness policy is 
one that not only meets the short and medium term needs of domestic 
manufacturers, but starts the U.S. on the road to a comprehensive system for 
energy-intensive products by sector, which can be folded into such an international 
system as efficiently as possible. 

The draft bill seeks to address the competitiveness issues facing manufacturers of 
energy-intensive products through a hybrid approach consisting of output-based 
rebates backed up by a variable border adjustment on these products. We believe 
the approach has promise, and, with the right improvements, could provide a 
workable solution to carbon leakage. We look forward to working with the 
Committee to strengthen the proposal to ensure it fulfills the goals we all share of 
reducing carbon emissions, preventing carbon leakage, and supporting a revitalized 
clean energy economy in the United States. 

Output- Based Rebates 

One of the most delicate balancing acts in designing an economy-wide climate 
change policy is determining if and how certain industries will have the cost of such a 
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policy mitigated to provide transition assistance to allow those industries to develop 
clean energy processes and products. Within that broader question are the 
questions of how much cost should be mitigated, for how long, and how to structure 
these programs to avoid windfall profits to industries which do not need help or may 
simply use these windfalls to facilitate the offshoring of production. 

USW is keenly aware of all of these concerns, particularly the need to retain jobs and 
production in this country and avoid offshoring, and to provide incentives to ensure 
that the goal of having emissions reduced through Increased efficiency, not simply 
relocated, is met. From that perspective, the Inslee-Doyle approach of tying 
allocations or rebates to output is the best and most effective allocation system that 
has been proposed to date. 

First, eligibility is targeted very narrowly to those industries which demonstrate a 
high energy-intensity profile and the potential for significant competitive 
disadvantage if these costs are not mitigated. Specifically, the most recent version 
of Mr. Insiee and Mr. Doyle's bill (H.R. 1759) and the Waxman-Markey discussion 
draft target these rebates to sectors or subsectors which meet the test of being at 
least 5% energy-intensive and 15% trade exposed. Sectors or subsectors, as 
defined by six-digit codes of the North American Industrial Classification System 
(NAICS), are considered presumptively eligible for rebates If Census Bureau data for 
such a sector or subsector meets the 5%/15% threshold. 

Within a given six-digit NAICS code, however, the potential does exist for different 
emissions profiles to exist for certain products that are not the result of inefficiency, 
but of different processes for the production of a given product which are necessary 
for a fully-developed industry. The example most often used to describe this Issue is 
the steel industry, given that steel produced in integrated facilities and steel 
produced in electric arc furnace facilities have very different emissions profiles 
(integrated facilities use more coal, but electric arc facilities use more electricity). In 
order to create the most direct comparison possible, it makes sense to judge 
integrated facilities against each other, and electric arc facilities against each other, 
and we are pleased that the distinction between the two is specifically addressed in 
the discussion draft. Still, this is not the only example of this issue, and we are also 
pleased to see that the discussion draft includes a petition process by which an 
industry may seek to have a similar determination made within other sectors or 
subsectors. 

Although this process by which companies and sectors qualify for rebates is an 
improvement over previous proposals, it results in anomalies that should be 
corrected. NAICS codes, by necessity, are very broad even at the 6-digit level, 
because not all products fit Into certain categories. As a consequence, the NAICS 
code includes miscellaneous, catch-all codes designed to capture all of the products 
which do not fit into one of the other codes. This anomaly can result in a situation 
where, for example, a producer of ceramic tiles for construction is presumptively 
eligible to receive rebates because those products fall under a six-digit NAICS code 
that is presumptively covered, but a producer of ceramic substrates for 
environmental equipment such as catalytic converters would not be covered because 
that product falls into one of these miscellaneous codes that also includes other 
unrelated products that do not and would not need rebates. This anomaly is an 
unavoidable result of using NAICS codes, and would exist at whichever level of 
NAICS code was chosen. 
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There are many benefits of using NAICS codes, however, and this anomaly can be 
corrected by creating procedural improvements in the individual showing provision 
that will reduce the burden on efficient facilities that should qualify for presumptive 
relief - because they are energy-intensive and trade exposed - but do not because 
they are classified in one of these miscellaneous codes. The individual showing 
provision should allow the Administrator to consider the facility's Individual data 
along with industry data in deciding whether to grant rebates to the facility. It 
should also require that the Administrator make a determination within four months. 
This should not create a presumption of eligibility or ineligibility, and will allow all 
those who should be covered under the program but who are not only for NAICS 
classification reasons an avenue for redress. 

Once the determination of covered sectors, subsectors, and facilities is determined, 
the amount of the rebates is determined based on the average direct and indirect 
costs of producing each unit of these energy-intensive products, and the appropriate 
amount for each unit of output produced is rebated. The link to output is key, as it 
prevents a company from taking its free allowances, selling them on the allowance 
market, and using the windfall profits to build factories In India, Mexico, Brazil, 
China, or elsewhere. However, as discussed in more detail below, the average 
efficiency component of the rebate formula will result in some producers bearing 
compliance costs that may create leakage concerns if an effective border adjustment 
is not simultaneously imposed. 

Trade Me c han isms 

While an allocation system such as the output-based rebate system seeks to even 
out the cost differential between domestic and international products by reducing the 
effective cost of compliance, trade mechanisms seek to even out the differential by 
imposing equivalent effective costs on imports and ensuring exports do not bear 
those costs. An effective border adjustment mechanism is critical if carbon leakage 
issues are to i)e fully addressed and global emissions reduction goals achieved. 
Because the output-based rebates are designed to mitigate, not completely 
eliminate, the cost imposed on domestic producers, a trade measure is imperative to 
ensure that all goods consumed in the United States - whether imported or domestic 
- bear the same costs based on their associated emissions. Emissions generated by 
imports entering our market should be treated the same as emissions associated 
with domestic goods in the market. In addition, the border mechanism should 
ensure that goods not consumed in the U.S., such as exports, do not bear such 
costs. 

Hybrid System of Output-Based Rebates and Border Adjustments 

While USW appreciates all the work and leadership shown by the committee on these 
issues, we feel that further refinements are necessary before they can fully address 
the competitiveness needs of energy-intensive manufacturers. To the extent that a 
cap-and-trade program imposes a higher cost on U.S. manufacturers that are not 
borne by their competitors abroad, domestic goods will be put at a disadvantage 
against imports and, when exported, against goods in foreign markets. As long as 
that cost differential exists at any level, a commensurate amount of leakage will be 
unavoidable and our environmental goals will be unattainable. 
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Because output-based rebates are designed to mitigate - not eliminate - these costs 
and provide an incentive to reduce emissions, they must work with a border 
adjustment to fully eliminate the cost disadvantage that leads to carbon leakage. 
Eliminating this cost differential does not mean that domestic producers will be able 
to evade paying their fair share as America addresses the issue of climate change. 
Instead, eliminating the cost differential simply ensures that the theory behind a 
carbon cost works as intended. As costs rise, companies will have incentive to 
reduce emissions and develop new processes and products to lower the amount they 
must pay. Under a comprehensive competitiveness program, those companies which 
can do this most efficiently will be rewarded, which provides direct incentive for 
investments in new technology. Without a comprehensive competitiveness program, 
however, companies would have little or no incentive to engage in these investments 
since they will face a loss of market share due to the flood of cheap, dirty products 
that will enter the country. 

In the discussion draft, manufacturers in covered sectors or subsectors will only be 
rebated 85% of sector average carbon cost of producing each covered good. From 
an environmental perspective, it is necessary to impose some costs on inefficient 
producers in order to create an incentive to reduce emissions, which is one reason 
this less-than-full rebating has been proposed. However, this level would not only 
penalize the worst performers in a sector, but would impose an unrebated cost on a 
majority of companies in these sectors. 

For example, a hypothetical company that produces energy-intensive products 14% 
more efficiently than the sector average is, by any measure, a high performer that 
should be encouraged. Even that company would not be rebated its full compliance 
costs and would face some threat of leakage if these additional costs are not 
equalized by an effective border adjustment. Many of these energy-intensive 
products, like steel and cement and chemicals, are commodities where even small 
price differentials like this can have outsized effects. 

Once a border adjustment to equalize these unrebated costs Is enacted, the rebate 
level can and will act as intended, as an incentive to producers to reduce emissions. 
Until then, however, it will not eliminate the threat of leakage. In the interim, we 
must ensure that these cost pressures do not effectively destroy critical sectors of 
the economy until the full extent of the competitiveness program can be 
implemented. Specifically, we recommend that the rebates to companies in covered 
sectors and subsectors be increased to 100% of each firm's direct and indirect 
compliance costs from the date of enactment of the domestic program until the date 
of enactment of an effective border adjustment. 

Once the border adjustment is in place, we would recommend that the rebates be 
paid at 100% of sector average per unit of output. This will ensure that producers 
who are better than average for their sectors will not be penalized despite their high 
performance, and will provide below-average producers an incentive to reduce 
emissions to avoid paying an unrebated cost of compliance. As these below-average 
companies improve their performance, this will drive the sector average emissions 
down, prompting companies to continue reducing emissions. Such a race-to-the-top 
structure is both good environmental policy and good economic policy. 

It is obviously in the environmental interests of the nation and of the USW that this 
rebate structure be put in place as soon as possible. However, as we stated, this will 
not work as intended until there is an effective border adjustment in place, and until 
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then, companies in covered sectors should be rebated 100% of their compliance 
costs. There has been much disagreement over the past several years over the 
question of how quickly such a border adjustment can be put in place. During last 
year's debate over the Lieberman-Warner bill, the border adjustment was scheduled 
to be enacted 8 years after the enactment of the domestic program in the original 
bill, a time frame which was shrunk to 3 years in the final version reported by 
Senator Boxer. 

The position of USW is that a border adjustment should be enacted as quickly as 
possible, although we are cognizant of the arguments that have been made that 
suggest some period of time is necessary before it can be done. This is to allow for 
the negotiation of an international treaty, as well as to ensure as much as possible 
that such a program would be consistent with the United States' international 
obligations. In fact, that understanding informed the formation of our proposal, 
which we view as a way to solve this timing question. It Is in both our economic 
interest and consistent with our environmental values to see this vital program 
designed and implemented in as responsible a way as possible. As such, we are 
prepared to accept whatever length of time is necessary for this to be done right, as 
long as we eliminate leakage concerns during the interim through full rebating of 
compliance costs. 

From this perspective, USW has strong concerns with certain aspects of the 
international reserve allowance program in the discussion draft. Under that 
provision. In 2017 - five years after the start of the domestic program for utilities 
and 3 years after the start of the domestic program for energy-intensive 
manufacturers - the President is directed to make a determination whether the 
rebates have been effective at preventing leakage. If the President does make an 
affirmative declaration that leakage is occurring, then that leakage - and the job loss 
that goes with it - will be allowed to continue for an additional 2-3 years while 
regulations are written before a border adjustment is enacted to prevent it. 

Additionally, there is no requirement that the President make any subsequent 
determination If he determines that no leakage has occurred by 2017. This creates a 
dangerous incentive for foreign competitors to simply wait to flood our market with 
dirtier products until after 2017, when the President has decided that no border 
adjustment is necessary because leakage has not occurred to date, and when the 
output-based rebates begin to phase out. Many American industries would simply be 
wiped out in such an occurrence. 

It is USW's position that the question of the border adjustment's imposition should 
not be left to the discretion of the President or anyone else. The legislation should 
require that the border adjustment begin on a certain date, and direct the President 
to issue regulations in sufficient time that it may begin on time. If competitive 
disadvantage is not occurring and the potential for leakage does not exist, a properly 
structured border adjustment will reflect that and it will be a fee no one has to pay. 
This is, in fact, the ideal situation. If at some point the potential for leakage 
develops as the rebates phase out, the border adjustment will seamlessly adjust to 
fill the gap between what costs are rebated and what costs are borne. 

As the border adjustment is designed and implemented, it is imperative that the full 
range of products and issues raised are addressed. For primary products, eligibility 
for coverage under the border adjustment should be harmonized with the output- 
based rebate system. The six-digit NAICS code system, based on determination of 
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energy-intensity and trade exposure - with a petition process to allow for different 
treatment within a six-digit code, if necessary - is an effective framework for 
determining which sectors and products should be covered, and should also be used 
to identify primary products for Inclusion under the border adjustment. 

In addition to these primary products, the border adjustment should also cover 
downstream products made from energy-intensive Inputs. If these products are not 
covered, competitiveness issues may be resolved for some, but for too many others 
they will only be pushed down the production chain to impose costs on finished 
goods manufacturers that are not borne by their competitors abroad. To the extent 
that downstream producers who face a significant disadvantage due to their reliance 
on energy-intensive inputs are not covered by the program, not only will the 
program not fully address the competitiveness needs, but will create a perverse 
incentive for the offshoring of assembly of these products. 

The border adjustment program should also address the needs of American 
exporters, who will be disadvantaged in foreign markets by the imposition of carbon 
costs. While the needs of exporters would be met in the early years by the rebating 
of 100% of compliance costs, as those rebates phase out these exporters will face 
increasing disadvantage. The border adjustment should be structured in such a way 
that costs above the level rebated do not burden exports. 

Conclusion 

Addressing the potentially catastrophic issues posed by climate change is the 
challenge of our generation, and meeting that challenge will require the mobilization 
of everyone in the world behind a common purpose. America can and must lead this 
effort, not only by taking a bold stand to limit greenhouse gas emissions, but by 
harnessing this nation's greatest resource, the ingenuity and creativity of the 
American people. We must make a national commitment to rebuild America clean 
and green with products built here, to develop clean energy technologies and provide 
incentives to further their deployment. We must bring our power grid and energy 
infrastructure into the 21*' century and train the American workforce to use these 
new technologies. We must create a revolution in our transportation sector, 
rebuilding the American auto industry to produce the best and cleanest vehicles in 
the world, and connect America's cities and neighborhoods with world class transit 
systems. And, of course, we must limit greenhouse gas emissions consistent with 
what the best science tells us. 

As part of the global solution to this global problem, the long-term solution to the 
unique challenges faced by manufacturers of energy-intensive products is a global 
sectoral approach that regulates these products transnationally based on their 
emissions levels. The United States should be working to achieve such agreements 
in international negotiations, and to move that process forward our domestic 
program should from the outset be structured to be easily Integrated Into such a 
system and support its development. Our proposed competitiveness system is 
harmonized by sector and energy intensity and can be a useful step in demonstrating 
to the world that such a system can work. 

It is time for America to reclaim its position of leadership in the world economy, and 
the United Steelworkers are ready to do everything in our power to assist that 
process. Again, I am grateful to Chairmen Waxman and Markey for holding this 
hearing, and for the leadership shown by them and the members of the committee. 
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particularly Mr. Inslee and Mr. Doyle. We look forward to working with you and the 
committee now and in the future. 
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Mr. Markey. Thank you, Mr. Conway, very much. 

Thank you, Mr. Conway, very much. 

Our next witness, Trevor Houser, is visiting fellow at the Peter- 
son Institute for International Economics. Mr. Houser’s work fo- 
cuses on analyzing energy markets and climate change. 

We welcome you. Dr. Houser. 

STATEMENT OF TREVOR HOUSER 

Mr. Houser. Thank you very much. And thank you for holding 
this important hearing. 

My name is Trevor Houser. I am a visiting fellow with the Peter- 
son Institute for International Economics. In conjunction with the 
World Resources Institute, we published a book last year called, 
“Leveling the Carbon Playing Field,” and have been active in trying 
to ensure that U.S. climate policy doesn’t undermine U.S. competi- 
tiveness. And it is my honor to be here speaking on that topic be- 
fore you today. 

I would just like to point out before I start that my comments 
are those of my own and not of the Peterson Institute. 

Climate policy will impact the competitiveness of the U.S. econ- 
omy in several ways, and our ability to maximize the upside and 
minimize the downside breaks down to roughly four factors. The 
first, our ability to create a level playing field for carbon-intensive 
industries, the topic of this hearing today, but it is not limited to 
that of course. It is our ability to capture opportunities in low-car- 
bon technology, reduce dependence on imported foreign oil and 
catalyze improvements in productivity more broadly. 

I am going to focus my comments on the first, that is the topic 
of this hearing, but it is important to keep in mind that the impact 
of climate policy on trade-exposed carbon-intensive industries is 
just one component of broader U.S. economic competitiveness. 

The bill before you today reduces U.S. emissions along the lines 
necessary at a global level to avoid the catastrophic impacts of cli- 
mate change. And I commend you for that effort. It also puts the 
U.S. in a leadership position for international negotiations. 

But as the outcome of those negotiations remains unclear, it is 
appropriate that we think about ways to prevent aggressive action 
here at home from undermining the competitiveness of our indus- 
try and risk that it would force industry to relocate, thus under- 
mining the effectiveness of climate policy here at home. 

In our work looking at trade-exposed carbon-intensive industries 
that are vulnerable to leakage, we find that it is a limited group 
of industries accounting for about half a percent of U.S. employ- 
ment and 1.5 percent of U.S. GDP. Now I don’t say those numbers 
to say that leakage isn’t a challenge. It is to say that it is a man- 
ageable challenge and one that we can deal with affordably 
through allowance revenue within the context of a broader bill. 

Using the criteria laid out in the Inslee-Doyle provision, we as- 
sessed how many industries that at a six digit NAICS level would 
qualify, and it is a fairly affordable undertaking. About 11 percent 
of allowance value in the year 2014 would be required to hold the 
industries that qualify by the explicit criteria in the Inslee-Doyle 
provision harmless. 
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Of those industries, a fair amount are agriculture and mining in- 
dustries. And one of my comments to the committee would be to 
assess whether that was explicit intent to include agricultural in- 
dustries and mining industries in the criteria, as our view is that 
they face different economics than manufacturing; that if you are 
mining or you are agriculture, the factor endowment, where you 
can actually grow the crops or mine the copper, is generally a more 
important consideration than carbon costs. So it is one issue I 
would ask the committee to consider. 

We believe that this provision would be sufficient to address 
emissions leakage. If it is sufficient, then trade measures are not 
required. If it is not sufficient and trade measures are required, 
what is important is that to the extent that a price is put on im- 
ported goods, that that is discounted by the amount of support that 
we provide for our domestic industries. It is critical that we don’t 
double pay our industries through domestic support and adjust- 
ments at the border. That is important because it is a violation of 
our trade commitments, but also because it would set a bad prece- 
dent for other countries to do the same, to outwardly subsidize 
their industries under climate policy. 

The more important question I think is what this transitions to. 
Domestic supports are transitionary measures, and I think every- 
body on this panel would agree that the goal ultimately is to get 
to an international agreement that can effectively address emis- 
sions leakage. I think what is important in thinking about this leg- 
islation is how it can inform that process and how it can be specific 
about what types of international agreement would be necessary to 
phase out output-based rebating here in the U.S. I think that in 
the draft so far, there has been some vagueness there, and I think 
that that bears clarification. 

Let me turn to make a couple comments about the international 
environment. We have moved a long way from where we were in 
1997, and the outlook for a global agreement I would say is good. 
But that doesn’t necessarily mean the same commitments by all 
different countries, right. Europe is going to reduce emissions more 
aggressively likely than here in the U.S., and countries in the de- 
veloping world are going to reduce emissions less aggressively than 
we are. 

Now, from an environmental standpoint, that is okay as long as 
we all get to the same 2050 end-point, but that means different 
carbon prices for a transitionary period, which has impacts for 
trade-exposed carbon-intensive industries. Over the long term, we 
can deal with that through a harmonized carbon tax globally or 
through linking cap-and-trade systems. But as we get that infra- 
structure set up, we would like to see coming out of international 
negotiations some specific commitments on key industries among 
other major producers to level the playing field. If we can get that 
type of agreement between major producers, then that will more ef- 
fectively address the issue of emissions leakage, and we will make 
sure that we are reducing emissions of steel produced in China, not 
just in China for export to the U.S. 

I think that the bill before you today makes an important start 
in specifying costs at an industry level that would be necessary to 
reduce output-based rebating. I would ask that in going forward 
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you provide guidance to the negotiators on what you would like to 
see. 

[The prepared statement of Mr. Houser follows:] 
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Trevor Houser 
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April 23, 2009 


Chairman Waxman and Rep. Barton, Subcommittee Chairman Markey and Rep. Upton, thank you for 
inviting me to testify on this important and timely topic. My name is Trevor Houser and I’m a Visiting 
Fellow at the Peterson Institute for International Economics. Last year the Peter»:>n Institute, in partnership 
with the World Resources Institute (WRI), launched a multi-year initiative to examine the international 
^onomic, trade and financial dimensions of energy and climate policy. It’s a great pleasure to be able to share 
with the Committee our research on ways that to address US competitiveness and ensure international 
participation through the landmark climate legislation before you today. 

The Impact of Climate Policy on US Competitiveness 

Before assessing the impact on US economic competitiveness of efforts to address global warming, it is 
important to remember chat letting chat warming continue unabated is not economically sustainable. 
Economists estimate that the cost of projected temperature increases under a business-as-usual scenario would 
run between 5 and 20 percent of global GDP by 2100 (Cline 2009 and Stern 2007). Arresting this process 
will require imposing a price for greenhouse gas (GHG) emissions, which will raise the cost of energy for US 
consumers and the cost of produaion for US industry. At an economy-wide level these cost increases arc fairly 
modest, roughly 1-2 percent of GDP, and pale in comparison to the price of doing nothing (Cline 1992 and 
Stern 2007). The cost of acting, however, will not be spread evenly. Households that rely on electricity 
generated from coal will experience larger cost increases than households powered by nuclear energy, 
renewable energy or natural gas. And heavy industries that consume large quantities of energy will see their 
economics change more significantly than light manufacturing and services. 

From an environmental standpoint, this is the intended outcome of legislation to reduce emissions. By raising 
the price of high-carbon products and sources of energy, market-based climate policy creates an incentive for 
investment in new technology and a move toward low-carbon alternatives. The impact of this transition on 
US economic competitiveness depends on our ability to: 

1 . Level the playing field for high-carbon industries. Ensure that imposing a price for carbon in the United 
States does not place American Brms at unfair disadvantage vis-^-vis international competitors. 

2. Capture opportunities in low-carbon technology. Develop new products and services that help 
households and firms reduce energy demand and GHG emissions. 

3. Reduce dependence on fossil fiuel imports. Save some of the $450 billion that the United States spends 
purchasing petroleum from abroad each year. 
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4. Catalyze improvements in productivity. Turn an incentive for improving energy efficiency into an 
opponunity to invest in increased productivity more broadiy. 

As this hearing is primarily concerned with the impaa of climate policy on carbon-intensive manufacturing, I 
will focus my comments on ways to ensure these firms are competing on a level playing field. It is important 
to keep in mind, however, that this is only one element of how the transition to a low-carbon economy will 
impact US competitiveness. 

Addressing Leakage in Domestic Legislation 

As outlined in its discussion draft form, the “American Clean Energy and Security Act of 2009” would reduce 
US greenhouse gas emissions in line with levels needed globally to avoid catastrophic climate change and 
would put the US in a leadership position in international climate negotiations. But as the outcome of those 
negotiations is unclear, US legislation must seek to ensure that taking aggressive steps to reduce emissions at 
home doesn’t forc^ US industry to migrate abroad, undermining the effectiveness of domestic climate policy 
In the process. 

Industries at risk of “leakage” of jobs and emissions are those exposed to international trade and for which 
pricing carbon will significantly raise production costs. A limited number of industries, accounting for 0.3% 
of US employment and 1.4% of US economic activity, fit this bill, making it a manageable and affordable 
problem to solve with allowance revenue under an economy-wide cap.' The European Union adopted this 
approach, both in phase II of their Emissions Trading System (ETS) which runs until 2012 and phase III 
from 2013 to 2020. Emission allowances arc provided free to carbon-intensive trade-exposed industry to 
cover both the direct costs (greenhouse gasses emitted from the freility itself) and indirect costs (greenhouse 
gasses emitted in the generation of electricity consumed by the facility) associated with climate policy. 

The Inslcc-Doylc Output-Based Rebating (OBR) proposal included in Title IV of the “American Clean 
Energy and Security Act of 2009’ improves upon the European approach by rebating only the costs associated 
with actual production on an ongoing basis, rather than compensating companies for past output. This 
addresses a key concern surrounding the use of free allowances to prevent emissions leakage; that companies 
will make windfall profits by selling allowances received for free on the market, rather then using them to 
offset future carbon-related production costs. Title IV goes a step further and issues allowances based on 
industry-wide performance benchmarks. This creates an additional incentive for firms invest in new, energy 
efficient technology and ensures that those who do will not be put at a disadvantage vis-^-vis foreign 
competitors, either in domestic or export markets, as a result of US emission limits. 

Who 's Covered and How Much Does it Cose? 

Updating anal)^is my colleagues at WRl and I published last year in Leveling the Carbon Playing Field: 
International Competition and US Climate Policy Design I have included in this testimony an assessment of 
which industries, at a 6-digit NAICS level, would qualify for allowances under Title IV of the “American 


' This fig?ire is based on an assessment of industries at a 6-digit NAICS level, and thus identifies a more taigcted set of 
vulnerable industries than my co-authois and WRI and my analysis in Leveling the Carbon Playing Field: International 
Competition and US Climate Policy Design (2008). 
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( lean \ n>.si 4 \ and ursu \*.t at" 2009" and thediai^ of overali emission allowances rlia? would be required, 

I u (, ondij^, i jin', .inab 'Sh 1 usai the most r^ens datt available from the sources explicitly listed in the bill 
I IK igx Huetoux o nu .'-uied tiong the 2(M)6 American Survey of Manufacturers 
X A . 'A n.,vi .isn thx/nH hcml) > Trade-mteflsjty- is measurtxi using 2006 data from the US-, 
isHtiniumial I fade t otnnuxbion (www.usitc.g Qvl. Groenhot^ gaS'lmensic)'’ is the most difficuk meti'k fo 
i-akulftt wiih vSiNtinp data here availabk»i use emission, from the Energy Information 

\dntuM>ti iuon X 2ti(0 M tnuf.tt curing- Energy Consumption Survey iwww.eta.d<Rxgi>v/emeu/,n'igc5/ j . For 
tnhts iud'isttUN, 1 I Mtmued liu (iHG-inten^ty of direct fuel purdhases reported in die American Survey of 
\l uiul Kiirco' uving the duect use cables from the Bur^u of Economic Analysis’s benchmark 2002 mput- 
omput r sides i w.v v, be. go v/ Huhistry/j a,nd oanverced them to physical units using energy price data from the 
1 furgv fiilonjjumn Adniinjsirarion. Estimates for process emissions are from the .EPA’s Greenhouse Gas 
mvvfirou < IHi inreuMn wd'x rakulated usinga $30 ton ofC02 price. 

I sing both the energy iiucn.stty ami GHG-iotenijty criteria described in the bill, 1 estimate that 55 industries 
wuuid quality hu allowance rebates covering dtrm and indlr^t emissions (figures 1 and 2» cable 1). Of these, 
2b uw- manuUcmt mg industue';. 4 arc mining industries and 5 are agricultural industries. Its not dear from 
she lasiguage m rhe h»ll whether non-manuftseturing industries were intended to be covered but the criteria 
opetsx the door for their mJusion. The economics of mining and agficultu.ro are significantly different than 
nunuhcturing. with resource endowments driving investment decisions more than differences in carbon 
costs. As such, I would recommend that the coraraittK; limit “presumptively eligible sectors and sulrmjctors'" 
to those in manufacturing and require agriculture and mining to demonstrate a need for inclusion through 
adm,lnisrrative determinatton. 

All told» fhe 3 5 industries listed in table I accountcnl for 9.4% of US emissions in 2006 (including di wt , 
Indiroct and process emissions). Covering 85% of these emissions through rebates would require 1 1.2% of 
total allowances i n, 2014, if production and efficiency levels stay where they are today , 

As cufrenriy structured, i bdicve the output-based rebating provisions in Title IV of the "American Clean 
Energy and Set:urity Act of 2009” would effectively guard against emissions leakage while maintaming m 
incenaw for forms to invest in cleaner technology. If this is the case, trade measures should not be required so 
long as output-based rebating is in place. Indeed, if trade measures were imposed on top of output-based 
rebates, US ptoduced goods would be treated more favorably than imports, a viola tion of our trade 
commitments and a poor precedent for other countries. The question then is how, over the long tcmi, to 
transition from domestic rebates to a multilateral approach. Here trade policy can play an imporani: role,, 




Figure 2: ACESA GHG-Intensity Criteria 
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Table 1: Qualifying Industries under Title IV of the AGESA ZtBS 
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Addressing Leakage through international Agreements 

While OBR is an effective guard against leakage of jobs and emissions, it should be seen as a temporary 
measure. OBR creates an incentive for firms to invest in cleaner production methods by rebating 85% of 
average compliance costs in a given industry. Firms that perform better than average see a larger share of their 
total costs rebated. But in offsetting compliance costs that can’t be mitigated through efficiency investments. 
OBR prevents an increase In the price of carbon-intensive goods like aluminum, steel and cement. This is by 
design. In the face of international competition that doesn’t face comparable compliance costs, consumer will 
respond to higher product prices by switching to imports rather than less carbon-intensive domestic 
substitutes. Meeting long-term emission reduction goals at affordable prices will require taking advantage of 
the full host of abatement opportunities in the economy, including product switching from more carbon- 
intensive to less carbon-intensive goods. 

Our long-term goal, therefore, should be to reach an international agreement where foreign producers face 
similar costs to their counterparts in the US and where the price for carbon is passed onto consumers. 

Providing Flexibility for an International Agreement 

In Bali, Indonesia in 2007 the 192 signatories to the UN Framework Convention on Climate Change 
(UNFCCC) agreed to negotiate a new global climate agreement to take effect in 2013. Renewed engagement 
by the United States, and a willingness of large developing countries to follow US leadership with 
commitments of their own, has injected fresh optimism into international negotiations set to conclude in 
Copenhagen this December. 

There is an emerging consensus that to avoid the most catastrophic impacts of a warming world, the 
international community will need to reduce emissions 50% below 1990 levels by 2050. The most 
economically efficient way to achieve these cuts would be through a uniform price for carbon world-wide, 
either through a global carbon tax or cap-and-trade system. However, given differences level of economic 
development, historic responsibility and domestic politics, commitments to reduce emissions will vary by 
country. As part of the Bali Action Plan, developing countries agreed to take “nationally appropriate 
mitigation actions” as part of a global deal but not the same level of reductions as their rich world peers." 

Even among developed countries accepting binding limits, targets will likely differ. For the third phase of its 
emissions trading scheme, the European Union plans to reduce emissions 20% below 1990s levels by 2020, 
or 30% if a global agreement is reached. The “American Clean Energy and Security Act of 2009” would 
reduce emissions 20% below' 2005 levels by 2020, or 5% below 1990 levels. 

Differences in commitment levels, and in the type of policies adopted to reduce emissions, means that, at least 
for an interim period, carbon prices will vary, not just benveen the US, China and India, but between the US, 
Europe and Canada. From an environmental standpoint, this is just fine. Within the context of a global target 
of 50% reduction by 2050, the international community has flexibility in how it chooses to share the burden 
and individual countries have flexibility in choosing which policy approach to take so long as the numbers 
add up at the end of the day. indeed, given the magnitude of the challenge, both in reaching agreement 
between countries and passing legislation within countries, such flexibility will be critical in getting to a global 
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deal. The resulting variation in carbon prices, however, exposes carbon-intensive industry to risk of emissions 
leakage. 

Over time, differences in national carbon prices can be reconciled by linking domestic cap-and-trade systems 
to create a global carbon market or harmonizing domestic carbon taxes internationally with side payments to 
less developed countries. Yet the political consensus and supporting infrastructure required to move to a single 
global carbon price will likely take at least two decades to build. In the interim, we need to look for 
multilateral solutions to carbon leakage in a world of differing carbon costs. 

Developing Solutions for Traded Goods 

The fact that only a limited number of industries are vulnerable to emissions leakage means there is plenty of 
scope for a multilateral solution that maintains the principle of “common but differentiated” responsibilities. 
While asking developing countries to impose the same carbon constraint on their citizens as Europe or the US 
is a non-starter, asking that they impose comparable costs or standards on a handful of internationally traded 
industries is a reasonable request. This could come in the form of an explicit agreement on key sectors, or 
commitments by major producers to impose comparable costs or standards as part of their Nationally 
Appropriate Mitigation Actions. 

A deal reached among major producers of carbon-intensive goods on a multilateral approach to emissions 
leakage would help ensure that international trade does not undermine the goals of climate policy and that 
unilateral efforts to guard against emissions leakage don’t undermine the global trading system. A multilateral 
approach to key sectors hammered out at the UNFCCC could be supported by a plurilateral code at the 
WTO establishing principles for addressing climate costs in international trade. My colleagues at the Peterson 
Institute have recently published a study outlining what such a code could look like (Hufbauer, Charnovitz 
and Kim 2009). If differences in carbon prices or standards at a sector level remain important for political or 
equity reasons, a WTO code could guide countries in adjusring their domestic carbon prices at the border and 
create a pathway for phasing out domestic rebates and supports. 

US legislation can play a useful role by setting guidelines for what type of agreement on these key industries 
would be a sufficient replacement for domestic cost-containment mechanisms like output-based rebating. The 
“American Clean Energy and Security Act of 2009” takes an important step in this direction through the 
“Annual Review for Elimination”. In addition, i would recommend that the Committee consider including 
more specific guidance to US negotiators on the importance of developing an international mechanism for 
addressing emission leakage within the context of a global deal. If the US delegation is successful in 
developing such a mechani.sm sooner than 2020, 1 would suggest allowing for an early phase-out of domestic 
rebates. To garner industry .support for a multilateral approach, it’s important to have a definite end-point for 
the provision of free allowances domestically. Unilateral trade measures could .serve as a backstop against 
emissions leakage if suitable multilateral approach has not been reached by the time domestic rebates are 
eliminated. 

Creating incentives for International Participation 

What tools does the US have to elicit participation in an international climate agreement broadly and 
multilateral approaches to emissions leakage in specific? It is important here to keep in mind that despite new- 
found interest in Washington in addressing climate change, we are late to the party and still have a lot of 
catching up to do. Europe has test-run an emissions trading scheme and adopted aggressive targets for the 
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2012 through 2020 period. Australia recently joined the Kyoto Protocol and is in the process of crafting its 
own domestic climate policy. And larger emerging economies like China, Brazil, and Mexico are taking 
significant action to curb their growth in emissions. That said, if the United States is going to pass binding 
domestic climate legislation to meet our end of the bargain, it is natural to want some insurance that actions 
from other countries will be enough to get us to our global target. 

Trade measures that are aimed at adjusting differences in carbon prices at the border (such as those outlined 
in Part 2 of Title iV of the “American Clean Energy and Security Act of 2009”) can be effective tools to 
prevent emissions leakage, but provide little leverage o\'er the domestic policy of foreign countries. While 
exports of labor-intensive goods like electronics, toys, and apparel are important sources of growth in 
emerging economies, exports of carbon-intensive goods like steel, aluminum, and cement are not. Most of the 
demand for those goods comes from developing countries themselves to feed the construction boom resulting 
from mass urbanization. China, for example, accounts for 38 percent of all steel production world-wide. Yet 
only 1 2 percent of this is exported and less than 1 percent shows up in the United States. All carbon-intensive 
exports from China to the United States combined account for 0. 1 percent of the Chinese GDP, not much of 
a stick in comparison to the cost of climate policy. 

Broader trade sanctions, rather than adjustments based on the carbon-content of imports, could play a role in 
enforcing a global agreement, if agreed upon multilatcrally and accompanied by a new W'PO code along the 
lines called for by Huft)auer, Charnovitz, and Kim. Until then, there are a number of carrots we can use to 
help encourage other nations, developing countries in particular, to join in a global agreement. The most 
important, by far, is committing to significant emission reductions at home, along the lines called for in the 
bill before you today. The "American Clean Energy and Security Act of 2009” also includes a number of 
specific provisions that will be very useful in reaching an international agreement, including the use of 
international offsets in Title VII and the adaptation assistance in Title IV. Europe has chosen to take on more 
aggressive targets if other countries join in a global deal, an approach the United States could choose to 
emulate. Washington could also think more broadly and offer to di-scuss providing countries like China and 
India with a greater voice in global economic governance if they agree to play a leadership role on global 
climate change. 

When it comes to an international agreement on rr.ide-exposed carbon-intensive industries specifically, we 
have another piece of leverage: the allowance value required to hold our industries harmless in the absence of 
such a multilateral approach. Reaching agreement between major producers of carbon-intensive goods on 
imposing comparable costs or allowing individual countries to adjust their domestic costs at the border would 
enable us to phase out domestic rebates. If large emerging economies like China and India agree to bear the 
costs of greening their industry, we could use that revenue to assist in mitigation activities in non-tradable 
sectors like buildings, transport and agriculture. 

Conclusion 

it is critical that we get the economic issues right in crafting a domestic and international approach to climate 
change. Arresting global warming will be a muliigenerational process requiring sustained political support. 

The lessons of trade liberalization teach u.s that generating and maintaining this support will require an 
understanding of and adequate preparation for the distributional effects climate policy will have on the US 
economy. This goes beyond ensuring that carbon-intensive industries are competing on a level playing field. 
Climate policy is designed to move consumers away from high-carbon goods and sen- ices toward low-carbon 
alternatives, That means that over time certain products and production methods will become obsolete while 
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Others will be created. Managing this transition fairly and ensuring that US firms and workers are positioned 
to take advantage of the economic upside climate policy offers will be key to its long term success. 

At the international level, the transition to a low-carbon economy must account for the development needs of 
low-income countries and address the leakage concerns of advanced economies. No single country was the 
ability to solve this problem on its own or the leverage to force other countries to act if they do not see it as in 
their interest to do so. A multilateral approach will be required and the legislation before you today takes an 
important step in that direction. 

Thank you for the opportunity to testify before you today and 1 look forward to your questions. 
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Mr. Markey. Thank you, Mr. Houser, very much. 

Our next witness is Mr. Elliot Diringer. He is vice president of 
international strategies from the Pew Center on Global Climate 
Change. He has a long, very impressive history in this area. 

We welcome you, sir. Whenever you are ready, please begin. 

STATEMENT OF ELLIOT DIRINGER 

Mr. Diringer. Thank you, Mr. Chairman, members of the com- 
mittee, for the opportunity to appear before you today. 

An essential complement to a strong domestic climate program 
is an effective international agreement ensuring that other major 
economies contribute to their fair share to what must be a global 
effort. U.S. domestic legislation must therefore be designed to 
maximize prospects for such an agreement. The Pew Center be- 
lieves that, on the whole, the Waxman-Markey discussion draft 
provides a strong basis for effective international engagement. 

I would like to highlight the draft’s many strengths and suggest 
ways it could be further refined to help achieve a fair and effective 
global agreement. To facilitate strong U.S. participation in the 
global effort, domestic legislation must do several things. 

First, the legislation must set a solid foundation for a verifiable 
international commitment by the United States. By establishing 
ambitious mandatory targets through 2050, the discussion draft 
would indeed provide the basis in domestic law for a corresponding 
U.S. commitment under international law. The United States will 
have greater leverage in international negotiations, however, if it 
has the flexibility to take additional actions that can encourage 
stronger commitments by others. 

One way this can be done is by facilitating emission reductions 
outside the United States above and beyond those required for do- 
mestic compliance. The discussion draft would establish one such 
mechanism by using a portion of emission allowances to reduce de- 
forestation in developing countries. We encourage the committee to 
consider allowing the use of allowance value to facilitate other 
types of mitigation action in developing countries as well. 

Second, a domestic climate action must create positive incentives 
for emission reduction commitments by the major emerging econo- 
mies, both through public finance and through market-based mech- 
anisms. With respect to public financing, the Pew Center rec- 
ommends a phased strategy providing some immediate assistance 
to developing countries and greater support once countries commit 
to effective climate policies. 

The International Clean Technology Fund proposed in the discus- 
sion draft would constitute an important element of such a strat- 
egy. We believe the draft could be further strengthened in several 
ways. 

It should authorize immediate appropriations for two purposes: 
first, to support capacity building activities in developing countries; 
and second, to fulfill the United States’ pledge to fund the World 
Bank’s new Clean Technology Fund. 

For the longer term, the legislation should designate a portion of 
allowance value for sustained support for technology deployment. 
As proposed in the discussion draft, this support should be condi- 
tioned on a recipient country’s ratification of an international cli- 
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mate agreement. With respect to market-based approaches, the 
Pew Center strongly supports the use of international emissions 
offsets both as an incentive for developing country action and as a 
mechanism to contain costs in the U.S. cap-and-trade system. 

We believe the offset provisions of the discussion draft would pro- 
vide a strong incentive for developing countries to assume reason- 
able climate commitments. Importantly, the draft would recognize 
credits issued by an international body under a new climate agree- 
ment. This would enable the United States to influence the rede- 
sign and reform of the existing clean development mechanism or 
the design of a new international crediting mechanism. 

Third, domestic climate legislation must dedicate resources to 
help poor vulnerable countries adapt to the impacts of climate 
change. The draft would establish a stronger framework for deliv- 
ering direct bilateral resistance, and importantly, it would reserve 
40 to 60 percent of the support available for U.S. contributions to 
an international adaptation fund. 

To help secure a strong climate agreement, the legislation must 
establish a clear predictable and sustained source of funding for 
these efforts. The Pew Center strongly supports designating an ap- 
propriate portion of allowance value for these purposes. 

Fourth, domestic climate legislation must facilitate the linkage of 
the United States’ emissions trading system in a global greenhouse 
gas market. We believe the discussion draft would lay the nec- 
essary foundation for linkage to other market-based systems. By 
recognizing allowances from programs establishing sectoral targets, 
it would provide another important incentive for stronger efforts by 
countries not yet prepared to take on economy-wide targets. 

Finally, domestic climate legislation must include transitional 
measures to address potential competitiveness risks to energy-in- 
tensive trade-exposed industries. The discussion draft takes a very 
sound approach to managing these risks. The use of output-based 
rebates as proposed would address the transitional competitiveness 
concerns likely to arise under a cap-and-trade system while main- 
taining the environmental integrity of the program and providing 
an ongoing incentive to producers to improve their performance. 

Critically, the draft contemplates the use of unilateral trade 
measures only as a last resort and only if the President determines 
that the rebate program has not been effective. This preserves 
trade measures as an option but defers their use to allow a reason- 
able period to assess the efficacy of the rebate program and to 
achieve effective international agreements. 

In conclusion, Mr. Chairman, the Pew Center believes that with 
modest improvements the Waxman-Markey discussion draft would 
effectively position the United States to lead efforts toward an eq- 
uitable and effective international agreement. I look forward to 
your questions. 

[The prepared statement of Mr. Diringer follows:] 
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International Aspects of the 
American Clean Energy and Security Act 


Chainiuin Waxmuii. Chairman Markov. Ranking Members Barton and Upton, 
members of the commiltoe. thank you for the opportunity to testify on the international 
aspects of Waxnian-Markey discussion draft of the American Clean Energy and Security Act. 
My name is Elliot Diringer. and I am the Vice President for International Strategies at the Pew 
Center on Global Climate Change. 

The Pew Center on Global Climate Change is an independent non-profit, non-partisan 
organization dedicated to advancing practical and effective solutions and policies to address 
global climate change. Our work is informed by our Business Environmental Leadership 
Council (BELC). a group of 44 major comptmies. most in the Fortune .sOO. that work with the 
Center to educate opinion leaders on climate change risks, challenges, and solutions. The Pew 
Center is also a founding member of the LI. S. Climate Action Partnership (USCAP) . a 
coalition of 2.S leading busines.ses and five environmental organizations that have come 
together to call on the federal government to quickly enact strong national legislation to 
require significant reductions of greenhouse gas emissions. 

For the United .States to effectively address climate change, the enactment by 
Congress of mandatory market-based legislation to significantly reduce U.S. greenhouse gas 
emissions is of the utmost priority. The Pew Center commends Chairman Waxnnin and 
Chairman Markey for significantly advancing this effort with their discussion draft. An 
essential complement to strong dome.stic climate legislation is an effective international 
agreement ensuring that other major economics also contribute their fair share to what must 
be a global effort. It is in the strong interest of the United States to ensure that domestic 
climate legiskition is fashioned in ways that maximize prospects for such an agreement. In 
the international negotiations now underway under the Bali Action Plan, the United Slates 
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will be best able (o lead elTorts toward an effective global agreemenl if our domestic 
legislation: 

• Sets a solid foundation for a verifiable intcmalional commitment by the United States, 
and provides means for the U.S. to take additional actions that can encourage strong 
commitments by others; 

• Creates positive incentives for stronger emission reductitni actions and commitments 
by the major emerging economies; 

• Dedicates resources to addressing the critical adaptation needs of poor and vulnerable 
countries: 

• Facilitates the linkage of the United States' emissions trading system in a global 
greenhouse gas market; and 

• Includes transitional measures to address the potential competitiveness risks to energy- 
intensive. trade-exposed industries. 

The Pew Center believes that, on the whole, the Waxman-Markey discussion draft 
would establish a strong foundation for effective U.S. engagement in the global climate effort. 
In my testimony today. I would like to offer a number of suggestions for strengthening the 
proposed legislation to better ensure that the very considerable domestic effort it would 
initiate is maximally leveraged to achieve a fair and effective global climate agreement. 

Foundation fora Verifiable International Commitment 

An effective global response to climate change requires clear and verifiable 
international commitments by all major greenhouse gas-emitiing nations. Countries can be 
expected to deliver their strongest possible efforls only if they have confidence that their 
counterparts and competitors arc delivering theirs as well. The best means of instilling and 
maintaining this confidence is a treaty, or a set of international agreements, establishing 
mutual legal commitments with international acconntabiliiy. These commitments must be 
measurable, reportable, and verifiable. 

Given the tremendous diversity among the major economies, it is reasonable that their 
commitments vary not only in stringency but in form as well. In A Blneprim for l.c^islmive 
Action. U.SCAP recommends a framework that would establish "binding absolute economy- 
wide reduction largcts for developed couniries while allowing developing countries a range of 
binding policy commitments, laking into account national capacities, circumstances, and 
policy approaches." 

The Pew Center believes the Waxniiin-Markey rliscussion draft would create a very 
strong foundation for U.S. participation in such a framework. The emission reduction targets 
it proposes are ambitious and achievable, and would represent a very credible contribution by 
the United States toward the ultiniaic goal of safely stabili/.ing greenhouse gas concentrations 
in the atmosphere. In establishing mandatory targets through 2(),S(), the legislation would 
provide the basis in domestic law for a corresponding commitment, or series of commitments, 
at the international level. To be meaningful, these inlernational commitments must be legally 
distinct from, and in addition to. the domestic law in which they are rooted, if countries are 
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merely lo pledge national actions - even if these actions are “binding" under domestic law - 
they are accountable only to themselves. International commitments create international 
accountability, and the willingness of the United States to a.ssume such a commitment is the 
only basis on which it can expect the same of other sovereign governments. 

The emission targets set under cap-and-lrade legislation will fundamentally guide any 
U.S. targets agreed internationally. The United States will have greater leverage in 
international negotiations, however, if it has the flexibility to take additional actions that can 
encourage stronger commitments by others. One way to do this is by committing support for 
mitigation and adaptation efforts in developing countries, as is discussed below. Another way 
is through mechanisms facilitating emission reductions outside the United Stales above and 
beyond those required under domestic cap-and-trade legislation (i.e., not as international 
emission offsets used for domestic compliance). The discussion draft would establish one 
such mechanism by setting aside a portion of emission allowances to support supplemental 
emission reductions from reduced deforestation in developing countries. We encourage the 
Committee to consider broadening these provisions to allow the use of allowance value to 
facilitate other types of mitigation actions in developing countries, or to acquire emission 
credits meeting U..S. offsetting criteria, and then retire them. 

Incentives for Developing Country .Mitigation 

To achieve an effective international agreement, the United States and other developed 
countries must be prepared lo provide effective incentives and support for stronger action by 
the major emerging economies. Under the 1992 U.N. Framework Convention on Climate 
Change, developed countries committed lo provide financial and technological assistance to 
developing countries. This commitment is underscored in the Bali Action Plan adopted in 
2007 by the United Stales and other Convention parlies. In framing negotiations toward a new 
climate agreemem, the Bali plan states that future mitigation actions by developing countries 
arc lo be "supported and enabled by technology, financing and capacity-building." Early and 
sustained action by the United States lo deliver this support will greatly enhance prospects for 
an effective posl-201 2 agreement. Broadly speaking, this support can be delivered as direct 
assistance, either bilateral or multilateral, and through market-based mechanisms. 

Public Finance 


There is broad recognition that the majority of invc.slment for mitigation will come 
from private financitil Hows, in part through greenhouse gas markets, as discussed below. But 
additional public finance is needed lo supplement these market Hows. We believe the United 
States imisl be prepared lo commit such support, and that these incentives will be most 
effective if; a) the support provided is adequate and predictable; and b) it is structured as a 
phased-in program providing some immediate assistance for capacity-building and technology 
deployment, and greater support for technology deployment once countries commit to 
effective climate policies. This assistance should be provided through bilateral programs and 
multilateral mechanisms, including the Clean Technology Fund recently established at the 
World Bank. 
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We believe the International Clean Technology Fund proposed in the discussion draft 
could be an important element of an elTective funding strategy. It would allow support to be 
delivered through both bilateral programs and multilateral mechanisms, and would establish 
eligibility criteria providing a clear incentive for developing countries to adopt and commit to 
effective climate mitigation policies. However, we would recommend strengthening the 
provision in several respects. 

First, it is critical that a clear, reliable, and predictable source of revenue be designated 
for these puiposes. We believe the legislation should authorize immediate appropriations for 
two purposes; a) to support capacity-building activities, as discussed further below; and b) to 
fulfill the United States' pledge to help fund the World Bank's new Clean Technology Fund. 
These efforts would immediately demonstrate the United States' commitment to support 
developing countries and would help position those countries to undertake stronger efforts. 

For the longer term, the legislation should designate a portion of allowance value to provide 
sustained support for technology deployment. As proposed in the discussion draft, this further 
support should be conditioned on a recipient countries' ratification of an effective 
international climate agreement, or on the President's determination that it is undertaking 
nationally appropriate mitigation activities. The funds generated through this portion of 
ailow'ance value could be held in reserve until such time as thc.se eligibility criteria are met. 

Second, we believe as a general matter that support for technology deployment should 
be technology-neutral, so that each dollar invested can achieve ma.\imum return in emissions 
reduction. We are concerned that, as written, the discussion draft may exclude funding for 
more efficient coal-fired electrical generating facilities. Given the very strong likelihood that 
many countries will continue to rely on coal as a major energy source, and will continue 
building substantial new coal-fired generating capacity, we favor using technology support to 
ensure that these new facilities are as efficient, and least GHG-intensive, as possible. 
Eligibility criteria should require that supported facilities deploy the best available 
combustion technologies and achieve substantial efficiency improvements and emission 
reductions beyond business as usual. 

Third, we believe the legislation should provide explicit and immediate support for a 
range of capacity-building activities in developing countries. These should include; 

• Emissions measurement - .Strengthening capacity to accurately monitor ;ind measure 
GHG emissions in key sectors and, ultimately, economy-wide as a basis for policy 
development, crediting and other market-based responses, and assessing progress. 

• Economic modeling - Strengthening capacity to project emissions and economic 
conditions under different scenarios, and to evaluate the costs and emission reduction 
potentials of alternative mitigation approaches, 

• Policy development - Strengthening capacity to design, implement, and enforce 
nationally appropriate policies that would contribute to emission reduction and could 
form the basis of international commitments. 

• Technology assessment - Strengthening capacity to assess available mitigation 
technologies and to identify those best suited to national circumstance. 
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Market-based Incentives 


Access to the U.S, greenhouse gas market can provide another important incentive for 
stronger action by developing countries. The Pew Center strongly supports the use of 
international emissions offsets, both as an incentive for developing country action and as a 
mechanism to contain costs in a U.S. cap-and-trade system. EPA’s recent modeling analysis 
of the Waxman-Markey discussion draft found that the exclusion of international offsets 
could increase allowance prices by 96 percent. 

USCAP recommends allowing up to 1.5 billion tons of international offsets per year 
within the cap-and-trade system. Criteria must be established for all offsets, domestic and 
international, to ensure they are environmentally additional, verifiable, permanent, 
measurable, and enforceable. In the ca.se of international offsets. USCAP recommends that 
EPA be directed to establish a process to evaluate and approve proposed offsets, and that over 
time developing countries be required accept climate mitigation commitments to remain 
eligible for GHG crediting. In addition, USCAP favors the use of emission offsets from 
reduced deforestation to supply a strategic emissions reserve available to covered entities to 
help reduce compliance costs. The overall aim of these recommendations is to encourage 
developing countries to move rapidly to curb their emissions, while providing verifiable 
emission offsets to help contain costs for U..S. emitters. 

Although the discussion draft allows fewer offsets (domestic and international) than 
favored by U.SCAP. the Pew Center believes that it is in many ways consistent with these 
recommendations. Its offsetting provisions w'ould provide a strong positive incentive for 
developing countries to undertake stronger efforts and to assume reasonable climate 
commitments. By allowing crediting on a sectoral basis, the proposed legislation would help 
mobili/c larger-scalc reduction efforts in key sectors, while the provisions on reduced 
deforestation would establish the safeguards needed to ensure the integrity of forest-ba.scd 
offsets. 


Importantly, the draft would allow for the recognition of credits issued by an 
international body under the UN Framework Convention. t)r a new climate tigrcemem, 
provided they meet U,.S. offsetting criteria. A well-functioning international crediting 
mechanism is important to the efficiency of the global greenhouse gas market. By potentially 
allowing offsets from an international mechanism. Congress would help position the United 
.States to strongly infiucnce the restructuring of the existing Clean Development Mechanism 
or the design of a successor mechanism. 

Supporting Adaptation Efforts 

As noted in the discussion draft, the United States committed under the UN 
Framework Convention and the Bali Action Plan to provide "new and additional" resources to 
help poor and vulnerable countries adapt to climate change, and such assistance must be 
predictable and sustainable. Consensus among governments on the appropriate means and 
levels of adaptation support will be critical to achieving a comprehensive climate agreement. 
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Conceptually, the discussion draft would provide a sound basis for significantly 
enhanced U.S. support for adaptation efforts in the least developed countries, small island 
states, and other especially vulnerable countries. It would establish a stronger framework for 
delivering direct bilateral assistance, and importantly, it would reserve 40 percent to 60 
percent of the support available for U.S. contributions to any international adaptation funds 
established or designated under a new climate agreement. 

To be effective, and to help secure a strong climate agreement, the legislation must 
establish a clear, predictable, and sustained source of funding for these international 
adaptation efforts. The Pew Center strongly supports designating an appropriate portion of 
allowance value for these purposes. 

Linking Trading System.s 

Emission reduction efforts in the United States and elsewhere will be more cost- 
effective if linked through a global greenhouse gas market. It is critical, therefore, that 
domestic U.S. legislation anticipates and facilitates the linkage of a U.S. cap-and-lrade system 
to existing and emerging market-based systems in other countries and regions, provided they 
are of compartible environmental integrity. 

The discussion draft appears to lay the necessary foundation for liiiktige to other 
market-based systems. It would establish sound criteria for determining qualifying programs, 
including the requirement of absolute emission limits, and of comparable stringency with 
respect to compliance, enforcement, and offset quality. By also allowing the recognition of 
allowances from programs establishing sectoral targets, the draft would provide antuher 
strong incentive for stronger elTorts by countries not yet prepared to lake on economy-wide 
targets. 

Addressing Competitiveness Concerns 

In recent testimony before the Energy and Environment .Subcommittee. Pew Center 
President Eileen Claussen outlined our views and recommendations concerning potential 
competitiveness impacts on trade-exposed, energy intensive industries.' In brief, our analysis 
indicates that these potential competitiveness impacts are modest and manageable through a 
range of policy options. 

We believe that in the long term, concerns over competitiveness and associated 
emissions leakage are best addressed through effective international climate commitments, 
and that the overriding objective should therefore be to facilitate their establishment, in the 
interim, we favor the use of transitional measures such as output-based emission allocations 
or rebates to vulnerable industries, and transition assistance to affected workers and 
communities. We strongly discourage the use of unilateral trade measures. .Such measures 


■'Competitiveness and Climate Poliey: .Avoiding I.eakage tif Jtibs and binissitins." Testimony of lion, faieen 
Ctausson, l^resident. Pew Center on Cltobal Ciinvttc Change, submitted to the Energy and tins ironnrent 
.Subeomminee. tinerg) ;tnti Cotnnieree Committee. C. S. House of Rcprcscnttttivcs. Mtireli IS. 2tH)P. 
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would not fully counter competitiveness risks; as they would apply only to imports to the 
United States, they would not help “level the playing field" in the larger global market where 
U.S. producers may face greater competition from foreign producers. Further, they risk 
retaliatory trade measures, and put climate relations on the path to confrontation rather than 
cooperation. 

On the whole, we believe the discussion draft takes a very sound approach to 
addressing competitiveness concerns. As we favor, it relies primarily on an output-based 
approach to compensate firms in qualifying sectors for the direct and indirect costs of 
greenhouse gas regulation. Also consistent with our recommendations, the draft would: 
structure the compensation so as to provide an incentive for investments in energy efficiency; 
phase down the level of compensation over time; provide for Presidential review to slow this 
phase-down if necessary; and end compensation if 70 percent of global output is subject to 
commensurate greenhouse gas regulation. We believe this approach addresses the transitional 
competitiveness concerns likely to arise under a mandatory cap-and-trade program, while 
maintaining the environmental integrity of the program and providing an ongoing incentive 
for producers to improve their GHG performance. 

Critically, the draft contemplates the use of trade measures against other countries 
only as a last resort if the President finds that, despite the rebate program, regulatory costs 
have harmed production or employment by energy-intensive U,.S. manuracturers. or that 
emissions from competitors in countries without commensurate climate obligations have 
increased. This approach preserves trade measures as an option, but defers their use to allow 
a reasonable period to assess the efficacy of the rebate program and to achies e effectis e 
international agreements. 

In conclusion, the Pew Center believes that the Waxmun-Markey discussion draft 
would provide the foundation for a strong U.S. contribution to the global climate effort, and 
that with further refinements, the proposed legislation would well position the United States 
to lead efforts toward an equitable and effective international agreement. We appreciate the 
opportunity to provide our input on the discussion draft, and look forward to working with the 
Subcommittee and the Committee as this critical legislation moves forward. 
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Mr. Markey. Thank you, Mr. Diringer, very much. 

We have heen notified that there are seven roll calls on the fioor 
of the House. We have 3.5 minutes for the members to go over to 
make these votes. So what we will do is we will take a 1 hour re- 
cess until 1:45 so that the Members can make these votes and our 
witnesses, if they would like, can grab a bite to eat. But we will 
recommence at that point in time. And we apologize to all con- 
cerned. We have no control over the fioor schedule. 

So we will take a 1 hour recess. 

[Recess.] 

Mr. Markey. Thank you all so much for being here. 

This is a little bit like the 1950s when your mother was still 
home so you went home for lunch as a break in school and you 
came back all energized, ready for those final two classes before 
you went out into the schoolyard. 

So we thank you all for being here. 

And our next witness is Lee Lane, who is a resident fellow at the 
American Enterprise Institute and is codirector for AEFs Project on 
Climate Engineering. Mr. Lane was previously a consultant to 
Charles River Associates International where he produced analysis 
of climate and energy issues. 

Welcome, Mr. Lane, whenever you are ready, please begin. 

STATEMENT OF LEE LANE 

Mr. Lane. Thank you very much. Chairman Markey. 

It is a pleasure to be here this afternoon to discuss with you a 
piece of legislation that is obviously quite ambitious and important. 
I refer, of course, to the American Clean Energy and Security Act. 

The draft bill is an ambitious effort to grapple with what I be- 
lieve is a very serious challenge posed by rising levels of green- 
house gases in the atmosphere. With climate change, though, there 
are no easy solutions, and many purported solutions are actually 
likely to amount to costly errors. 

If enacted, this legislation would work far-reaching changes on 
the American economy, yet the bill’s approach appears to be based 
on assumptions that clash with what I think are four basic realities 
of current climate policy, and my statement focuses on these, and 
let me just summarize them briefly if I may. 

First, the costs of the proposed emissions cutbacks would very 
probably exceed their benefits. Rapid emission cuts, like those 
called for in the bill’s cap-and-trade provisions, will lead to need- 
lessly high costs. Furthermore, the draft bill’s regulatory mandates 
are likely to raise costs without adding benefits. You heard some 
allusions to the problem of a duplicative system this morning in 
some of the testimony from the first panel. I suspect that this is 
potentially a serious problem. 

Secondly, deep unilateral U.S. emissions cuts will not improve 
the prospects for reaching an effective global accord and may actu- 
ally harm them. I suspect this is a place where there are some dis- 
agreements on the panel, but I think it is an issue worth dis- 
cussing. Greenhouse gas control as an issue is 85 percent about 
striking a global bargain. It is only about 15 percent a matter of 
domestic energy and emissions control policy. 
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Enacting this bill in its current form would amount to giving 
away America’s biggest stack of bargaining chips, its willingness to 
incur costs in domestic greenhouse gas controls. And it would 
amount to giving it away for free and before the serious bargaining 
has really even begun. The U.S. has not used this kind of strategy 
in its bargains on trade negotiations or arms controls or other im- 
portant negotiations and I think for very good reasons. 

Third, with the legislation or without it, the conditions that 
would be required to reach an effective global greenhouse gas con- 
trol accord are, in fact, absent. For many key nations, the costs of 
a greenhouse gas control agreement exceeds its perceived benefits. 
Globally, the benefits are both very unevenly distributed and high- 
ly uncertain. These same factors have defeated previous attempts 
to reach agreement. My greatest fear is that this bill could become 
a step toward another agreement that is like the Kyoto protocol, 
both costly and ineffectual. 

Fourth, the U.S. can and should take action on climate change. 
My answer to Mr. Inslee’s question earlier today is that, yes, I take 
climate change quite seriously. But realism about climate change 
demands a serious but patient approach to greenhouse gas curbs. 
A combination of gradual emissions cuts, basic science research 
and adaptation can, I think, protect U.S. national interests without 
incurring excessive costs and without causing undue conflict with 
other global powers like China, India, Japan, and Russia. 

Some features of the draft bill reflect what I believe are valuable 
insights. For example, I believe that it is right to stress adaptation 
and the need to advance technology. These are crucial aspects of 
climate policy. In these areas, my statement offers a few sugges- 
tions about how its efforts, the bill’s efforts, in these directions 
might be made more cost effective. I hope those suggestions are 
useful and that, as the bill evolves, it does so in ways that will in- 
crease its benefits and decrease its costs. 

Thank you very much. 

[The prepared statement of Mr. Lane follows:] 
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Introduction 

Mr. Chairman, Mr. Upton, other members of the subcommittee, thank you for the 
opportunity to appear before you today. I am Lee Lane, a Resident Fellow at the 
American Enterprise Institute. AEl is a non-partisan, non-profit organization conducting 
research and education on public policy issues. AEI does not adopt organizational 
positions on the issues that it studies, and the views that 1 express here are mine, not those 
of AEI. 

The draft bill that is the subject of this hearing. The American Clean Energy and Security 
Act of 2009 (ACES A), is an ambitious attempt to meet the very real challenges posed by 
rising amounts of greenhouse gases (GHGs) in the atmosphere. Some of the draft bill’s 
goals are unquestionably valid. With climate change, solutions will take time, and hurried 
action can lead to costly errors. The subcommittee and its members are, therefore, to be 
commended for their efforts to explore the discussion draft’s complex implications. 

The ACESA discussion draft is an extremely complex piece of legislation. It is likely, if 
enacted, to work far-reaching changes on many segments of the American economy. I 
have not been able to analyze the bill’s provisions in detail, nor have I as yet seen 
modeling results of the kind that would allow an assessment of its economic impacts. My 
statement, therefore, does not attempt a detailed assessment of ACESA’s provisions; 
rather, it seeks to assess the realism of the main assumptions that seem to underlie the 
bill’s structure and goals. It concludes that the draft bill’s approach clashes with four 
basic realities of current climate policy. 

1. The costs of ACESA’s proposed GHG emission reductions would probably 
exceed their benefits. The draft bill’s many regulatory mandates are, at best, 
entirely redundant to its cap-and-trade provisions. In other cases they are likely to 
add costs without adding to the bill’s social benefits. Further, the cap-and-trade 
program is designed to cut emissions deeper and faster than appears to be optimal. 

2. In the short and medium term, the U.S, can do little to bring about an 
effective global accord on GHG controls. Simple math reveals that GHG 
control is better viewed as the subject of a global bargain than as a domestic 
pollution control issue. ACESA’s approach amounts to giving away one of this 
country’s biggest bargaining chips, its expenditures on domestic GHG controls - 
and to giving it away before the hard bargaining has even begun. The U.S. has not 
used this approach in previous negotiations on trade, arms, or other important 
matters - and for very good reasons. 

3. The conditions required to achieve an effective global GHG control accord 
are, in fact, unlikely to emerge in less than several decades. The bargaining, 
monitoring, and enforcement costs of an agreement are high compared with the 
perceived benefits. The latter are both unevenly distributed and highly uncertain. 
The repeated failures that have so far marked efforts to reach a climate accord 
testify to the scale of these difficulties. 
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4. The U.S. can and should take action on climate change, but, as in other 
policy areas, it should tailor its steps to fit its limited resources. One key to 

realism is to adopt a patient but serious approach to GHG control. Another is to 
pay close attention to options that can protect the nation from whatever harmful 
effects of climate change may unfold. A combination of these approaches can do 
a good job of protecting U.S. national interests without incurring excessive costs 
or causing undue conflict with other global powers such as China, India, Japan, 
and Russia. 

Some features of ACESA reflect valid insights. For example, the draft bill is certainly 
right to place a new stress on adaptation and on advancing technology. My statement will 
also offer a few suggestions about how these efforts might be made more cost-effective. 


The high net costs of the draft bill’s GHG reductions 

The structure of ACESA virtually assures that it will impose higher than necessary costs 
to achieve the climate benefits for which it aims. 

The needless costs of a combined system 

ACESA will consume more resources to achieve its projected GHG reductions than 
would be required through its cap-and-trade system alone. Several of the bill’s provisions 
apply to activities that are also directly or indirectly subject to the proposed GHG cap. At 
a minimum, these include the renewable electricity standard, the coal-fired power plant 
performance standard, and the energy efficiency resource standard. 

In some instances these standards may have no effect on emissions. The cap might, by 
itself, motivate the actions needed to meet the standard. In that case, the standard merely 
wastes regulatory and compliance costs on purely redundant regulatory mandates. 

It is also possible, though, that the mandates could, in some cases, go beyond the actions 
that the cap-and-trade would motivate. That is to say, the regulations might require steps 
that would cost more than would the cap-and-trade alone. The GHG cap sets total 
national emissions; so, if a mandate requires more GHG abatement in one area, less will 
occur in another. Therefore, society will reap no environmental gain, but the costs of 
reaching the cap will exceed those which would prevail with only the cap-and-trade in 
place. 

Problems with the cap 

While ACESA would be more efficient without its regulatory provisions, the design of 
the cap-and-trade program is also troubling. Namely, the emission reductions are more 
stringent and faster than most economic analysis recommends. 

The high value that society derives from the use of fossil fuels implies that the costs of 
making deep and rapid GHG cuts could well exceed the benefits.' Although some 
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controversy remains on this point, most studies have confirmed that this is the case." If 
so, the best available option would be to tolerate a quite substantial build-up in GHG 
concentrations. Comparing costs with benefits argues that a modest limit on GHG 
emissions makes economic sense, but a very stringent one does not. The draft bill is 
completely at odds with this conclusion. 

The draft bill would force tough emission cuts on a fast schedule. This haste flies in the 
face of a great deal of economic analysis of how GHG reductions should be timed in 
order to get the most benefit from a given expenditure of resources. That analysis teaches 
that, for carbon dioxide (CO 2 ) controls, “a more gradual departure from the [emission] 
baseline is preferable to a more rapid departure.”^ Yet, in this respect, ACESA’s controls 
are more abrupt than those of even President Obama’s cap-and-trade plan. 

Moreover, high expectations about the rate of future innovation should imply smaller 
GHG cutbacks in the program’s early years.’’ The more one believes that innovation will 
lower future control costs - and without dramatically lower costs the bill’s 2050 target is 
wholly fanciful - the larger the share of the total GHG cutbacks that should be deferred 
until the program’s later years. In short, ACESA misses a chance to lessen total 
abatement costs by spreading them through time in a smarter way. Two prominent 
economists have recently made the broad point that should be heeded in this regard, 
“...the climate change problem is a marathon, not a sprint, and there is little 
environmental justification for heroic efforts to meet a short-term target. Such heroic 
efforts might not only waste resources, they risk souring our appetite to confront the more 
serious long-term problem.’’'”' 

These steep reductions have another drawback. If the U.S, adopts GHG controls that are 
more stringent than those of one or more other major economic powers, its efforts will be 
partially offset by emissions leakage. Leakage is the flight of GHG-intensive activities to 
other nations that impose no controls or controls that are laxer than those in the U.S. 
Leakage can occur either through increased imports or decreased exports. One recent 
study found that leakage would offset between 14 percent and 25 percent of the Obama 
cap-and-trade plan’s U.S. GHG reduction.* In effect, leakage will cancel out 14-25 
percent of each tonne of GHG discharge avoided by domestic GHG limits. Because of 
this, the cost of avoiding a tonne of GHG emissions under a unilateral American program 
will be 16-33 percent greater than that reflected in the domestic abatement cost. 

Limits on U.S. influence on global GHG control 

ACESA considers the problem of leakage and proposes a number of measures in Title 
I'V, Part 2, Section 412. In the next section. Section 413, the draft wisely concludes. 
■‘Congress finds that the purposes described in Section 412 can be most effectively 
addressed and achieved through agreements negotiated between the United States and 
foreign countries.’’ Actually, that finding should tse applied to the entire scope of Title IV. 
That is to say, effective GHG control regime, by its very nature, requires international 
agreement. Yet ACESA, as domestic legislation, can mandate only U.S. action. 
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GHG control, predominantly a foreign policy problem 

Unless ACESA causes other nations to adopt GHG limits, it is focused on what is, in fact, 
the much smaller and shrinking part of the total problem. Effective GHG control depends 
far more on inducing controls abroad than it does on imposing them at home. When all 
greenhouse gases are considered and all sources, including land use changes, are counted, 
the U.S. is contributing only about 15 percent (and falling) of global GHG emissions.’ 
The other 85 percent is beyond the control of the U.S. government. 

China and India pose a great challenge to efforts to deal with the 85 percent of the task 
that lies beyond direct U.S. control. Their governments refuse to shoulder the costs of 
limiting GHG emissions. That decision is rational; their governments are largely free 
from domestic pressures to adopt controls. 

As long as they continue to practice what is, in effect, climate Realpolitik, the U.S. has 
only four options for attempting to construct a global GHG control pact. None of them is 
likely to have a more than marginal impact on emissions. ACESA seems to draw, in 
varying degrees, on all four approaches. 


Unilateral action and moral suasion 

First, the U.S. could enact go-it-alone GHG controls and trust the moral appeal of its 
example to sway other nations.* While it is clearly true that the U.S. could not expect 
China and India to bear the costs of curtailing their GHG discharges unless it were 
willing to do the same, it is quite another thing to leap from that statement to the assertion 
that the U.S. should act without firm pledges that other states will respond in kind. 

The audacity of this leap has often been missed, but it merits real scrutiny. Does the 
United States conduct any other negotiation in this way? Did Congress, for example, as a 
prelude to the Uruguay or Doha Rounds, drop all U.S. tariffs and farm subsidies to zero? 
Did the U.S. win the withdrawal of Soviet conventional forces from Europe by first 
pulling its own troops out of Germany? Why, then, would we consider taking the 
functional equivalent of these steps in the area of GHG control? Or, to pose the same 
question in another way, how would ACESA’ s GHG reductions differ from the just- 
mentioned bargaining moves in trade or arms control? 

No one can claim that the answer is that the Chinese and Indian governments have 
signaled their readiness to respond in kind to U.S. GHG curbs. To the contrary, they 
continue to insist that the developed countries must commit to pay them for any control 
costs that they incur.’ The Chinese and Indian governments’ statements are consistent 
with their behavior. These countries are clearly more interested in dodging the costs of 
GHG curbs than in capturing the gains from a global control regime. 

ACESA could only harden their resolve. As other countries adopt GHG limits, China and 
India will make competitive gains by simply standing pat against controls. Over time, 
energy-intensive industries will migrate to the nations that reject controls. The growth in 
these states of energy-intensive capital and jobs will add to the political costs of any 
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future move toward controls.’® This outcome is the very opposite of the one that the U.S. 
should be seeking. 


Trade sanctions 

Second, many proponents of U.S, GHG controls have proposed to allow the U.S, 
government to clap trade sanctions on countries that fail to cap their GHG discharges. 
ACESA also follows this strategy, albeit somewhat hesitantly. There are better grounds 
for the bill’s hesitancy than there are for believing that trade sanctions will change 
Chinese and Indian policy. 

One country adopting trade sanctions, or a few countries doing so, will merely change the 
geographic pattern of trade flows. It would do little net harm to China and India. As GHG 
controls raised U.S. production and transport costs, countries like Japan with low-carbon 
processes for producing steel, aluminum, or other energy-intensive goods would raise 
their exports to the U.S. At the same time, these countries could boost their own imports 
from China and India to fill the gap left by their higher exports. The Chinese and Indians 
would be largely indifferent to the change. The threat of U.S. action will, therefore, put 
little pressure on them, ’ ' 


Paying China and India for GHG abatement 

Third, the U.S. could offer to pay for China’s GHG reductions as well as its own. 
Although some ACESA provisions amount to paying other nations to reduce GHG 
emissions, the bill does not appear to envision the kind of very large transfer payments 
that the China/G-77 group is demanding. In their view, past U.S. emissions are a kind of 
historical guilt, and contemporary Americans should pay to expiate our ancestors’ sins.'^ 

The case for this demand is hollow. It rests, in part, on the false proposition that 
developing countries have added almost nothing to current atmospheric GHG stocks. The 
reality is quite different. The group of currently poor countries and the group of currently 
rich countries have each placed about the same amount of GHGs in the atmosphere.'^ 

Confusion about this point stems from three mistakes. First, many studies consider only 
industrial sector emissions. Most of the poorer countries’ emissions stem from land use 
changes, agriculture, and animal husbandry, so they are not counted. Second, studies 
often look only at CO 2 . Poorer countries tend to have large methane emissions; again 
their contribution is missed. Third, many studies have lumped those poor countries with 
high emissions with the many poor countries that have virtually none. The regional 
averages mask the true state of affairs. Cumulatively, these errors have created a badly 
distorted impression of the origins of today’s atmospheric GHG stocks. 

Furthermore, the situation is changing rapidly. The balance ten years from now will be 
much different than that which prevails today. The latter is simply irrelevant to decisions 
about who should pay to reduce future emissions. To the contrary, attempting to interject 
claims about the historical record is more likely to lead to stalemate and endless 
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wrangling than it is to build consensus. It is hard to see why the U.S. would want to give 
credence to this approach. 

Exaggerating the extent of other nations’ GHG reductions 

Fourth, some may be tempted simply to pretend to believe that a mix of Chinese or 
Indian “no-regrets” policies constitutes serious action on GHG controls. (No-regrets 
policies are those that would be rational to adopt even in the absence of concerns about 
climate change.) China and India, for reasons unrelated to climate, are very likely to 
adopt such policies. Their economies exhibit very low energy efficiency. They enjoy 
many options for making energy savings that will be cost-beneficial quite independently 
of concerns about climate.'’ Chinese and Indian actions to reduce this waste are, 
therefore, properly regarded as corrections to the estimates of their baseline GHG growth; 
as such, they are welcome. They are, however, not done in response to U.S. action, and 
they will affect GHG growth paths only at the margin. 


An effective global deal on GHG control is unlikely 

The conclusion seems inescapable. The U.S. can have little impact on when China and 
India become willing to bear the costs required to control GHG discharges. This limit on 
America’s options reflects a basic reality: Conditions are not yet ripe for forging an 
effective global accord on GHG controls. To understand why this might be so, we might 
want to consider the economic roots of the GHG control issue. 

Open access property rights and GHG emissions 

Excess GHG emissions are an example of a fairly common kind of market failure, a 
failure often called the “tragedy of the commons”. It can arise when property rights allow 
open access to a valuable resource. Instances include open access to grazing land or 
fishing grounds or to oil and gas reservoirs. Open access can cause under-investment in 
the resource and too much consumption of it.'* 

In the case of climate, the open access resource is the atmosphere’s capacity to absorb 
GHG discharges. Those who gain from the actions that release GHGs reap the full benefit 
of using the atmosphere in this way, but they incur only a negligible percentage of the 
total costs, i.e. their personal share of any harm done by their increment to global climate 
change. 

Because of this mismatch of private and social costs, agents maximizing private net 
benefits will overuse the atmosphere’s GHG disposal capacity. Cumulatively, emission 
levels exceed those at which the additional risk of climate change would just balance the 
value of the gases’ disposal. And investments in carbon ‘sinks’ like forests or carbon 
stored in soils are falling below optimal levels. 
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Limiting open access property rights is difficult 

To reach an agreement on collective action, the parties must believe that the new 
distribution of property rights offers them benefits that will exceed the sum of the new 
arrangement’s costs to them plus the costs needed to negotiate, monitor, and enforce the 
agreement. (Economists call the latter “transaction costs.”) By inference, high transaction 
costs can scuttle agreements on readjusting property rights in ways that, were it not for 
the transaction costs, could yield net benefits for all parties. It is precisely this problem 
that has caused the failure of many attempts to curtail exploitation of the common-pool 
resources.'’ 


The record of collective action on other open access problems 

In principle, collective action could solve the problem by changing property rights to 
limit access. In practice, such collective action has often not materialized, or it has done 
so only after much harm has taken place. 

For example, wild ocean fish stocks are being seriously depleted. Even within national 
territorial waters, restraints on over-fishing have often been eroded over time. Curbs on 
over-pumping of oil and gas resources have sometimes worked, but often they have only 
done so after a great deal of economic waste had already occurred."* 

The frequency of failures to replace open access property rights is suggestive. Open 
access arrangements are notoriously prone to wasteful overuse. If they remain in place, 
the transaction costs of changing the property rights regime must be quite high relative to 
the value of the resource. 

The record of collective action on GHG controls 

The record of GHG controls has been no more effective than attempts to control over- 
fishing and other similar problems. Global emissions of CO 2 , the most important 
industrial greenhouse gas, currently exceed the 1988 level by over a third.’’ The IPCC 
and NOAA report that, through the last several decades, the rise in atmospheric 
concentrations of CO 2 has sped up.^° 

Many Europeans blame the United States for this lack of progress. In Europe, the social 
demand for action on climate appears to be stronger than it is in the United States.” Yet, 
even in Europe, GHG reductions have not been nearly as sharp as those stipulated by the 
Kyoto Protocol.’’ European leaders harshly criticized America’s rejection of the Kyoto 
Protocol. Economically, though, for the U.S., the Protocol’s costs would have more than 
outweighed its benefits.” Politically, its high costs clearly exceeded the rather low U.S. 
national willingness to pay - a mismatch that doomed its chances for acceptance. The 
experience raises a question about whether the conditions that would permit a better 
outcome are yet in place. 
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Features of GHG controls that impede collective action 

Unfortunately, GHG control seems to have many of the features that complicate efforts to 
restrict open access to resources, and these features raise real doubts about when an 
effective agreement might be expected. 

Diverse interests raise the transaction costs of reaching agreement 

In problems of this kind, the more diverse are the interests of the parties, the poorer are 
the prospects for success.^’’’ Contrasting value judgments often cause conflict.^^ With 
GHG controls, the differing interests of rich and poor nations have emerged as especially 
problematic.^’ 

While some governments regard GHG control as high priority, others have concluded 
that paying to curb domestic GHG discharges is not, at least for now, in their interest. For 
many poorer nations, economic development offers better protection from harmful 
climate change than do GHG limits. This choice makes sense. Industrialization can boost 
the ability to adapt to climate change. Of course, it can also relieve many other more 
acute problems. For these countries, slowing growth in the name of GHG control may 
simply be a bad investment.’* 

Then too, the governments of China and India may lack the popular support that they 
would need to be able to bear the political costs of GHG controls. Their governments 
have often gone to great lengths to hold energy prices below world levels.’’ To now drive 
domestic energy prices above world market levels would be a daring political gamble. 

Many participants make agreement more difficult 

Sheer numbers also matter. All else remaining equal, the more parties that must agree, the 
more complex the negotiation is likely to be. That is one reason that the wider the 
geographic extent of the open access resource, the harder it will be to restrict access to 
it.’’ With GHG control, the resource is literally the sky - not something to which access 
is very easy to limit. All nations, however unequal in other regards, have access to the 
sky. 

Today, counting the E.U. as a single entity, perhaps fifteen to twenty nations around the 
world are major sources of GHG discharges. Agreement is already difficult, but the real 
test lies in the future. Economic growth will swell the number of major sources. 
Eventually, participation has to be nearly universal, or countries without controls are 
likely to become magnets for GHG-intensive activities.’’ Essentially, a great many 
nations have, or will eventually gain, an effective veto over global GHG control efforts. 

The limited net benefits of GHG controls 

As already discussed, for GHG controls to yield net benefits at all, they must be fairly 
moderate. In that case, the total benefits of controls, although positive, are also modest. In 
this regard, GHG controls contrast sharply with the control of ozone-depleting chemicals. 
With the latter, optimal controls yielded quite large net benefits. The much smaller net 
gain available from GHG control restricts the range of options for deal making.” 
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The cost of information about the benefits of agreement 

Costly infonnation - or information that is not available at any price - can exacerbate the 
problem posed by thin net benefits. Continuing uncertainties about the impacts of climate 
change clearly discourage agreement on GHG controls. Not only do large uncertainties 
persist about the global costs and benefits of GHG controls; even more doubt obtains on a 
nation-by-nation basis.^^ These uncertainties impede action, and they are likely to do so 
for as long as they remain at their currently high level.^'* The progress of climate science 
may over time dispel these uncertainties, but, so far, the process has been a slow one. 

Climate science, moreover, will do nothing to dispel doubts about whether an agreement 
would be enforced. Such doubts clearly diminish the perceived value of reaching 
agreement.^^ And the grounds for such doubts are solid. They are especially so with 
respect to the developing countries.^* Today, China’s government has a strong economic 
motive to assure the safety and purity of its exports. The U.S. government is also 
concerned, and yet the safety of toys and food imported from China clearly remains 
problematic. 

In GHG control, the Chinese government would have no real interest in transparency. 
Could the U.S., especially in that case, accurately determine how much coal China is 
burning? Could it know if a carbon tax has been enforced on state-owned enterprises in 
Qinghai? Could it ensure that such a tax had not been offset with concealed subsidies? 
Neither China’s record, nor America’s, reassures on these points. 


Climate policy realism 

To all appearances, then, GHG control requires action on a global scale, and most of what 
we know about efforts to restrict open access property rights tells us that a strong global 
GHG control pact will be an especially difficult challenge. Yet climate change is a threat, 
even if assessing its severity and timing remains difficult. U.S. climate policy can do no 
better than to make the best of the options that are actually available, even if they fall far 
short of offering final solutions. 


Putting a modest price on GHG emissions 

The high costs of GHG abatement are a major source of the difficulty in reaching 
consensus on GHG control. New technology can lower these costs. Fostering the relevant 
kinds of innovation, therefore, should be a top priority. Implementing a modest carbon 
tax or, perhaps, a hybrid cap-and-trade system, would be an important step toward this 
goal. A price on GHG discharges would encourage the private sector to develop new 
lower-cost ways of curbing GHG emissions.^^ 

At the same time, as already discussed, many factors constrain the level of the price on 
GHG emissions. The price should, therefore, be a modest one, and it should replace 
regulatory mandates, not supplement them. In order to keep the proper focus on the 
global nature of the climate problem, the price should be linked to GHG prices in China 


9 



659 


and India. At least in the early years, the U.S. price may have to slightly exceed those in 
China and India, which are likely to be zero, but the gap should be small and, in order to 
avoid creating perverse incentives for other nations, it should not be permitted to 
increase. 

The need for funding basic energy science 

While a price on GHG emissions would encourage some helpful kinds of innovation, it 
will not generate other kinds. Coping with climate change will require major 
breakthroughs in basic science.^* Such breakthroughs are often elusive, and seeking them 
is an inherently high-risk venture. The private sector finds it difficult to capture the 
economic rewards of funding basic science, and placing a price on GHG emissions will 
not correct this bias. As a result, the private sector usually does not make large, sustained 
investments in basic science; yet that kind of investment is the key to achieving the 
breakthroughs needed in climate policy.^’ 

Some form of government funding will be necessary to call it forth.'*® Government, 
though, has often short-changed basic energy science in favor of large demonstration 
projects. It has also found it difficult to avoid wasteful stops and starts in funding.'*' There 
may be a productive role for properly structured demonstration projects, but the 
premature move to that stage has often been associated with costly failures. Making large 
public investments in plug-in vehicles before it is clear that carbon capture and storage 
can be economic has at least the appearance of just such a rush to demonstration. There is 
also a serious risk that the high costs of demonstration projects will generate budget 
pressures that will cause the politically less appealing basic research to be starved for 
resources. ‘*^ 

The ACESA provisions on technology forcing should be reviewed in light of the findings 
of a recent conference on climate and technology conducted at Stanford University. 
Among these findings attendees agreed: “The single greatest impediment to an R&D 
program that is directed at achieving a commercial objective is that it will be distorted to 
deliver subsidies to favored firms, industries, and other organized interests. The best 
institutional protections for minimizing these distortions are multi-year appropriations, 
agency independence in making grants, use of peer review with clear criteria for project 
selection, and payments based on progress and outputs rather than cost recovery.”"* 


Limit international agreements to areas where agreement exists 

The United States should engage other nations on climate change. More than a few 
opportunities for agreement may exist. A global pact on GHG caps with full trading of 
allowances is almost certainly not among them, nor, in my opinion, would it be desirable. 

Trying to push China and India into going much beyond their current no-regrets policies 
will almost certainly prove futile, and it might well be counter-productive. On the one 
hand, it is possible that Chinese and Indian societies are destined to evolve in ways that 
will awaken internal demands for GHG controls. If they are, U.S. incentives could easily 
delay that progress. Sanctions could provoke resentment; bribes could induce a sense of 
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entitlement and incentives for strategic behavior. On the other hand, if China and India 
are not destined to develop an indigenous demand for GHG controls, or if they will do so 
only very slowly, the U.S. can do even less to change the course of events. Climate is 
clearly an instance to which the president’s call for a more humble U.S. foreign policy 
should be taken to heart. 

In the meantime, a negotiation that allows countries to make and trade-off a wide variety 
of relevant actions might make far more sense than one in which all transactions have to 
take place in the coin of emission caps. Some countries with strong green lobbies might 
still wish to offer caps. Others might pledge R&D spending, sectoral GHG caps, aid to 
poor nations for adaptation, or more funding for climate science. 

This approach, much like a trade negotiation, would make monitoring compliance with 
nations’ pledges easier. It would also make penalties of failing to perform agreed actions 
more credible,'*^ At the same time, one must admit that such a negotiation would not 
produce the dramatic GHG reductions craved by the green groups, but, then again, no 
other form of negotiation is likely to produce that result. It makes no sense to condemn 
modest real progress because it does meet an unrealizable ideal. 

On other aspects of climate policy, prospects for technology cooperation may also be 
good. The U.S. may wish to coordinate with other industrialized nations to help to boost 
the adaptive capacity of poorer states. There is no reason to forego progress in these areas 
while waiting for a global deal on GHG caps, a deal that may be decades away. 


Give priority to adaptation 

A sizeable amount of climate change is at least possible. There is no good reason not to 
seek to minimize its net costs, 

ACESA is correct to stress adaptation 

ACESA makes a valuable contribution in highlighting the importance of adaptation. 
Fortunately, much can be done to minimize the social costs that climate change might 
otherwise cause. Indeed, for the next century, adaptation to climate change is likely to do 
more to reduce its costs than will GHG controls.'*^ America is especially well-endowed 
with the human and other capital required to make the needed adjustments. 

The prompting of the federal government will not be necessary for the private sector and 
state and local governments to undertake many of the needed adjustments.'** Generating 
and diffusing this kind of scientific knowledge should be a top priority of the federal 
government. In this regard, too, ACESA has found the right priority. 

Need to research geoengineering as a possible means of adaptation 

A family of technologies, known collectively as ‘geoengineering’, might provide an 
added tool for adaptation. The idea behind them is simple. When sunlight strikes the 
Earth’s surface, greenhouse gases in the atmosphere trap some of the heat that is 
generated. A slight decrease in the amount of sunlight reaching the Earth’s surface could. 
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in principle, offset this warming. Scientists estimate that deflecting a small portion of the 
total sunlight that strikes the Earth back into space would be enough to cancel out the 
warming effect of doubling the pre-industrial levels of greenhouse gases.'"’ 

Scattering this amount of sunlight may be fairly easy. Past volcanic eruptions have shown 
that injecting relatively small volumes of matter into the upper atmosphere can scatter 
enough sunlight back into space to cause discemable cooling. The 1991 eruption of Mt. 
Pinatubo reduced global mean temperature by about .5 degrees Celsius. This temperature 
reduction was apparent in Just a few months and persisted for about three years.*"* 

Some scientists propose, therefore, to use modern technology to create a carefully 
engineered analogue to this effect. Proposals to seriously study geoengineering are 
gaining adherents among climate policy experts. In late 2006, NASA and the Carnegie 
Institution jointly sponsored a high-level expert workshop on the subject. Scientists such 
as Ralph Cicerone, Paul Crutzen, and Tom Wigley and prominent economists such as 
Scott Barrett, William Nordhaus, Thomas Schelling, and Lawrence Summers have 
argued that the concept warranted further exploration.'"’ Recently, an expert conference 
conducted at Stanford added the voices of several more distinguished economists to this 
list.""® John Holdren, the president’s new science advisor, recently added his voice to this 
cause while also noting the many uncertainties that still surround these approaches. 


Conclusion 

In sum, ACESA represents an ambitious attempt to grapple with a real problem. The draft 
bill’s recognition that more is needed to tackle the problem than just GHG controls is 
welcome. In principle, the bill is certainly correct to stress the importance of technology 
in seeking a long term solution to climate change. In practice, the rush into multiple 
demonstration projects is likely to carry real risks. 

The bill’s stress on adaptation, and on the science needed to unleash action in this area, is 
commendable. Geoengineering may greatly extend the capacity to adapt to climate 
change. Research into its potential and its possible risks should be part of a well-designed 
effort on adaptation. 

The primary weakness of ACESA is its GHG reduction program. The U.S. should, 
indeed, put a modest price on GHG emissions, but ACESA’s abatement costs are likely 
to be far too high. Its regulatory mandates can only increase the net costs, and ACESA’s 
goals are at odds with the strategic logic of the GHG control problem, which is 
essentially the subject of an international bargain about cost sharing. 
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Mr. Markey. Thank you, Mr. Lane, very much. 

Our next witness is the Reverend Douglas Smith. He is the exec- 
utive director of the Virginia Interfaith Center for Public Policy. He 
was formerly on the staff of the World Council of Churches in Ge- 
neva. 

Welcome, sir. 

STATEMENT OF REVEREND C. DOUGLAS SMITH 

Mr. Smith. Good afternoon Mr. Chairman. 

Thank you so much, members of the committee. 

I am Doug Smith, the executive director of the Virginia Inter- 
faith Center for Public Policy, an organization that seeks to ad- 
dress hunger, poverty, and the care for God’s creation through the 
development and adoption of sound policy. While the faith commu- 
nity is so diverse that no one can really claim to represent it com- 
pletely, I would like to share with you the perspective of many of 
us, including the National Council of Churches and a number of 
our ecumenical and interfaith organizations. 

First and foremost, we applaud the inclusion of strong inter- 
national adaptation assistance measures in the draft of the Amer- 
ican Clean Energy and Security Act. We see this as a necessary 
component of any U.S. legislation, particularly as we work to en- 
sure strong and robust responses to a post-Kyoto agreement. 

I would like to speak to the importance of this section as under- 
stood by the faith community. We must ensure that generations 
know that we acted in good faith to protect all people from the im- 
pact of global climate change. Because of the interconnectedness of 
God’s creation, we share not only the need to provide adaptation 
funding for developing countries but also the responsibility as peo- 
ple of good conscience and, for many of us, of common faith. 

Our best scientists and global security analysts tell us that cli- 
mate change will impact hunger poverty and war very nearly. By 
the middle of this century, 1 billion people will likely face signifi- 
cant water shortages. And with 75 percent of persons in developing 
countries subsisting on agriculture, they can be assured of a fam- 
ine-filled future. And sadly, we could be assured of an unstable geo- 
political future if we do not act with boldness, act with compassion, 
and act with immediacy. 

In the faith-based NGO community, we are already witnessing 
how climate change is complicating our capacity to serve others 
internationally. The Evangelical Lutheran Church in America and 
the Virginia Interfaith Center recently sent one of my staff to Nica- 
ragua. Mr. Rinn tells the story of Santa Marta, an ancient east 
coast indigenous Miskito community whose language has never 
needed a word for hurricane, and yet, in 2007, Felix, a category five 
hurricane, practically wiped Santa Marta off of the map. 

As weather patterns shift as a result of global climate change, 
people like the citizens of Santa Marta are struggling to adapt to 
emerging realities for which they are unprepared. This is why it is 
so important that we provide adaptation funding to developing 
countries. It is because the international consequences of global cli- 
mate change are already today impacting millions of people. 



666 


And that leads the faith community to be united in our call to 
provide for international adaptation assistance to protect the most 
vulnerable communities around the world. 

We urge the committee to support the language included in the 
American Clean Energy and Security Act, but we do ask for the fol- 
lowing legislative priorities to find their way into any final bill: 

Number one, the funds should be appropriately targeted in terms 
of recipient countries. They should go to the most vulnerable devel- 
oping countries, and no more than 10 percent should go annually 
to any one country. 

Two, local communities must be engaged in a participatory proc- 
ess with adequate monitoring, evaluation, and transparency. 

Number three, the funds provided should be in addition to cur- 
rent funding levels of official development assistance. 

Number four, the funds should be appropriately targeting adap- 
tation around climate impacts, around drought, natural disasters, 
disease and migration. 

And number five, legislation should also enhance developing 
country efforts to reduce greenhouse gas emissions by reducing de- 
forestation, encouraging reforestation, and by transitioning to 
cleaner energy technologies. 

We in the tJ.S. have a moral responsibility to those in need dur- 
ing this global crisis. I would say that loving our neighbors includes 
equipping them to protect themselves from climate change, and I 
would like to ask you today to commit to providing substantial fi- 
nancial support annually of no less than $7 billion per year. That 
is the minimum that we should be able to do for those in desperate 
need. 

I thank you for this opportunity to testify on these important 
matters and for your time this afternoon. 

[The statement of Reverend Smith follows:] 
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Introduction 


Good morning Mr. Chairman and Members of the Subcommittee. 

I am Doug Smith, Executive Director of the Virginia Interfaith Center for Public Policy. 
The Virginia Interfaith Center is a unique partnership among Virginia's mainstream faith 
community that seeks to address hunger, poverty, and the care for God’s creation through 
the development and adoption of sound policy. While the faith community is so diverse 
that there is no one who can claim to represent it completely. I would like to share with 
you the perspective of many of us including the National Council of Churches and a 
number of our ecumenical and interfaith partners relevant to the issue of international 
adaptation funding. 

First and foremost, we applaud the inclusion of strong international adaptation assistance 
measures in the draft of the American Clean Energy and Security Act. We see this as a 
necessary component of any US legislation, particularly as we work to ensure a strong 
and robust post-Kyoto agreement, 

I would like to speak to the importance of this section as understood by the faith 
community. 

Statement 


There is a reality that is becoming clearer: The days of addressing shifting climate 
patterns, rising sea levels and rising global temperatures in ways that pit the interests of 
businesses against workers, and the needs of a growing human race against the sanctity of 
the Earth, must now end. We must act today to ensure that future generations - our 
children, their children, and their children’s children — remember that we acted today in 
good faith to protect all people from the impact of global climate change tomorrow. The 
interconnectedness of what I refer to as God’s Creation - or more plainly people, plants, 
animals and the climate we live in - now forces us to reconcile ourselves not to the past, 
but to a compassionate future that includes providing support to developing nations for 
adaptation as part of international aid and security priorities. 
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There are shifting climate realities taking hold all around us. Our best scientists and 
global security analysts tell us that the impacts of climate change will soon include 
increased hunger, poverty, and war. By the middle of this century, just four short 
decades from now, one billion people will likely face significant water shortages. With 
75% of persons in developing countries subsisting on agriculture, they are assured of a 
famine-filled future and we of an unstable geo-political future if we do not act with 
boldness and compassion. If these shifting climate realities before us are not addressed it 
will be almost impossible to keep hundreds of millions of people alive, much less able to 
participate in emerging global markets or resist extremist factions. 

CNA Analysis and Solutions recently issued a report where a number of retired military 
leaders refer to global climate change as a "threat multiplier,” and the United States and 
potentially a dozen other national states will face increased security risks as a result of 
climate change. While these concerns are focused on the assets of the US government, 
and among our allies around the world, in the NGO community we are also seeing a 
multiplying threat. The desperation of those facing poverty is threatening our aid 
workers, our ongoing development projects, and creating emerging needs for security in 
almost every developing country in which we work. This situation has manifested itself 
in kidnappings and even assassinations. At this rate, additional threats resulting from 
climate change may complicate our capacity to fulfill our mission to serve others to the 
point where vulnerable people at risk are not efficiently served and humanitarian disasters 
are exacerbated. 

As an example, groups that 1 am connected to including the National Council of 
Churches of Christ, Church World Service, and Action by Churches Together have spent 
the last decade working with internally displaced people as a result of ethnic conflicts in 
Africa, Eastern Europe, and Asia, As peoples are displaced, they move into heavily 
populated areas where an already strained infrastructure struggles to handle additional 
consumers of food and other already scarce resources. One only needs to look to the 
country of Zimbabwe, once referred to as the breadbasket of Africa. Hunger and disease 
are widespread as the result of agricultural mismanagement. When I worked in 
Zimbabwe 10 years ago, the country was beginning to realize some food shortages. 
Today, "Africa's breadbasket" is better known as an area where famine grows at an 
alarming rate. According to one report ' almost 5 million Zimbabweans struggle with 
starvation, 66% of children are no longer in school, and diseases like cholera are rampant. 
As conditions deteriorate, the competition for dwindling resources creates an explosive 
cocktail of civil unrest, regional instability, and economic disruption. If we factor in the 
additional complications related to water and food access as a result of global climate 
change, we will most certainly see exacerbated conflicts that are more and more difficult 
and expensive to address as an international community. The desertification of once 
fertile lands in Zimbabwe would most certainly tip the country to a point of no return and 
reverberate throughout the continent. 


' htlp://www.upi.C(»m/Top_News/2(K)8/10/14/Severe-famine-overtaking.Zimbabwe/UPl-4,t9,SI224()()l(K)5/ 
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The Evangelical Lutheran Church in America and the Virginia Interfaith Center recently 
sent a staff person, Ryan Rinn, on a fact-finding mission to Nicaragua. Mr, Rinn tells the 
story of Santa Marta, an ancient east coast Miskito community whose language had never 
before needed a word for hurricane. They had never known a hurricane landfall. But in 
2007, Felix, a category five hurricane, slammed into the small village of Santa Marta 
almost wiping it out. Felix's fury was felt further south than any storm of its magnitude 
before. As weather patterns shift as a result of global climate change, the people of Santa 
Marta, and other indigenous peoples, are grappling to adapt to new realities for which 
they are unprepared. For the Miskito people, they could not even describe the new 
situation because their ancient language had never needed to before. If support for these 
communities to adapt to the changing weather patterns had been available it could have 
saved lives, property, and helped to alleviate the suffering that continues today. 

The international consequences of global climate change are impacting millions of 
people, and the faith community is united in our call to provide international adaptation 
assistance to protect and provide for the most vulnerable communities around the world. 
We urge the Committee to support the language included in the American Clean Energy 
and Security Act and ask for the following related legislative objectives to be included in 
this or any climate bill; 

(1) The funds should be appropriately targeted in terms of recipient countries; they 
should go to the "most vulnerable developing countries" and no more than 10% 
should go to any one country in any single year. 

(2) Local communities must be engaged in a participatory process through 
transparent mechanisms with adequate monitoring and evaluation. 

(3) The funds provided .should be in addition to current funding levels of official 
development assistance, 

(4) The funds should be appropriately targeted to adapting to climate impacts, 
including impacts related to drought, natural disa.sters, diseases, and migration. 

(5) Legislation should al.so enhance developing country efforts to reduce greenhouse 
gas emissions by reducing defore.station (and encouraging reforestation) and by 
transitioning to clean energy technologies. 

We in the U.S. have a moral responsibility to those in need in this global crisis. I would 
like to ask you to commit to providing substantial financial support of no less than $7 
billion per year to this desperate need. 

Thank you for the opportunity to testify on these important matters, for your time and for 
your consideration. 
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Mr. Markey. Thank you, Reverend, very much. 

The Chair now turns to recognize the gentleman from Wash- 
ington State, Mr. Inslee. 

Mr. Inslee. Thank you. 

Mr. McMackin, Michael and I have heen working on an effort to 
provide some security against joh leakage for some time. We intro- 
duced our bill in October. It has just been the last week or two we 
have heard about concerns from the oil refineries, which surprises 
me, frankly, that this is now arising. Have the oil refinery folks at- 
tempted to join your coalition or asked to be involved in your ef- 
forts? 

Mr. McMackin. No, Mr. Inslee. 

In some ways I guess I am not surprised in that it has always 
been seen as a unique case. The witness from ConocoPhillips yes- 
terday I think said it right. There were two studies. Those two 
studies may be outdated, but they indicated that the oil industry 
might be able to pass along these costs, unlike the other energy- 
intensive industries in our coalition. I do think it is a special case, 
and it ought to be treated specially, different than the provision for 
the energy-intensive trade-exposed industries. 

Mr. Inslee. I think there is good cause to believe they are in a 
different situation. That doesn’t mean we shouldn’t think about 
that, particularly small refiners. But I do think there is a different 
case. 

I want to ask Dr. Houser about this. You have written a book 
about this. And I think that there is a concern about treating them 
the same where they are different. Do you think that petroleum re- 
fineries are different from other energy-intensive manufacturing in- 
dustries from a job-leakage perspective? 

Mr. Houser. Sure. Thank you very much. 

First, I would say, in our analysis of the criteria as you have laid 
it out in the Inslee-Doyle provision, refineries do not qualify under 
either the energy-intensity or the carbon-intensity metric. So, in 
our assessment, energy cost as a share of shipment value for refin- 
eries is about 2.5 percent, and the cutoff line is 5 percent. At 2.5 
percent, there are a lot of other industries that no one would think 
of as being energy-intensive that are at that same line. 

The refineries have suggested that we look at still gas, which is 
not included in the purchase value, in the surveys that are outlined 
in the Inslee-Doyle provision. We did that, and even including a 
fairly high-priced assumption for still gas does not put refineries 
over the threshold to qualify. 

As Mr. McMackin said, the empirical studies that have been 
done in Europe ex-post looking at the impact of phase two of the 
EU emissions trading scheme on refineries found no evidence of 
leakage there. I guess the additional point that I would make is 
that the output-based nature of the rebating program that you 
have developed with Representative Doyle is to try to ensure that 
these goods that we need for a low-carbon future, like steel and 
glass, can still be manufactured here in the U.S. 

The goal of climate policy is to move away from fossil fuels. And 
so we don’t want an output-tied allowance for fossil fuels. It goes 
against the goal of the program. 
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Mr. Inslee. So the bottom line, even though we are all justifiably 
concerned about job leakage in any sector of our economy, you 
think there is a significant reason to distinguish the oil refineries 
from the energy-intensive manufacturers. Is that your statement? 

Mr. Houser. I think that is right. There may be legitimate com- 
petitiveness concerns that refineries face. I think that if they can 
demonstrate that, it should be dealt with under a separate provi- 
sion, not the output-based rebate. 

Mr. Inslee. Right. And I would suggest that if those special pro- 
visions have specific proposals, we hope they will come forward. Ac- 
tually, there is an ad hoc coalition for small business refiners that 
have made a proposal. We are happy to look at these proposals, but 
I think it is going to be a unique case, and it would require a spe- 
cific criteria in that regard. So we will be looking forward to any 
suggestions in this regard. 

I want to appreciate Reverend Smith’s comments. Reverend, just 
from a non-ecumenical standpoint, is there any faith that you are 
aware of, Buddhist, Hindu, Baptist, Catholic, for the full spectrum 
of human faith, is there any faith that you think non-action dealing 
with climate change would be really consistent with the sort of 
stewardship views of those faiths? 

Mr. Smith. Sir, I would say that I am unaware of any faith com- 
munity who would not want action taken to protect the one earth 
that we have. And I am aware of only concern within the faith 
community about climate change. 

Mr. Inslee. So this is one that, by taking action, fair to say, we 
might unite all the Creator’s children on this one. Is that about a 
fair statement? 

Mr. Smith. It is a fair statement. 

Mr. Inslee. We hope to do that. That will be another good reason 
to pass this bill. Thanks a lot. 

Mr. Butterfield [presiding]. Thank you very much, sir. 

At this time, the Chair recognizes the gentleman from Michigan, 
Mr. Upton. 

Mr. Upton. Thank you, Mr. Chairman. 

And I apologize for not being here for the testimony of all the 
witnesses. I do have a couple of questions, and hopefully the time 
won’t expire before I am done. 

Mr. Conway, I have two nuclear plants in my district, and we are 
hoping to add some reactors, thus adding jobs, in the future. And 
it is my understanding that the steelworkers are very supportive 
of additional nuclear across the country. 

And as you know, our energy needs are going to grow by about 
30 to 40 percent by the year 2030. Nuclear has no greenhouse gas 
emissions, thousands of jobs. When my two plants were built, 85 
percent of the components came from within the United States. 
Today they are looking at a new plant in Congressman Dingell’s 
district at the Fermi plant on the other side of the State from 
where I live. If they are successful in getting that reactor approved 
by the NRC, it is likely that 85 percent of the components are 
going to come from someplace else other than the United States. 

They are currently repairing a steel turbine at one of my facili- 
ties, 500 and some jobs while they are repairing it. It was made 
in Germany. Would the steelworkers support — this bill, as you may 
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know has nothing on nuclear in it. Would the steelworkers support 
adding a title to try and streamline the process to bring back nu- 
clear in maybe a little faster way than not, knowing that it will 
add lots of jobs? 

Mr. Conway. As you know, we have workers in that industry 
and work hard on behalf, on their behalf as well as everyone else. 
And we don’t believe that a comprehensive energy policy going for- 
ward excludes nuclear. And like everyone else, I guess we struggle 
with storage and issues like that. But we are not naive about that. 
So we would support anything that does that. 

More importantly, your discussion about the supply chain that 
centers around that facility and the manufacturing facilities that 
are around and located to it, we think that has been lacking in a 
lot of the discussion in creating a renewable sector in this country 
and that the country hasn’t Wilt out the manufacturing supply 
chain. So we would welcome it, and we would be glad to work with 
you on that. 

Mr. Upton. As much as I would like to see the issue of the dis- 
posal of high-level nuclear waste addressed in this bill, I confess 
that we probably — that is not a doable thing. 

Mr. Conway. I understand. 

Mr. Upton. But we can in fact streamline the process and I 
think switch the light from red to green. And your support would 
be helpful. And I think that it would be strongly bipartisan as we 
embark on that issue. 

I don’t know if you saw last week’s Washington Post, but there 
was a headline: “India Rejects Calls for Emissions Cuts. Officials 
Say Growth Will Be Compromised.” 

It goes on to say, no way that they are not going to participate. 

I know that it is in the interest of a number of members, I be- 
lieve Mr. Inslee and Mr. Doyle have an amendment that is going 
to be part of this that calls for a border adjustment so that we 
would, in essence, be able to have a tax on imported goods, steel 
is an example, from countries that don’t have a cap-and-trade pro- 
gram. If, however, the WTO rules that that is not compliant, would 
the steelworkers support an off-ramp or in essence the jettison of 
that provision? 

Mr. Conway. Look, we believe it is compliant with the WTO pro- 
visions. And I guess we would cross that bridge when we get to it. 
But we think that border adjustability doesn’t come into play if you 
are going to make your product the right way. And so, the way we 
view it, it is sort of like severance pay. You ask a company for sev- 
erance pay. If they are going to fight about it, they intend to lay 
off some people. If people are going to fight about border 
adjustability, you have to sort of worry about what their intents 
are going to be and the way they intend to make it. 

Right now they face steal expansion in China, 400, 500 million 
tons over the last decade. And If you think about it, it is the new- 
est steel production that has gone on in the planet, but still China 
emits 2.5, 3 times the U.S. steel industry. So it is easy to deduce 
that the best of statements may not match up with intentions. 

And one way to make sure that people are honest in a time of 
growth in nations like China and India is that there is a border 
adjustability. And if you make it the right way and you make it 
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clean, you don’t have to worry about it. But if you don’t, you would 
pay for it as if you had, and we — 

Mr. Upton. But if they rule it out, and Susan Schwab sent a let- 
ter last year to our committee saying that she didn’t think it would 
be WTO compliant, so let’s say the jury is out today; you have got 
evidence on both sides, but ultimately if they say thumbs down — 

Mr. Conway. Look, we are not particularly thrilled with every- 
thing the WTO says anyway. 

Mr. Upton. I know. 

Mr. Conway. I would not look to posit a position on that until 
we hear from them. 

Mr. Upton. I know my time has expired. 

Thank you, Mr. Chairman. 

Mr. Butterfield. Thank you. 

The Chair recognizes the gentleman from Oregon. 

Mr. Walden. Thank you, Mr. Chairman. I appreciate it. 

Mr. Butterfield. We have run out of Ds. Can you believe it? 

Mr. Walden. That is fine with me if you run out of Ds. Maybe 
we could do that more often, maybe when we vote. I am just kid- 
ding. 

Mr. Upton. Is it possible now to call up the bill? We can dispense 
with the bill quick. We can all catch our planes going home today 
and not worry about 

Mr. Walden. I am staying for tomorrow. I am reclaiming my 
time. 

Mr. Lane, would border tariffs and other trade measures moti- 
vate China to go along and impose stiff emission cuts? 

Mr. Lane. Sir, I don’t believe that they will, nor do I think that 
the prospect of updating subsidy provisions will have that effect. I 
think there is every reason for thinking that China and India will 
continue to resist imposing on their economies the cost of signifi- 
cant restrictions on greenhouse gases. And frankly, I don’t believe 
that there is anything that the United States and its government 
is able to do at reasonable cost to us, to ourselves, that will change 
their attitudes on that point. 

Mr. Walden. And do you think they are big enough and capable 
enough that they would just pay the tariffs anyway and probably 
just move on? 

Mr. Lane. They probably wouldn’t even have to. My own assess- 
ment would be that they would simply increase their exports to 
countries like Japan. 

Mr. Walden. Oh, and work around 

Mr. Lane. And change the geographic pattern of trade flows 
rather than actually reducing their exports at all. 

Mr. Walden. So your point is that these countries who don’t par- 
ticipate in a cap-and-trade scheme could get very creative and work 
around the tariffs anyway. 

Mr. Lane. Yes, very easily. 

Mr. Walden. Putting our workers at a disadvantage. 

Mr. Lane. I believe so. 

Mr. Walden. Costing us manufacturing jobs. 

Mr. Lane. And eliminating most of the point of greenhouse gas 
controls, because if they 
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Mr. Walden. Is it true that China is building two coal-fired 
plants basically a week? 

Mr. Lane. I have heard numerous figures. I don’t know whether 
it is one, two, or more, but they are clearly rapidly increasing their 
coal-fired electric capacity. 

Mr. Walden. I am going to ask this panel like I have I think 
every other panel that has been here. 

Have you all read the bill? Simple yes or no. 

Mr. Lane. 

Reverend Smith. 

Mr. Smith. No not in it is entirety. 

Mr. Walden. Mr. Diringer. 

Mr. Diringer. Not in its entirety. 

Mr. Walden. Dr. Houser. 

Mr. Houser. I read it. 

Mr. Walden. You are a good man. 

Mr. Conway. 

Mr. Conway. Not in its entirety. 

Mr. Walden. Mr. Wells. 

Mr. Wells. Not in its entirety. 

Mr. McMackin. All of the cap-and-trade title. 

Mr. Walden. I am talking about the whole bill. 

Mr. McMackin. No, sir. 

Mr. Walden. I guess I would ask you a question on page 527 of 
the bill, they have inserted a private right of action so that any in- 
dividual can sue anybody for enforcement, even for fairly de mini- 
mis emissions of carbon. 

And I am going to flip to that real quick because I want to know 
whether you support that provision of the bill because they define 
a harm that would include any effect of air pollution, including cli- 
mate change currently occurring or at risk of occurring, and the in- 
cremental exacerbation of any such effect or risk that is associated 
with a small incremental emission air pollutant, and then it goes 
on from there. And the person would only have to say they might 
be affected in the future. Do you support that private right of ac- 
tion in this legislation? 

Mr. Diringer. Mr. McMackin. 

Mr. McMackin. Yes, Congressman, our group is focused solely 
on the anti-leakage provisions. But I probably wouldn’t be going too 
far out on a limb to say we would have considerable problems with 
a private right of action that is that robust. 

Mr. Walden. Mr. Wells. 

Mr. Wells. As you have described it, no, I would not. 

Mr. Conway. No, I would need to read it more and understand 
it. 

Mr. Walden. Dr. Houser. Mr. Diringer. 

Mr. Houser. I would need to 

Mr. Diringer. I understand this is similar to standard provision 
and in many environmental statutes have played an important role 
in the enforcement of those statutes over the years. 

Mr. Walden. So you would support it? 

Mr. Diringer. I would have to look at the language. 

Mr. Walden. Reverend Smith. 

Mr. Smith. I am not familiar with the language. 
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Mr. Walden. Mr. Lane. 

Mr. Lane. Let me withhold final judgment while saying I am ex- 
tremely skeptical about anything that has so much potential for 
generating litigation. 

Mr. Walden. All right. I appreciate that. 

I want to go on to one of my favorite topics which is hydropower. 
I represent a district that has lots of dams along the Columbia 
River and gets most of its power, a good percentage of it at least, 
from the hydro system. 

Mr. Conway, I know steelworkers used to have aluminum plants 
in my district, or there were aluminum plants that had many of 
your members who relied very much on that hydropower for the 
production of aluminum. Those plants now are closed and gone. 
Does anybody on this panel think hydropower should not be consid- 
ered as a renewable energy source, Mr. Lane? 

Mr. Lane. No. 

Mr. Walden. Reverend Smith. 

Mr. Diringer. No. 

Mr. Walden. Dr. Houser. 

Mr. Conway. 

Mr. Conway. No. 

Mr. Walden. Mr. Wells. 

Mr. Wells. No. 

Mr. Walden. Mr. McMackin. 

Mr. McMackin. No. 

Mr. Walden. So you all believe hydro should be considered as re- 
newable. Okay. Good. 

Now, Mr. Wells, Dow Chemical, I want to ask you this question, 
if I vote and we enact a cap-and-trade system which necessarily 
raises energy costs, everybody else has testified that it will, will 
your company guarantee me you won’t chase cheaper energy for 
your manufacturing offshore? 

Mr. Wells. If the competitive provisions I have testified to are 
included in the cap-and-trade, and energy prices for trade-exposed 
and energy-intensive manufacturers stay competitive, no, we will 
not. We will go where the energy is competitive. And as the provi- 
sion — 

Mr. Walden. So you will go where the energy is competitive. 
And China and India would not be involved. Are you saying China 
and India have to be involved in this same scheme? 

Mr. Wells. For this bill to make sense for a trade-exposed and 
energy-intensive manufacturing, you would have to have those pro- 
visions that allows us to stay competitive from an energy perspec- 
tive with them. 

Mr. Butterfield. The gentleman’s time has expired. 

At this time, the Chair recognizes the Chairman emeritus of the 
full committee, Mr. Dingell. 

Mr. Dingell. Mr. Chairman, I thank you for your courtesy. 

I want to continue on the questions my colleague just finished. 
Going across, starting at your right and my left, if you please, gen- 
tlemen. Yes or no, are you content with the provisions of the bill 
that deal with countries such as India or China which do not have 
a cap of their own? Yes or no, please. 

Mr. Lane. No. 
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Mr. Smith. I believe the United States needs to be a leader. 

Mr. Dingell. I am sorry. 

Mr. Smith. I believe the United States needs to be a leader in 
this realm. 

Mr. Dingell. So you think it is good that they should not have 
a cap, and we should? 

Mr. Smith. No, Mr. Chairman. That is not at all what I say. I 
think the United States should be a leader. 

Mr. Dingell. Just yes or no. I don’t want a lot of toe dancing. 
Are you content with the provisions that deal with the United 
States but don’t deal with India and China? 

Mr. Smith. I am. Yes, sir. 

Mr. Dingell. You are. 

And you, sir. 

Mr. Diringer. Yes. 

Mr. Dingell. And you. 

Mr. Houser. I think they come pretty close. 

Mr. Dingell. And you, sir. 

Mr. Conway. No, not entirely. 

Mr. Dingell. Why? 

Mr. Conway. We think there is a transition period where our in- 
dustries who have to come up to speed ought to be rebated the full 
cost of compliance for a period of time and then go to an average 
sector. And so we think eventually it is there, but there is an ini- 
tial time period where we need it phased in and protect the jobs 
that we have. 

Mr. Wells. We are supportive of, again, the transition that it 
protects those industries that would be in competition with those 
places that do not have a cap. 

Mr. Dingell. And after the competition? 

Mr. Wells. Excuse me. 

Mr. Dingell. And after that time? 

Mr. Wells. If the transition — those protections would have to 
stay in place until places like China, India would have a similar 
situation. 

Mr. Dingell. Do you know that, or do you just hope? 

Mr. Wells. Through working with people like Mr. McMackin, we 
are comfortable with that, yes. 

Mr. Dingell. And you, sir. 

Our next panel member, please, are you satisfied with the provi- 
sions that deal with countries such as India and China which may 
or may not have a cap of their own, yes or no? 

Mr. McMackin. Yes, Mr. Chairman. 

Our group has been focused exclusively on perfecting the anti- 
leakage provisions to the extent possible. We believe those have to 
be a bridge to an agreement that leads to a situation where we 
have equalized costs with foreign producers. 

Mr. Dingell. Thank you. 

Now going across, same direction again, yes or no, is there any 
more that you would like to see in terms of protections for Amer- 
ican industry included in the legislation, yes or no, if you please? 

Mr. Lane. My answer would be yes. Principally in the form of 
controls on the overall costs of the bill. 

Mr. Dingell. And you, sir. 
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Mr. Smith. I would say, sir, that I am not familiar with those 
provisions within the bill because I am here specifically to speak 
about international adaptation. 

Mr. Dingell. Thank you. 

And you. 

Mr. Diringer. I would like to reserve judgment as I focus par- 
ticularly on the bill’s relation to international negotiations, and 
there may be other aspects of the bill with respect to your question 
that I would want to look at. 

Mr. Dingell. Next panelist. 

Mr. Houser. I feel like the phaseout portion of the bill could use 
a little bit more clarification. 

Mr. Dingell. And again, sir. 

Mr. Conway. We think it needs a border-adjustability provision 
at its onset and remains in place during the life of the under- 
standings. 

Mr. Dingell. Thank you. 

Next panelist. 

Mr. Wells. We would like to see the feed stock exemption for the 
chemical industry perfected a bit more. 

Mr. Dingell. And you, sir. 

Mr. McMackin. And, Mr. Chairman, we think the leakage provi- 
sion needs strengthened and some of the other provisions, as Dow 
has testified, like the non-emissive provisions, need better defini- 
tion. 

Mr. Dingell. Thank you. 

Gentlemen, I happen to think that Mr. Doyle and Mr. Inslee 
have done a good job of directing their attention to protecting 
trade-exposed industries in this legislation. 

Do you feel that the draft bill does an adequate job of protecting 
those industries, starting again if you please, sir, on your far right? 

Mr. Lane. I would say that it probably does a better job of pro- 
tecting those industries than it does of leveling the playing field for 
the U.S. economy as a whole. 

Mr. Dingell. Next panelist, please. 

Mr. Smith. I would say, sir, that that is not my specialty within 
the bill. 

Mr. Dingell. Thank you. 

Next panelist. 

Mr. Diringer. We are very comfortable with the general frame- 
work laid out in the bill. 

Mr. Dingell. Next panelist. 

Mr. Houser. Yes. 

Mr. Conway. Not quite. We think it is close. It needs some more 
refinement, as we have discussed earlier, on the border 
adjustability in the 100 percent rebate on compliance. 

Mr. Dingell. And our next panelist. 

Mr. Wells. As long as the protection stays in place until such 
time as there is an international level playing field, yes, we are 
comfortable. 

Mr. McMackin. It is an excellent structure, Mr. Chairman. A lot 
will depend on whether it is adequately funded with allowances. 
We think that would require between 850 and 900 million allow- 
ances a year. 
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Mr. Dingell. Mr. Chairman, you have been very courteous. 
Thank you. 

Mr. Butterfield. Thank you, Mr. Chairman. 

At this time, the Chair is going to recognize a member of the full 
committee. She is not a member of the subcommittee, but certainly 
she is welcome and recognized at this time for 5 minutes, the 
gentlelady from Tennessee. 

The members of the subcommittee will, obviously, have priority. 

At this time, the Chair recognizes the gentleman from Louisiana. 

Mr. SCALISE. Thank you, Mr. Chairman. 

We have heard some testimony from a few of you about oper- 
ations you have in other countries. I think, Mr. Wells, you talked 
about maybe 50 percent of Dow Chemical’s workforce is out of the 
country. What are some of the factors in deciding whether or not 
you are going to build a plant or expand a plant in the United 
States versus going to another country? 

Mr. Wells. Certainly the implications of the cost to the region, 
and for us, a large part of that is energy, as I have testified today 
and testified in front of this group before, and then certainly the 
closeness of the market; where is the market developing? When you 
apply those two things together, when you look at what has hap- 
pened to our industry, the U.S. chemical industry over the last say 
8 years, and you look at what energy prices have done, natural gas 
from 2002 to 2008 has gone up by nearly 500 percent. Chemical in- 
dustry has gone from being very positive, from a trade perspective, 
one of the highest in the country, to now we have a trade deficit. 

Mr. ScALiSE. So what are some of the top countries that you go 
to when Dow goes to another country as opposed to here? 

Mr. Wells. From an energy perspective, certainly the Middle 
East, where we can get our feed stocks, which are byproducts of the 
energy process, natural gas, byproducts of oil, so the Middle East 
is where we can get low cost, and of course, we are moving into 
the expanding markets, places like China, India. 

Mr. SCALISE. Do any of those countries that you have just men- 
tioned, do any of those have any kind of cap policy on greenhouse 
gases, specifically carbon? 

Mr. Wells. Not the ones that I mentioned, no. 

Mr. ScALiSE. And so, you know, some of us look at the bill, and 
of course, there are a lot of details that are left out. But one of the 
things, if we go back to President Obama’s actual budget that was 
passed by the House just a few weeks ago, his budget envisions 
raising about $640 billion from a cap-and-trade energy tax. So, 
clearly, whether or not the details are in the bill, and of course 
many of the details are not, on how this whole trading mechanism 
would work and who would get these free allowances, ultimately 
the President’s own budget says that they have got to come up with 
some kind of mechanism that raises $646 billion in new taxes, in 
essence. 

And so if a bill is going to come out of this committee, I hope a 
bill like the one presented does not, as I talked about earlier, the 
American Energy Act is a true alternative bill that we have pro- 
posed for comprehensive national energy policy that will fund the 
alternative sources of energy, create those new jobs, while also not 
running off the existing jobs we have and encouraging things like 
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clean coal, encouraging more nuclear power, which emits no car- 
bon. 

So there is another alternative out there, but the bill that we are 
discussing today clearly has a big cost, $646 billion. How would a 
company like Dow react if these new conditions come on, and you 
are not given the allowances you think you might be getting, and 
then you have got to make a business decision, as you have in the 
past, to keep those jobs in the United States or to move them to 
one of the countries that doesn’t emit or that doesn’t control emis- 
sions? Ultimately have y’all started making any of those decisions, 
or are you waiting for this bill to come out to see what you are 
going to do? 

Mr. Wells. If the bill — a bill that comes out is not looked at such 
things as carbon leakage, doesn’t handle such things as carbon 
leakage, the feed stock exemption is extremely important to the 
U.S. chemical industry, and then avoiding the dash to gas, as we 
have talked about many times; if a bill does not have those things, 
and it is safe to say what you have seen happen because of the ris- 
ing energy prices over the last decade would continue to happen, 
we would be exasperated by the climate change bill. 

Mr. SCALISE. Mr. Conway, in relation to the steelworkers, I am 
familiar with a steel plant that is proposed to be built. Right now 
it is proposed to be built in the United States, in fact in south Lou- 
isiana, but they are looking at two sites, they are looking at the 
United States, the south Louisiana facility, or Brazil, and they 
have made it clear now — a few months ago they pulled back on any 
decisions until they see what happens with cap-and-trade energy 
tax bill. And they said basically if this bill passes, they are going 
to build that plant, but they are going to build it in Brazil. 

And we are talking about a $2 billion investment, 700 good jobs, 
steelworkers, that would be created and that will be created, and 
the question is, will they be created in the United States, which 
has environmental controls already in place that are much better 
than Brazil, or will it be built in Brazil where they will not have 
the same controls and, in fact, if somebody is concerned about car- 
bon emissions, more carbon will be emitted if that plant is built in 
Brazil, yet passage of this bill will dictate whether those 700 jobs 
and the $2 billion investment go to Brazil; do you, when you are 
looking at that, especially as your workforce issues are going to be- 
come more concerned by legislation like this that would run some 
of these companies off, what are your thoughts on how that would 
affect employees in your industry? 

Mr. Conway. Congressman, we think there is much of that going 
on anyway, and if, in fact, the purpose of the bill is to try and re- 
duce carbon on a global basis, we understand that this leads to a 
global sectoral agreement where people across the world agree on 
what emissions ought to be in a sector. 

Mr. ScALiSE. Of course, countries like Brazil and, as we have 
heard earlier, China and India will not comply. 

Mr. Conway. A company in Germany, a German company, who 
is moving into Alabama, who intends to put up half a steel plant 
because it intends to run the other half of the plant in Brazil where 
it can emit a lot of carbon, and it will import slabs there; that 
doesn’t solve the carbon problem. And if what we are here to do 
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is try and solve the problem of carbon emissions, then we need that 
global sectoral agreement. And our position is, simply, until we 
reach it, we ought to treat the steel made in Brazil as if it were 
made the right way and the clean way, and that is what the 

Mr. ScALiSE. Of course, we know it has not, and those remedies 
are not in this bill, unfortunately. 

So I appreciate the gentleman’s time. I yield my time. 

Mr. Butterfield. At this time, the Chair will recognize himself 
for 5 minutes. 

Let me just take a moment to join my colleagues who have been 
discussing this today and say that I agree that it is critical that 
we must protect our industry and manufacturing base in this legis- 
lation. Without question, we must do that. 

And so I want to go on the record publicly thanking my col- 
leagues Jay Inslee and Mike Doyle for their hard work in devel- 
oping a plan. And to make sure that these jobs stay right here in 
America. 

In my district down in the eastern part of North Carolina, there 
are a number of different energy-intensive trade-exposed indus- 
tries, such as Nucor Steel, which is in a small town named Winton, 
North Carolina. That industry employs nearly 500 people, good- 
paying jobs, produces $2.8 million tons of steel plate from recycled 
scrap each year. These are the kinds of jobs that we can ill afford 
to lose in a district where 21 of 23 counties have more than double- 
digit unemployment. 

And so I want to thank these two gentlemen for their work as 
well as the other members of the committee. I also want to thank 
all of you for your testimony today. Specifically, I want to address 
this to Mr. McMackin. 

Do I understand from your testimony, sir, both your testimony 
today and back in March, that you think that allocating 15 percent 
of allowances should be sufficient to support the eligible trade-ex- 
posed industries? 

Mr. McMackin. Yes, Congressman, with this footnote: That 15 
percent, which was the same number that was in the original Ins- 
lee-Doyle bill, same number which by the way was in the Senate 
in the Brown-Stabenow amendment, was based upon the number 
of allocations in the Lieberman-Warner bill, about $5.7 billion. The 
annual allocations in this bill are a little lower, so, actually, I think 
the math comes out to about 16 percent. 

Mr. Butterfield. I understand that you believe that the prob- 
lem at hand can adequately be solved with using free allocation to 
eligible trade-exposed industries and that, as you write in your tes- 
timony, the draft has adopted a structure that can really work. Is 
this correct? 

Mr. McMackin. That is right. Congressman. 

Mr. Butterfield. Let me now speak briefly to Pastor Smith. 

Thank you for your testimony and for your work in general. 
Thank you so very much. 

Can you. Pastor, briefly paint a picture for us about how money 
to a country like Zimbabwe provides security for that country as 
well as our country? 

Mr. Smith. Sir, many of us are aware of the situation in 
Zimbabwe currently where we have millions of people now that 
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face famine. We have civil unrest in places. It is really a dangerous 
cocktail when you mix famine and poverty with a government 
which is nondemocratic. When we add the issue of climate change 
in that, it really becomes quite difficult because what was pre- 
viously the breadbasket of Africa then creates an unstable situation 
continent-wide in this kind of a situation, because what ends up 
happening is the investments that we have made in the past in de- 
velopment essentially gets wiped out. 

And so when we create opportunities for international adaptation 
through funding through this Congress, what we do is we ensure 
an investment today helps us keep countries like Zimbabwe able to 
continue to feed their people, able to participate in a global eco- 
nomic system, able to resist nefarious groups that may try to go in 
and co-op a very difficult situation in the country. And ultimately, 
it also helps to secure the investments that we have made through 
the NGO community and USAID in the past years in order to lift 
that country out of the desperate situation it finds itself in. 

Mr. Butterfield. Thank you. 

Finally Mr. Wells, do you concur with the 15 percent assessment 
by your colleague to the left, you think that would be sufficient? 

Mr. Wells. Yes, as a member of his organization, yes. 

Mr. Butterfield. So 15 percent, you want to go on record say- 
ing — 

Mr. Wells. With the caveat that he has already talked about, 
yes. 

Mr. Butterfield. Thank you. 

The Chair yields back the balance of his time. 

Now we will go to the gentlelady from Tennessee, a member from 
the full committee, Mrs. Blackburn. 

Mrs. Blackburn. Thank you, Mr. Chairman, and I will try not 
to take all 5 minutes. 

I do appreciate being recognized, and I appreciate that you all 
would be here. 

I tell you it is fascinating listening to your responses. I think I 
would like to hear from you on some questions after you all have 
had an opportunity to read the bill and weigh back in with us at 
that point. 

Dr. Houser, I wanted just to ask you, my district, I have got, I 
am in Tennessee, have a lot of rural area, ag offsets that EPA 
would be able to structure under this bill. They would had have 
pretty broad discretion on structuring those ag offsets, and when 
we talk about competitiveness and global competitiveness, I am cu- 
rious what your opinion is on how EPA should go about handling 
the agricultural offsets that they will be able to put in place, and 
also if you think that the imposition of cap-and-trade will diminish 
the competitiveness of the American agricultural community. 

Mr. Houser. I think it is an important point to bring up, to 
think about how this bill impacts competitiveness more broadly. 
And agriculture is obviously an important sector there. 

Offsets, domestic agricultural offsets, are important for several 
reasons, primarily because they will help reduce the cost of the bill. 
The EPA assessment of the Waxman-Markey bill that came out 
earlier this week shows that international offsets and domestic off- 
sets will have a lot of the same cost benefits, reduce the cost for 
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compliance for the climate bill by half So domestic agricultural off- 
sets will play an important role there. 

To the extent that agricultural entities are not capped them- 
selves, so they don’t face direct domestic compliance costs, but are 
recipients of offset investments, then that agricultural industry will 
have a competitive advantage vis-a-vis its counterparts in other 
countries, because it has no direct compliance cost but is receiving 
some offset 

Mrs. Blackburn. But do you see this driving up the cost of our 
domestic food supply, of our domestic yarn and clothing supply? 

Mr. Houser. Fossil fuels in the economy will — the price of fossil 
fuels will certainly increase. The increase in the EPA economic as- 
sessment was fairly modest, but it will certainly increase. So then 
the question is, how quickly can we improve efficiency so that an 
increase in energy prices doesn’t translate into an overall increase 
in energy costs? 

Dow Chemical has spoken to how, over the past 18 years, they 
have reduced the energy intensity of a unit of production 38 per- 
cent. That type of improvement in agriculture and manufacturing 
is possible and is spurred on by a carbon price. So we can have 
higher energy prices and not higher energy costs. It just all comes 
down to efficiency. 

Mrs. Blackburn. How long do you think it takes us to get to the 
efficiency that would allow them to be competitive. 

Mr. Houser. I think that the rate of improvement that compa- 
nies like Dow and the U.S. steel industry has demonstrated over 
the past decade, they have improved efficiency faster than the cur- 
rent bill would reduce emissions, so just on a business-as-usual 
trend, they are outpacing what the increase in energy price would 
be. So I am optimistic that other sectors of the economy have that 
ability as well. 

Mrs. Blackburn. Okay. Thank you. 

I will yield back. 

Mr. Markey [presiding]. Great. I thank the gentlelady. 

Let me give each one of you 30 seconds, tell us what you want 
us to know as we are putting together this legislation over the next 
several weeks. You have got 30 seconds each, give us your closing 
point that you want us to remember. 

We will begin with you, Mr. Lane. 

Mr. Lane. Thank you, Mr. Chairman. 

I guess the single point that I would emphasize is that, as long 
as the cost of the bill is so high because of the speed of the emis- 
sions reductions, it is bound to have a negative impact on the U.S. 
economy. 

Mr. Markey. Thank you, Mr. Lane. 

Thirty seconds a piece. 

Reverend Smith. 

Mr. Smith. Mr. Chairman, I think the one thing that I would 
want to leave the committee with is the need to have very realistic 
numbers within the bill specifically on international adaptation 
funding and knowing that any funding we put today towards adap- 
tation is investment in the future. And I believe and many of our 
coalition believe that $7 billion is the very minimum where we 
need to start. 



683 


Mr. Markey. Okay. Thank you. 

Mr. Diringer. 

Mr. Diringer. The prospects for an agreement in Copenhagen 
will he greatly enhanced if Congress can provide some certainty as 
to the U.S. ability to help fund technology deployment and adapta- 
tion efforts internationally. 

Mr. Markey. Thank you. 

Dr. Houser. 

Mr. Houser. That the competitiveness issues that we are talking 
about here today are manageable and can be dealt with affordably 
in the context of an economy-wide cap. 

Mr. Markey. Thank you. 

Mr. Conway. 

Mr. Conway. That we would be naive to believe that the rest of 
the world that produces products will voluntarily reduce their car- 
bon on their own without a border-adjustability mechanism. 

Mr. Markey. Thank you. 

Mr. Wells. 

Mr. Wells. We have the ability here to do a real win-win. We 
can work on solving this problem at the same time maintaining the 
competitiveness of U.S. manufacturers. 

Mr. Markey. Mr. McMackin. 

Mr. McMackin. On the leakage problem for energy-intensive 
trade-exposed industries, the bill has an excellent structure by 
adopting the Inslee-Doyle structure. The key will be adequate fund- 
ing of that provision through allowances. We think that would be 
about 850 to 900 million allowances a year. 

Mr. Markey. Thank you, Mr. McMackin. 

Thank you to all of you. I subscribe to Mr. Conway’s philosophy 
here that we must act in ways that deal with human nature, even 
as it is reflected in other nations’ behavior, and we must ensure 
that as we act in a way that is responsible, that we don’t expose 
ourselves to other actions which will be irresponsible. And we must 
ensure that we construct this legislation in a way that guarantees 
that American workers are not affected adversely because we have 
not dealt with the reality of the fact that nations and human 
beings think the same and the proper protections must be built in 
to ensure that there are no innocent victims that we are creating. 

So thank you so much. We will now, with thanks from the com- 
mittee, request that you remain available over the next several 
weeks so we can continue to consult with you. 

And we will then move on to the final panel. Thank you. 

Welcome, ladies and gentlemen, to our third panel today. This is 
a very, very important set of issues we are about to discuss. 

We will begin with our first witness. Dr. Howard Gruenspecht. 
He is Administrator of the U.S. Department of Energy’s Energy In- 
formation Administration. He has worked extensively on electricity 
policy issues and economy-wide energy modeling for 25 years. He 
is a friend of this committee, a source of information on an ongoing 
basis. 

We welcome you back. Doctor. If you could move that microphone 
in, we would appreciate it. And whenever you are ready, please 
begin. 
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STATEMENTS OF HOWARD GRUENSPECHT, ACTING ADMINIS- 
TRATOR, UNITED STATES ENERGY INFORMATION AGENCY; 
DAN W. REICHER, DIRECTOR, CLIMATE CHANGE AND EN- 
ERGY INITIATIVES, GOOGLE; DIAN M. GRUENEICH, COMMIS- 
SIONER, CALIFORNIA PUBLIC UTILITIES COMMISSION; 
JAMES L. ROBO, PRESIDENT AND CHIEF OPERATING OFFI- 
CER, FPL GROUP; GREGORY P. KUNKEL, VICE PRESIDENT 
OF ENVIRONMENTAL AFFAIRS, TENASKA, INC.; DAVID G. 
HAWKINS, DIRECTOR OF CLIMATE PROGRAMS, NATURAL 
RESOURCES DEFENSE COUNCIL; EUGENE M. TRISKO, ON BE- 
HALF OF THE UNITED MINE WORKERS OF AMERICA; JONA- 
THAN BRIGGS, REGIONAL DIRECTOR OF THE AMERICAS, HY- 
DROGEN ENERGY INTERNATIONAL L.L.C.; JAMES KERR, 
PARTNER, McGuire woods LLP, FORMER COMMISSIONER, 
NORTH CAROLINA PUBLIC UTILITIES COMMISSION; JAY 
APT, EXECUTIVE DIRECTOR, CARNEGIE MELLON ELEC- 
TRICITY INDUSTRY CENTER, ASSOCIATE PROFESSOR, CAR- 
NEGIE MELLON UNIVERSITY 

STATEMENT OF HOWARD GRUENSPECHT 

Mr. GRUENSPECHT. Thank you, Mr. Chairman and members of 
the committee. I appreciate the opportunity to appear before you 
today to discuss the Energy Information Administration’s analysis 
of the renewable electricity standard, or RES, program in Title I. 

Mr. Markey. Could I just interrupt you for one second? It is like 
being in Yankee Stadium, and all of a sudden in walks Lou Gehrig 
or in walks Mickey Mantle. And in walks Bobby Garcia, the former 
great Congressman from the State of New York. So it is so great 
to see you. 

Mr. GRUENSPECHT. I grew up in New York, also. 

Mr. Markey. So it is like being in Cooperstown when one of the 
all-time greats walks in. 

We will start all over again. 

Mr. GRUENSPECHT. Well, Mr. Chairman, thank you again. 

I appreciate the opportunity to appear before you today to dis- 
cuss the Energy Information Administration’s analysis of the re- 
newable electricity standard, or RES, program in Title I of the 
American Clean Energy and Security Act’s discussion draft. 

EIA is the independent statistical and analytical agency within 
the Department of Energy that produces objective, timely, and rel- 
evant data projections and analyses to assist policymakers, help 
markets function efficiently, and inform the public. We do not pro- 
mote, formulate, or take positions on policy issues; and our views 
should not be construed as representing those of the Department 
of Energy or the administration. 

Since I appeared before the committee 2 months ago, EIA has 
updated its Annual Energy Outlook reference case to reflect enact- 
ment of the American Recovery and Reinvestment Act, or ARRA, 
which provides significant new Federal funding, loan guarantees, 
and tax credits to stimulate investments in renewable energy. The 
potential impact of the ARRA provisions on the projected use of re- 
newable generation is large enough that an analysis of the RES 
that did not include ARRA in the reference case could provide mis- 
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leading results, and we do include it in this analysis here that I 
will discuss. 

The RES proposal sets a target of 25 percent of coverage sales 
of electricity in 2025 and heyond be provided by eligible renewable 
energy. However, because of exemptions provided to small sellers 
and to sales of electricity from certain generation sources and the 
possibility that credits for qualified State energy efficiency pro- 
grams could be used to meet a portion of the RES requirement, the 
amount of eligible renewables as a share of total electricity sales 
required to comply with the RES would be lower than the nominal 
target. 

EIA modeled two RES policy cases for this analysis. One case as- 
sumes that the maximum level of efficiency credits, up to one-fifth 
of the RES target in any given year, are claimed, while the other 
case that assumes that States cannot qualify for or elect not to use 
efficiency credits. 

Turning now to some of the main results from our analysis. 

Power sellers will turn to a mix of renewable fuels to comply 
with the RES. In absolute terms, the key fuels are projected to be 
biomass and wind, but other renewable fuels, including solar and 
geothermal, are also projected to grow significantly in percentage 
terms. 

The higher renewable generation stimulated by the RES leads to 
lower coal and natural gas generation. The increased use of renew- 
ables stimulated by the RES also leads to lower electricity sector 
carbon dioxide emissions. Electricity sector carbon dioxide emis- 
sions in 2030 are between 7 percent and 12 percent below the ref- 
erenced case level in the two RES cases. 

Given the amount of eligible renewable generation projected in 
the referenced case, the RES is not expected to affect national aver- 
age electricity prices until 2020. As the required RES share in- 
creases to its maximum value in 2025, the value of the RES credits 
increases and the impacts on national average electricity prices be- 
come evident. 

The projected peak effect on national average electricity prices is 
between 2.7 percent and 2.9 percent in our two RES cases. Because 
of regional difference in electricity and market structure. State 
RES requirements, and the different availability of resources in dif- 
ferent areas, price impacts may vary by region, as shown in my 
written testimony. 

The quantitative results I have just discussed reflect the mod- 
eling analysis of the RES provisions on a standalone basis. We rec- 
ognize that the RES could have significant interactions with other 
programs in the chairman’s discussion draft. Eor example, in pre- 
vious analyses, EIA has generally found that a cap-and-trade pro- 
gram for greenhouse gases leads to significant growth in the use 
of renewable energy for electricity generation, which becomes more 
attractive when the cost of using fossil fuels goes up. 

To the extent that the proposed cap-and-trade program induces 
more renewable resources than required by a concurrent RES pro- 
posal, one might expect RES compliance costs to be reflected in the 
value of carbon dioxide allowances. Therefore, adding our stand- 
alone estimates of the cost of an RES to a standalone estimate of 
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a cap-and-trade program cost would overstate the project combined 
costs of implementing the two programs concurrently. 

In contrast, an energy efficiency resource standard which can re- 
duce or eliminate projected growth and electricity load and, there- 
fore, the need for additional generation capacity makes it more 
likely that a given RES target will require that generation from 
new eligible renewable capacity replace generation from existing 
capacity rather than from other types of new capacity. The cost 
penalty associated with backing out existing capacity whose capital 
cost has already sunk is typically much larger than the cost pen- 
alty associated with backing out alternative types of new capacity. 

Mr. Chairman and members of the committee, this concludes my 
testimony. I would be happy to answer any questions you might 
have. 

Mr. Markey. Thank you, Mr. Gruenspecht, very much. 

[The prepared statement of Mr. Gruenspecht follows:] 
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Mr. Chairman, and members of the Committee, I appreciate the opportunity to appear 
before you today to discuss the Energy Information Administration’s (EIA) analysis of 
the renewable electricity standard (RES) program included in Title I of the American 
Clean Energy and Security Act (ACESA) discussion draft issued by Chairman Waxman 
and Chairman Markey at the end of March 2009. 

EIA is the independent statistical and analytical agency within the Department of Energy. 
We are charged with providing objective, timely, and relevant data, analyses, and 
projections for the use of the Congress, the Administration, and the public. Although we 
do not take positions on policy issues, we do produce data and analyses to help inform 
energy policy deliberations. Because we have an element of statutory independence with 
respect to this work, our views are strictly those of EIA and should not be construed as 
representing those of the Department of Energy or the Administration. 

Baselines and Targets for Considering the RES in the ACESA Discussion Draft 

Since I appeared before the Committee two months ago, EIA has updated its Annual 
Energy Outlook 2009 (AE02009) reference case to reflect the enactment of the American 
Recovery and Reinvestment Act (ARRA) in mid-February 2009.' ARRA provides 
significant new Federal funding, loan guarantees, and tax credits to stimulate investments 
in energy efficiency and renewable energy. The potential impact of the ARRA 
provisions on the projected use of renewable generation is large enough that an analysis 
of the RES program in the ACESA discussion draft that did not include ARRA in the 

' Several other changes, including updates to near-term world oil prices, reinstatement of the Clean Air 
Interstate Rule, and final action on Corporate Average Fuel Economy standards for model year 2011, are 
also incorporated in the updated reference case. 
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reference case could provide misleading results. The updated reference case, which is 
documented in a report and model results available on EIA’s website, is therefore used as 
the baseline for EIA’s analysis of Title 1 of the ACESA discussion draft. Figure 1 
compares the projected use of nonhydro renewables in the updated reference case and the 
reference case published in March 2009, which does not include ARRA. 

Because of provisions in the discussion draft that exempt small electricity sellers and 
sales of electricity from certain generation sources, such as existing hydroelectric power 
and municipal solid waste (MSW), from coverage by the RES, as welt as provisions that 
may allow credits for qualified State energy efficiency programs to satisfy up to 20 
percent of the RES requirement, the share of eligible renewables required to comply with 
the RES will be tower than the nominal target. Figure 2 illustrates the derivation of the 
amount of renewables as a share of total electricity sales required when these exemptions 
and credits are taken into account. While the nominal share in 2025 is 25 percent, 
exempting the small retailers lowers the effective target to 22 percent of total electricity 
sales. The effective target is lowered further to 2 1 percent when the generation from 
hydroelectric power and municipal solid waste is removed from the sales baseline. If 
States are able to, and elect to, take full advantage of the energy efficiency credits, the 
effective share of renewables required could drop to approximately 17 percent of total 
electricity sales. Figure 2 also shows the use of RES-eligible renewables in the updated 
reference case, illustrating that the RES program targets in the ACESA discussion draft 
do not exceed the projected use of renewables until about 2020, with the exact date when 
the program is expected to become binding depending on the extent to which efficiency 
credits are used for compliance. 
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Since the baselines for and details of the yet-to-be-established Energy Efficiency 
Resource Standard (EERS) program are unknown, the extent to which States would have 
access to efficiency credits for purposes of the RES is not clear. In order to assess how 
different outcomes regarding the application of efficiency credits might affect the 
projected impacts of the RES, EIA modeled two RES policy cases. The RES with Full 
Efficiency Credits (RESFEC) case assumes that the maximum level of efficiency credits, 
up to one fifth of the credits in the target in any given year, are claimed. This is reflected 
as a 20-percent reduction in the applicable target for eligible renewable generation. The 
RES with No Efficiency Credits (RESNEC) case assumes that States cannot qualify for, 
or elect not to use, efficiency credits. 

The quantitative results discussed in this testimony reflect modeling analysis of the RES 
provisions in the ACESA discussion draft on a standalone basis. Other proposed 
measures in the ACESA discussion draft, notably the EERS and a cap-and-trade program 
for greenhouse gas emissions, could interact with the RES and significantly alter its 
incremental impacts. A qualitative discussion of these linkages is provided following the 
discussion of the standalone RES modeling results. 

Impact of an RES on the Generation Mix and Electricity Prices 

Power sellers will turn to a mix of renewable fuels to comply with the RES, as shown in 
Figure 3. In absolute terms, the key fuels are projected to be biomass and wind, but 
other renewable fuels including solar and geothermal are also projected to grow 
significantly in percentage terms. 
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Most of the projected increase in wind generation is due to existing State RES programs 
and the passage of ARRA. This occurs in both the reference case and the RES cases. 
Total wind generation in the two RES cases is projected to increase from 32 billion 
kilowatthours in 2007 to between 208 billion kilowatthours and 249 billion kilowatthours 
in 2030. Total biomass generation increases from 39 billion kilowatthours in 2007 to 
between 438 billion kilowatthours and 577 billion kilowatthours in 2030 in the two RES 
cases. 

The higher renewable generation stimulated by the RES leads to lower coal and natural 
gas generation. In the two RES cases, eoal generation ranges between 182 billion 
kilowatthours (8 percent) and 257 billion kilowatthours ( 1 1 percent) below the reference 
case level. Similarly, natural gas generation in the two RES cases in 2030 is between 55 
billion kilowatthours (6 percent) and 150 billion kilowatthours (15 percent) below the 
level projected in the reference case. 

Given the amount of eligible renewable generation projected in the reference case, the 
RES is not expected significantly to affect national average electricity prices until after 
2020. As the required RES share increases to its maximum value in 2025, the value of 
RES credits increases and impacts on national average electricity prices become evident. 
The peak effect on national average electricity prices is 2.7 percent in the RESFEC case 
and 2.9 percent in the RESNEC case. The effect on national average electricity prices 
then falls, as the impact of the RES requirement on the cost of coal and natural gas, fuels 
whose use is reduced by added renewables, is increasingly reflected in electricity prices. 
By 2030, electricity prices are projected to be little changed from the reference case in 
both RES cases, with 2030 prices less than 1 percent higher than in the reference case. 
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There may be significant regional variation in price impacts, resulting from both 
differences in renewable resource availability and cost, as well as differences in how 
those costs are allocated to consumers. Projected regional price impacts are discussed 
later in the testimony. 

Because of the level of renewables projected in the reference case, renewable credit 
prices are zero in the early years of the RES program. Credit prices turn positive around 
2020, rise to the 5-cent-per-kilowatthour cap in 2024, and then start to fall a few years 
before 2030. 

Impact of an RES on Carbon Dioxide Emissions 

The impact of an RES on carbon dioxide emissions largely depends on the fuels and 
generators being displaced-carbon dioxide reductions arc significantly larger when coal 
is displaced than when natural gas is displaced. Certain renewables, such as biomass co- 
firing at existing plants, directly displace coal use. Other increases in renewable 
generation will generally displace the marginal (most costly) generation source that 
would otherwise be used to meet customer load whenever the renewable generation 
source is available. In EIA’s standalone analysis of the RES program included in the 
ACESA discussion draft, the increased use of renewables stimulated by the RES leads to 
lower electricity sector carbon dioxide emissions. Electricity sector carbon dioxide 
emissions in 2030 are between 195 million metric tons (7 percent) and 306 million metric 
tons (12 percent) below the reference case level in the two RES cases. 
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Regional Impacts of an RES 

Compliance with RES targets can vary significantly by region. Although all regions 
provide some significant fraction of their required renewable generation from in-region 
sales, some tend to over-comply, and thus are able to sell credits to other regions, and 
other regions tend to under-comply, and need to purchase credits to achieve compliance. 
Several factors contribute to a region’s overall tendency to be a net Renewable Electricity 
Credit (REC) importer or exporter, including: 

• Cost and availability of renewable resources - regions with low-cost and/or abundant 
resources may be able to comply more economically or to a greater extent than other 
regions. Some regions may also be able to access lower cost resources in an adjacent 
region, with additional investment in transmission improvements. 

• Cost of alternative generation options - regions that rely on more expensive 
conventional generation options, such as natural gas, will see reduced compliance 
costs, even with relatively expensive or limited renewable resources, since REC 
prices are a function of the spread between the cost of the renewable and the cost of 
the displaced generation. 

• State incentives for renewable generation - some regions may have state RES 
requirements in excess of the net Federal requirement for that region, and as a result 
will necessarily over-comply with the Federal RES. 

Because of regional differences in electricity market structure, state RES requirements, 
and ability to utilize resources, regional compliance surpluses or deficits may have 
differing price impacts, as shown in Figure 4 for the RESNEC case. (A map of the 
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regions is shown in Figure 5.) There is a similar distribution in rate impacts across 
regions for the RESFEC case. In regions dominated by traditional cost-of-service 
regulation, the net cost increases or decreases from RES compliance are generally passed 
through to consumers; in regions with more open electricity market structures, these 
changes in costs will only be passed through to consumers to the extent that market 
forces allow, and will otherwise by absorbed by the industry. In cases where one region 
may be building dedicated renewable energy resources in an adjacent region, costs and 
benefits may be shared between the two regions, since the host region will realize the 
local economic benefits such as employment and land-owner payments - but also local 
costs such as any undesirable land-uses. The ownership region will receive any net 
proceeds from the operation and sale of renewable energy credits, and price impacts will 
tend to be in the ownership region. 

Interactions Between the RES, the EERS, and the Cap-and-Trade Program for 
Greenhouse Gas Emissions in the ACESA Discussion Draft. 

ElA’s modeling of the RES in the ACESA discussion draft was a standalone analysis that 
did not consider interactions with other key programs in the ACESA discussion draft. 
While EIA cannot develop an integrated analysis until we are able to develop clearer 
insights into how some of the other ACESA programs would actually be implemented, 
interactions among the elements of ACESA could be significant. 

In previous analyses of economy-wide policies to limit or reduce emissions of 
greenhouse gases, EIA has generally found that a cap-and-trade program leads to 
significant growth in the use of renewable energy for electricity generation, which 
becomes more attractive when the cost of using fossil fuels goes up Where there are 
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multiple targets that can be satisfied with the same energy resources and projects, the 
target that drives the highest use of those particular resources will generally absorb all of 
the incremental costs from those resources, making compliance with the non-binding 
target appear to be costless. To the extent that the proposed cap-and-trade program 
induces more renewable resources than required by the concurrent RES proposal, one 
might expect a reduction in incremental RES compliance costs, since those costs would 
already be reflected in the value of carbon dioxide allowances. 

In contrast, an EERS, which reduces or eliminates projected growth in electricity load,, 
and therefore the need for additional generation capacity, makes it more likely that a 
given RES target will require that generation from new eligible renewable capacity 
replace generation from existing capacity rather than from other types of new capacity. 
The cost penalty associated with backing out existing capacity, whose capital cost is 
already sunk, is typically much larger than the cost penalty associated with backing out 
alternative types of new capacity. The EERS in the ACESA discussion draft calls for a 
15 percent reduction in load relative to the EERS baseline between 2012 and 2020, with 
further reductions beyond 2020 to be established through a rulemaking process. 

Although the relationship between the EERS baseline and the updated AE02009 
reference case is far from clear, projected electricity demand growth in the updated 
AE02009 reference case, before application of an EERS, is only about 1 .0 percent per 
year from 2008 through 2030. If the EERS program in fact leads to a significant 
reduction in projected demand growth relative to the updated AE02009 baseline, many 
regions would likely have little if any need for new capacity, so new generation from 
eligible renewables required to meet the RES target would be backing out generation 
from existing capacity. 
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Mr. Chairman and members of the Committee, this concludes my testimony, 1 would be 
happy to answer any questions you may have. 


10 



697 


Figure 1. \on-ft>dr<H'k>efrk' Mcnewable Generation 
(hiliion kiliiu.'stfhours) 

600 
500 
400 
300 
200 
100 
0 

J 2007 2010 2013 2016 2019 2022 2025 2028 

'Smjfcc' Ihv&r^y hiibmiation Admimsiiaikin. Hatkma! Mo^i^ Sy^«n runs STtMULUS.OO'^ I iirsd 

NOSTIMIS{-»4H09A 




Figure 2. 'Storfi' of Renewables Required Under the RES in the ACES A draft 
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Figure 3. GeBerati»ii by Fn«l 
(billion kilowatthours) 
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figure 4. Percent Change in Electricity Price by Region - RESNEC Case Relative to 
Bcfcreace Case 
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Mr. Markey. Our next witness is Dan Reicher. He is Director of 
Climate Change and Energy Initiatives at Google. He was pre- 
viously cofounder of the New Energy Capital Corporation and 
served as Assistant Attorney General for Environmental Protection 
for Massachusetts. So we thank you for being here. 

STATEMENT OF DAN W. REICHER 

Mr. Reicher. First, I want to applaud the subcommittee’s work 
on this path-breaking and comprehensive bill. 

I will make three points in my opening statement related to the 
renewable energy standard, energy project finance, and energy in- 
formation. 

First, Mr. Chairman, the renewable energy standard in the bill 
is technically and economically achievable. Our Nation has more 
than adequate renewable energy resources to meet the RES. With 
continued technological advances and policy support, they become 
more cost effective every day; and by implementing the RES in con- 
junction with the energy efficiency resource standard, we can dra- 
matically cut the need to add additional generation. 

In my testimony, I highlight what may be the sleeping giant of 
renewable energy. Enhanced geothermal systems, or EGS, uses a 
common technique in the oil industry to fracture hot rock deep 
below the Earth’s surface. Water is injected into the rock, where it 
is heated to produce steam and then piped to the surface to gen- 
erate electricity. A 2007 MIT study found that just 2 percent of the 
heat below the Continental U.S. between 3 and 10 kilometers is 
equivalent to over 2,500 times total U.S. annual energy use. 

At Google, we have mapped the EGS resource State by State; 
and I would like to submit the 50-State map for the record, Mr. 
Chairman. 

Our calculations show that just 2 percent of the EGS generation 
potential in South Carolina is almost two-thirds of current gener- 
ating capacity. In Texas, it is double. In Arkansas, it is triple. In 
Maine, it is quadruple. In Oregon, it is nine times; in Idaho, 32 
times its existing capacity. And, Mr. Chairman, only half jokingly, 
if the Big Dig in Boston had been vertical instead of horizontal, we 
might be powering a good chunk of Massachusetts using EGS. 

The beauty of EGS is that it provides baseload generation 24 
hours a day. The U.S. once led in EGS technology, but leadership 
is now in Australia, where commercial projects are under construc- 
tion, and Europe, where demonstration projects at the megawatt 
scale are already operating. We have a chance to catch up, thanks 
to $400 million for geothermal in the stimulus legislation. 

In addition to adopting an RES, the House should look at pro- 
viding a credit multiplier for baseload technologies like EGS. The 
House should also authorize and appropriate significant Federal 
support for EGS for R&D beyond the stimulus. I would also sug- 
gest, Mr. Chairman, an oversight hearing on this potentially trans- 
formational technology. 

Turning to my second point, the legislation we are considering 
does not directly address a critical issue in advancing our clean en- 
ergy economy, increasing access to capital for the deployment of lit- 
erally trillions of dollars worth of clean energy products that will 
be essential to meeting our climate and energy goals, including an 
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RES and EERS. Last week, Senators Bingaman and Murkowski 
jointly released the discussion draft of a bill that would create the 
21st Century Energy Technology Deployment Administration, or 
CEDA. I know Congressman Inslee has also been advancing this 
concept, and Congressman Van Hollen introduced a separate pro- 
posal. 

The mission of CEDA would be to encourage wide-scale deploy- 
ment of clean energy technologies, particularly those that are per- 
ceived as too risky by commercial lenders but with high potential 
to address our environmental, economic, and security challenges. 

Moving a technology from small pilot project to full commercial- 
scale plan is often the point at which many promising energy tech- 
nologies die. We call it the “Valley of Death”. I urge the committee 
to consider incorporating the CEDA approach into the legislation 
we are considering today in order to address this critical problem. 

My third and final point involves improving access to energy in- 
formation. With a national RES and EERS, Congress should also 
ensure that electricity consumers, large and small, have a more ac- 
curate picture of their electricity usage as well as the source and 
mix of their power. Congress should work to ensure that utilities 
provide consumer access to energy information through smart me- 
ters and other dividers and as near real-time as possible. 

President Obama has talked about how the smart grid funding 
in the stimulus bill could support the installation of as many as 40 
million smart meters. However, draft guidance issued by the DOE 
on the smart grid program may discourage large-scale smart meter 
deployments. Congress should push DOE to support large invest- 
ments in smart meter deployments and ensure consumer access to 
data. 

Finally, I would like to urge the subcommittee to work with the 
new administration to determine how the Energy Information Ad- 
ministration could play a much more vital role in providing con- 
sumers and businesses with critical energy information. 

For example, with a national RES and EERS, the Federal Gov- 
ernment will need to collect data at an unprecedented level in 
order to ensure compliance. Congress should ensure that EIA has 
timely access to critical data to gauge progress on key clean energy 
programs. This will require an extension of EIA’s role and an in- 
crease in its funding. 

Thank you very much. 

Mr. Markey. Thank you, Mr. Reicher, very much. 

[The prepared statement of Mr. Reicher follows:] 
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statement of Dan W. Reicher 
Director, Climate Change and Energy Initiatives 
Google 

to the Subcommittee on Energy and Environment 
United States House of Representatives 
Legislative Hearing on the American Clean Energy and Security Act of 2009 

April 23, 2009 


Chairman Markey, Ranking Member Upton and Members of the Subcommittee, my name is 
Dan Reicher and I am pleased to share my perspective on the discussion draft of the 
American Clean Energy and Security Act of 2009 (ACES). 

I serve as Director of Climate Change and Energy Initiatives for Google.org, a unit of Google 
which has been capitalized with more than $1 billion of Google stock to advance technology, 
policy and investment in the areas of climate change and energy, global poverty and global 
health. At Google we have been working to lower the cost and increase the deployment of 
renewable energy through our Renewable Electricity Cheaper than Coal (RE<C) Initiative 
and also to accelerate the deployment of plug-in vehicles through our RechargelT Initiative. 
We are also developing a smart grid product called PowerMeter which will facilitate near 
real-time monitoring of home energy use. Additionally, we have been working to increase 
energy efficiency and use of clean power at Google data centers and offices in the US and 
other countries. 

Recently I served on President Obama's transition team where I helped with the 
development of the stimulus package for clean energy. 

Prior to my position with Google, I was President and Co-Founder of New Energy Capital, a 
private equity firm funded by Vantage Point Venture Partners and the California State 
Teachers Retirement System to invest in clean energy projects. New Energy Capital has 
made equity investments and secured debt financing for ethanol and biodiesel projects, 
cogeneration facilities, and a biomass power plant. Prior to this position, I was Executive 
Vice President of Northern Power Systems, one of the nation's oldest renewable energy 
companies. Northern Power has built almost one thousand energy projects around the world 
and also developed path-breaking energy technology. 

Prior to my roles in the private sector, I served in the Clinton Administration as Assistant 
Secretary of Energy for Energy Efficiency and Renewable Energy, the Acting Assistant 
Secretary of Energy for Policy, and Department of Energy Chief of Staff and Deputy Chief of 
Staff. 

I have been asked by the Committee for my views on two aspects of ACES; the proposed 
national Renewable Energy Standard and the smart grid section of the bill, I also will 
provide my thoughts on two critical aspects of advancing our clean energy economy: how to 
improve access to capital for clean energy projects and access to energy information for 
consumers. 
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A. National Renewable Energy Standard 

Google strongly supports the adoption of a significant national renewable energy standard 
(RES), following the lead of 28 states that have already set such requirements. Title 1 of the 
ACES legislation mandates that 25% of electricity sold by U.S. retail electric suppliers will be 
supplied by renewable energy and energy efficiency by fiscal year 2025. Qualified 
renewable energy technologies include geothermal, wind, solar, biomass, marine, 
hydrokinetic, landfill gas, and qualified hydropower. For every megawatt hour generated 
from qualified technologies, the retail electric supplier receives one Federal Renewable 
Energy Credit (REC). Distributed generation sources receive three RECs for every megawatt 
hour generated. Retail electric suppliers must meet RES percentage requirements starting 
at 6% in 2012 ramping to 25% by 2025. Federal energy efficiency credits can count for 
20% of the mandated quota in any year. The act also mandates the Secretary of Energy 
establish Federal Renewable Energy and Energy Efficiency Credit Trading Programs. 

We believe that the ACES RES provision, implemented well and in conjunction with other 
policy measures, should be relatively practical and cost-effective to achieve. The Google 
energy team developed a more aggressive scenario last fall called "Clean Energy 2030," 
which provides a potential path to generating about two-thirds of US electricity from 
renewables, while cutting oil use for cars by 44%. The remainder of electricity generation 
would be provided by nuclear and natural gas generation. Importantly, under the Google 
scenario, investment in energy-efficient technology would keep electricity 
demand (Including an increase due to plug-in electric vehicles) flat at the current level 
rather than it growing 33%. 

According to our estimates, such a massive build-up of capacity (including additional 
transmission lines and back-up generation) would cost about $2 trillion over 22 years, but 
there are significant savings in avoided fuel costs and new fossil generation capacity. 
Together, these changes would reduce C02 emissions by 2,800 million metric tons in 2030, 
nearly half of today's total energy-related emissions from all sectors. Additional savings 
would be garnered by Improving the efficiency of the personal vehicle fleet. Altogether, the 
Clean Energy 2030 proposal reduces US C02 emissions 49% below the baseline projection, 
while creating nearly 9 million jobs and saving the US economy $800 billion. 

Google believes that the proposed RES is an important tool for accelerating renewable 
energy technology development, lowering energy costs for consumers, reducing harmful 
carbon emissions, and improving energy security. Portfolio requirements like the RES 
provide clear market signals for policy makers, utilities, investors, researchers and 
entrepreneurs. Existing state requirements have definitely promoted renewables but a 
national standard - designed and implemented well - could do much more to increase 
renewables deployment and do so at lower cost by taking a comprehensive and long-term 
approach. 

For the RES to have the maximum desired carbon impact, it must be designed and 
implemented to reflect the realities of how energy is produced and consumed in the United 
States. Today, coal fired power represents over 50% of U.S. electrical generation and 84% 
of greenhouse gas emissions from the entire electric power sector. Nearly 70% of U.S. 
electrical generation is what is known as "baseload power" - generated primarily from coal 
as well as nuclear facilities. Baseload power is the minimum generation that utilities must 
constantly keep online to meet demand. Baseload technologies need to be highly reliable, 
be available most of the time (i.e. "high capacity factor"), and low cost. 

One of the biggest challenges in moving from our current electricity infrastructure - built 
largely on baseload fossil-based electricity - to one largely based on renewables. Is 
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managing the increased variability inherent in a system with large-scale reliance on wind 
and solar power. We believe this transition can be successfully accomplished. First, 
geothermal and biomass power provide baseload energy output. Hydropower does as well 
during large periods of the year. Solar energy is not baseload but its output closely follows 
the daily demand curve in most areas, and with a few hours of thermal storage to provide 
some dispatch control, concentrating solar can be made to follow the afternoon peak load 
almost exactly. Wind, while less predictable than other forms of renewable power, can be 
made less variable by combining outputs from several geographically dispersed locations. 
Predictive weather modeling can also make it easier to integrate wind into generation 
planning. And the grid itself can be made more responsive to changing levels of generation 
capacity through the use of advanced demand management, electricity storage, and other 
elements of a smart grid infrastructure. 

1. Credit Multiplier for Baseload Technologies - Incentivizing Green Baseload Power 

Providing a credit incentive in the RES for baseload technologies could directly address the 
baseload challenge and enhance the carbon reduction impact of the RES. One approach 
might be to allow qualified baseload technologies to receive additional renewable energy 
credits. The ACES proposal already includes a credit for distributed generation, with sources 
such as roof-top solar receiving three RECs for every megawatt-hour generated. To ensure 
the baseload credit has the desired impact of bringing more megawatts of baseload 
renewable power online, but does not unduly dilute the RES, it might be capped at a specific 
level. 

A baseload incentive would increase the value of the renewable baseload megawatt-hour for 
utilities when entering into power purchase agreements with project developers, thereby 
improving the business case, especially for earlier stage technologies. This credit could also 
increase the carbon reduction impact of the RES by incentivizing technologies with good 
capabilities to replace coal-fired power, such as biomass, geothermal, solar thermal with 
multi-hour storage, and wind with storage. Additionally, the credit could ease adoption of 
the RES in regions with higher cost baseload renewable options. 

If structured properly, an RES can incentivize renewable baseload electricity. For instance, 
''capacity credits" are already established products which allow generators to directly 
monetize availability. One alternative could be an REC multiplier built around these capacity 
credits. Various alternatives should be examined more fully. Whatever the specific 
approach, we believe that a baseload incentive incorporated into the RES could help further 
reduce carbon emissions, improve grid operations, drive innovation in a key area, and 
increase the overall success of the RES. We urge the subcommittee to take a serious look 
at this proposal and we will work with the subcommittee to develop it further. 

2. Energy Efficiency Resource Standard - A Critical Complement to an RES 

The Chairman's draft recognizes that there is substantial opportunity to dramatically cut 
electricity demand and increase the efficiency of the US economy, thus driving down the 
need to deploy additional generating resources. ACES Title 11, Subtitle D provides for an 
Energy Efficiency Resource Standard (EERS) which sets efficiency resource targets for 
electricity and gas suppliers over the period 2012-2020. An EERS would be a critical 
complement to an RES in advancing clean energy deployment rapidly and cost effectively. 

Under an EERS, suppliers would be required to obtain energy savings from customer 
facilities and distributed generation installations in amounts equal to designated 
percentages for base year energy sales of electricity and natural gas. The requirement is 
phased in over time and builds on policies now in place in a number of states including 
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California, Texas, Vermont, Connecticut, Nevada, Hawaii, Pennsylvania, and Colorado 
designed to cut the growth in electricity demand through energy efficiency. Eligible energy 
savings measures include efficiency improvements to new or existing customer facilities, 
distributed energy technologies and combined heat and power systems, and recycled 
energy from a variety of defined commercial and industrial energy applications. 

The EERS is a compelling complement to an RES. An EERS moderates demand growth so 
that RES targets can actually reduce fossil fuel consumption. In the Google Clean Energy 
2030 Plan, energy efficiency deployment reduces projected electricity demand 33%. This is 
the equivalent to about 175,000 megawatts of coal generation or several hundred plants. 

By moderating demand growth through an EERS and accelerating dean generation through 
an RES, we can slow and begin to decrease carbon emissions in the utility sector, while we 
work to Implement comprehensive controls on climate emissions. Congress should support 
this complementary EERS-RES approach as a major down payment on reducing carbon 
emissions. As a technical matter, we also suggest the subcommittee consider how to 
harmonize the requirements of the proposed EERS, with provisions of the RES that allow 
efficiency measures to count for up to 20 percent of the mandate. 

3. Improving Support for Advanced Geothermal 

There are several attractive renewable energy technologies with the potential for large-scale 
US deployment. Wind and solar clearly represent significant resources and there is 
substantial potential in the various applications of biomass. A technology with vast potential 
- and until recently little support - could be the real sleeping giant. 

Enhanced Geothermal Systems (EGS) use hydraulic stimulation, a commonly used 
technique in oil and gas production, to increase the permeability of hot rock deep below the 
surface. Water Is injected into the rock, where it is circulated and heated to produce steam, 
then piped to the surface to spin a turbine. With EGS, geothermal reservoirs can be 
"manufactured" to very large scale, thus breaking geothermal out of the traditional size 
limitations of naturally occurring geothermal systems. While the resource of naturally 
existing geothermal reservoirs is relatively limited and concentrated in the Western U.S., 
the resource of high temperature rock capable of supporting power production with EGS is 
truly gigantic and can be found nationwide. A 2007 study by the Massachusetts Institute of 
Technology (MIT) found EGS to be a highly promising technology. The study concluded that 
just 2% of the heat below the continental U.S. between 3 and 10 kilometers depth (1.8 to 
6.2 miles) is equivalent to over 2,500 times total U.S. annual energy use. Estimates of 
generation potential from EGS in the lower 48 states range from over 500,000 megawatts 
(U.S. Geological Survey) to over 12,400,000 megawatts (MIT). For perspective, the total 
installed generating capacity of coal power in the U.S. is around 330,000 megawatts, and 
around 1,000,000 megawatts for all technologies. 

EGS, like conventional geothermal - and coal - provides baseload generation 24 hours a 
day, year round. This allows EGS to directly replace coal capacity on the grid making it a 
particularly effective climate technology. EGS is currently in its early phase of 
commercialization. EGS leadership is centered in Australia and Europe where governments 
have provided significant research support, developed successful demonstration projects, 
and have established supportive policies to accelerate commercialization. The US once led in 
this technology and now has a chance to regain its lead as a result of $400 million for 
geothermal technologies, including EGS, in the recent stimulus legislation. Additionally, the 
Energy Independence and Security Act of 2007 (EISA) authorizes up to $95 million annually 
for geothermal technologies though FY09 appropriations for geothermal were set at $44 
million. 
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Google believes this technology has such promise that we have taken several steps to help 
advance EGS including making maps of the EGS resource by state available in Google Earth, 
making over $10 million in investments in EGS-related companies, helping to advance 
federal policy work, and raising public awareness of the technology. We're pleased that 
Energy Secretary Steve Chu, prior to his appointment, helped make the compelling case for 
EGS in a YouTube video. 

For EGS to play a major role in electricity supply, it must be demonstrated at the same or 
greater scale as conventional commercial geothermal. DOE's current annual appropriations 
and demonstration project solicitation guidelines are insufficient to support multiple 
demonstration projects of this scale. Congress should appropriate the amount authorized 
under EISA and expand that authorization in ACES to aggressively pursue EGS and other 
advanced geothermal technologies such as co-produced fluids and geo-pressured 
geothermal. 

EGS presents a great opportunity in clean energy - and could be an important climate 
solution. Now is the moment for the United States to regain its leadership in geothermal 
technology. 


B. Advancing the Smart Grid 

Google strongly supports a national commitment to building a smart grid. At Google we are 
working to advance the smart grid on several fronts: 

• Over the last year, our engineers have developed a simple and secure software tool 
called Google PowerMeter. This free product will give consumers a means to draw data from 
their utility via a smart meter or from in-home devices to see their own home electricity 
consumption In near real time, on their computer or cell phone. We expect to launch this 
product shortly. 

• We have developed a fleet of plug-in hybrid-electric vehicles that have provided 
significant public data on fuel efficiency under driving conditions that simulate common US 
driving patterns. Lately, we have been working on "smart charging" of plug-in vehicles, with 
a particular focus on the software that could enable large numbers of cars to be effectively 
integrated into the electric grid. 

• We are also exploring how we might help accelerate the integration of smart appliances 
and other equipment to cut energy use and reduce peak load. 

• And we have launched a partnership with General Electric to advance clean energy 
policy in Washington with a particular focus on the smart grid. 

Overall, we believe we need to develop the smart grid in a way that spurs Innovation, drives 
competition, and supplies maximum information to consumers. We must develop and 
deploy smart grid technology in a manner that empowers consumers with greater 
information, tools and choices about how they use electricity, including access to real-time 
energy information. And energy information should be made available based on open non- 
proprietary standards to spur the development of products and services to help consumers 
save energy and money. 

The 2007 Energy Independence and Security Act (EISA) took a number of steps to advance 
the development of a smarter US grid. ACES adds a couple more provisions. We have 
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reviewed these smart grid provisions and have the following comments: 

1. Peak Demand Reduction 

Section 143 of ACES requires utilities to publish peak demand reduction goals by specified 
dates and develop specific plans to meet the goals through various mechanisms including 
energy efficiency, demand response, smart appliances, smart storage devices, distributed 
generation, pricing mechanisms and by other means. 

This provision could help to further encourage the wide-spread deployment of residential 
smart meters and accompanying technologies that enable users to monitor and automate 
power use and thereby improve the ability to cut peak demand. A study conducted by the 
Department of Energy's Pacific Northwest National Laboratory (PNNL) gave customers 
access to energy consumption information, broken down by appliance, every fifteen minutes 
and allowed them to program their water heaters and thermostats to respond to changes in 
electricity prices. Participants in the PNNL study received cash when they operated their 
household loads in collaboration with the needs of the grid by reducing their energy usage 
at times of peak energy demand. Over the year of the study, peak load on the grid was 
reduced by approximately 15 percent and consumers saved approximately 10 percent on 
their electricity bills over the previous year. Based on these results, the authors determined 
that if all customers nationwide engaged in reducing peak loads, peak electricity prices 
would be substantially reduced and approximately $70 billion in new generation, 
transmission, and distribution systems could be avoided, with the savings passed along to 
ratepayers. 

2. Accelerate Smart Appliance Deployment through Energy Star Designation and 
Efficiency Standards Criteria 

Section 142 of ACES would encourage DOE and EPA to provide Energy Star designation for 
products that incorporate smart grid technologies and capabilities. And ACES section 213 
would allow the Secretary of Energy, in setting appliance efficiency standards, to consider 
smart grid technologies or capabilities incorporated into a covered product that increase 
energy efficiency. We support both of these provisions. Providing the Energy Star label for 
smart appliances and equipment would boost consumer interest in these and accelerate 
utility deployment of smart grid capabilities. And expanding the criteria used to set 
appliance efficiency standards to include products incorporating smart grid technologies and 
capabilities would accelerate the deployment of smart air conditioners, dish washers, 
thermostats, computers, and other appliances and equipment. 


C. Improving Access to Energy Information 

Mr. Chairman, ACES is a highly complex piece of legislation that will launch scores of new 
climate and energy-related programs. At the same time, recent stimulus legislation provides 
unprecedented funding for clean energy. Critical to the successful implementation of both of 
these programs will be the timely collection, analysis and distribution of energy information 
for consumers, business and government. We suggest the committee look at two related 
aspects of this imperative. First, how do we improve consumer access to energy 
information? Second, how could we improve the role and expand the resources of the 
Energy Information Administration, particularly with the backing of the new Administration 
and its focus on improved government transparency and advanced information technology. 

1. Improve Consumer Access to Energy Information 
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With national performance standards for renewable energy and energy efficiency in the form 
of an RES and EERS, we should ensure that electricity users - large and small - have a 
more accurate picture of their electricity supply mix. The subcommittee should explore ways 
to ensure that information on electricity usage, as welt as the source and mix of their 
power, is made readily available to electricity users, so that they may act appropriately. 

To access energy information in greater detail, homes must be equipped with smart meters 
or consumer-installed energy monitoring devices. Smart meters are a key part of the smart 
grid and will enable utilities to provide better service and a more robust electricity delivery 
system, in addition to enabling consumer access to information. However, installing smart 
meters does not automatically mean that consumers will receive better information about 
their electricity usage. Utilities should be encouraged to ensure great consumer access to 
energy information in as near real-time as possible. 

The recent stimulus legislation provides an opportunity to get started. The $4.5 billion 
included for smart grid is an extraordinary opportunity to begin transforming our electricity 
grid to one that empowers consumers with more information and tools to manage their 
electricity while creating jobs in the process. The President has indicated that these funds 
could support the installation of as many as 40 million smart meters. However, draft 
guidance issued by the Department of Energy on the Smart Grid Investment Grant (SGIG) 
program discourages, rather than encourages, large scale smart meter deployments. The 
draft guidance would cap the size of grants at $20 million, which would dilute the 
expenditure of the funds. Smart meter deployments on a large scale by an individual utility 
must be done in the hundreds of thousands or millions and can cost hundreds of millions of 
dollars. The price caps proposed by DOE should be raised to support large infrastructure 
investments. DOE should also state how it intends to meet the 40 million smart meter goal 
set by the White House. Finally, the subcommittee should encourage DOE to use this 
program to give consumers better information and tools to manage their energy use -- the 
draft guidance makes no mention of how the program will help consumers realize the 
benefits of the smart grid. 

2. Improve the Role and Expand the Resources of the EIA 

The Energy Information Administration could play a much more vital role in providing 
individual consumers and businesses with critical information that could advance our 
nation's economic, security and environmental goals. EIA analyses are already relied upon 
for everything from EPA EnergyStar benchmarking for building efficiency, to Bureau of Labor 
Statistics reports, to HHS/HUD distribution of low-income assistance. States and private 
industry are likewise dependent on these surveys for a variety of purposes. 

More timely and targeted information is required not just to inform public policy decisions, 
but to analyze the impact of policy and technology changes on U.S. energy consumption at 
a level of detail not contemplated by current EIA methodologies. This is especially the case 
now when changes in domestic energy infrastructure brought about by a combination of 
market forces and technology-forcing federal initiatives may be at a tipping point. 

EIA itself proposed a number of ideas that would improve the quality of its data and bolster 
its relevance to consumers and States in its January 2009 report to Congress. These 
include, for example: 

• Creation of a state data Application Programming Interface (API), to provide 
stakeholders' more timely direct access to energy Information. This initiative would require 
database upgrades, and allow EIA to take the first step toward developing a global energy 
navigator; 


7 



709 


• User-generated state energy mapping capability. This initiative would again require 
additional computing capacity, but would provide for additional geospatial analysis of 
relevant infrastructure, renewable resource potential and other data of interest; and 

• Evaluation of alternative sources of data for end-use estimates. Given the agency's 
perennial budget constraints, EIA could explore alternative means of data collection, 
including from commercial sources and via inter-agency collaboration. 

This last proposal may have the most immediate potential. In coming months, the 
Department of Energy will provide billions in stimulus funding to state and local 
governments for weatherization, efficiency projects, smart grid programs and matching 
grants, R&D, and other clean energy efforts. These initiatives provide potentially rich 
sources of data on a range of clean energy projects, if EIA is enlisted to assist in tracking 
their efficacy. Not only would carving out a significant role for EIA enhance the transparency 
of stimulus spending in these areas, it might provide the agency valuable experience in 
tracking efficiency as a resource— a concept that has bedeviled EIA and its development of 
measurement tools to date. 

Likewise, with a national RES and EERS, the Federal government will need to collect data at 
a previously unprecedented level, in order to ensure compliance. Providing EIA timely 
access to aggregated data of this nature could provide additional visibility over key 
renewable energy and efficiency-related developments. And with cap-and-trade legislation, 
EIA would need to model carbon allowance and offset markets, their interrelation with 
commodity pricing across the energy complex, and what all of this means to end-use 
consumers. 

Congress, working with the new Administration, should expand EIA's role and increase its 
funding to advance these and other critical national climate, economic and environmental 
goals. We stand ready to help in this process. 


D. Expanding Federal Support for Clean Energy Finance 

The ACES legislation does not directly address a critical issue in advancing our clean energy 
economy; increasing access to capital for the deployment of literally trillions of dollars worth 
of clean energy projects that will be essential to meeting our climate and energy security 
goals, including the requirements of a national RES and EERS and related transmission and 
smart grid infrastructure. 

Last week Senators Bingaman and Murkowski jointly released a discussion draft of the 21st 
Century Energy Technology Deployment Act (CEDA). And earlier this month Representative 
Van Hollen introduced the Green Bank Act of 2009. I also want to recognize the important 
work Representative Inslee has been pursuing on the clean energy finance front. I want to 
urge the committee to address the critical need for federal investment In clean energy 
generation, efficiency and transmission projects. 

The good news Mr. Chairman is that there is a broad array of clean energy technologies that 
have been developed with government and private sector investment that could address our 
many energy-related challenges. The not so good news is that investment in the actual 
deployment of these technologies - "steel in the ground" as we say in the project 
investment world - is inadequate. And with the current economic crisis investment has been 
become even more challenging as companies like Lehman Brothers, AIG and Wachovia, 
which were active in clean energy investment, have left the field. 
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The federal government should provide financial support to the private sector to help move 
immature and often higher risk technologies to the market - and from there to commercial 
scale. The bill that Senate Energy Committee Chairman Bingaman and Ranking Member 
Murkowski recently released for public comment would be a major step in this regard. 

The mission of the Clean Energy Deployment Administration (CEDA) would be to encourage 
deployment of clean energy technologies that are perceived as too risky by commercial 
lenders but with high potential to address our environmental, economic and security 
challenges. The problematic moment of moving a technology from a small pilot project to a 
full commercial-scale plant is often the point at which many promising energy technologies 
falter - and a significant number die. In the clean energy technology industry we call it the 
"Valley of Death". Bankers are generally reluctant to provide a loan for a project involving a 
technology that has not been proven at commercial scale. The bankers are critical, 
however, because a commercial-scale energy project can often cost hundreds of millions or 
billions of dollars, generally beyond the capacity or interest of venture capital investors who 
have often advanced the technology through pilot scale. 

Mr. Chairman, the Valley of Death looms large. Failing to bridge it has cost us serious 
progress on many clean energy technologies from wind, solar, and geothermal, to biofuels 
and efficiency. In some cases investors from other countries have stepped into the breach 
and the technology has advanced but we have lost the tax and employment benefits of a 
company based in the U.S. CEDA would use a portfolio investment approach in order to 
mitigate risk to taxpayers and would work to become self-sustaining over the long term by 
balancing riskier investments with revenues from other services and less risky investments. 

CEDA would provide various types of credit to support deployment of clean energy 
technologies including loans, loan guarantees and other credit enhancements as well as 
secondary market support to develop products such as clean energy-backed bonds that 
would allow less expensive lending in the private sector. CEDA would also assume 
responsibility for DOE'S current loan guarantee program. 

CEDA would be an independent administration within DOE, like the Federal Energy 
Regulatory Commission. It would be governed by a Board of Directors and an Administrator, 
all of whom would be appointed with the advice and consent of the Senate. CEDA will also 
have a permanent Technology Advisory Council to advise on the technical aspects of new 
technologies and to set goals for the administration. 

The Bingaman-Murkowski proposal obviously comes in the midst of an economic crisis. But 
it Is precisely at this moment - when clean energy projects so vital to our economy, 
environment and security are facing increasing difficulty getting financed - that the 
mechanism Senator Binagaman and Murkowski propose is so important. This is especially 
the case for projects involving innovative technologies with higher associated risk - the very 
technologies that may well hold the keys to addressing the climate crisis, our oil 
dependence, a deteriorating electric grid and also provide a major stimulus to the faltering 
economy. 

I strongly urge the Committee to take a serious look at how clean energy technologies will 
navigate the Valley of Death and give strong consideration to the Bingaman-Murkowski 
proposal - and also analyze the Van Hollen bill - as it develops comprehensive climate and 
energy legislation. Failure to provide federal support for clean energy finance would 
jeopardize the development of clean energy projects on a scale and in a time-frame 
necessary to confront the climate crisis and our energy security challenges. 
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Finally, feeding all our progress on clean energy deployment must be robust R&D. The 
federal government has played a prominent role in decades past in launching critical 
technologies from fossil and nuclear to renewables and efficiency. In recent years federal 
support for clean energy R&D has waned and with it US leadership in key technologies. The 
stimulus bill provides an important boost for clean energy but only a modest fraction is 
oriented toward R&D. If we are to really “crack the code" on clean energy - driving it to a 
point where it is fully cost competitive and ready for massive deployment - we must make a 
renewed commitment to significant and sustained federal R&D funding. We stand ready to 
help with this critical task. 
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Mr. Markey. Our next witness, Dian Grueneich, has been Com- 
missioner of the California Public Utilities Commission since 2005. 
She is a nationally recognized expert on energy and environmental 
issues. And, to be honest with you, the reason I have asked her to 
come here today is because she is the only witness I have ever 
heard who knows how to make energy efficiency sound exciting. So 
since I have heard her do it before, I thought I would give her an- 
other chance. 

So welcome back. 

STATEMENT OF DIAN M. GRUENEICH 

Ms. Grueneich. Thank you so much. I would love to be talking 
on energy efficiency. I have slipped it in a little bit, but I am actu- 
ally here today on transmission, renewables and 

Mr. Markey. Transmission needs even more work to sound excit- 
ing. 

Ms. Grueneich. I will start with my first promo. 

We are building transmission in California. We are building it to 
make renewables. If California, with all of our environmental rules 
and all of our environmental activists, can do it, everywhere in the 
country can do it. 

This is the Tehachapi Wind Project. It is under development; 
and, when finished, it is going to bring 4,500 megawatts of wind 
into the transmission grid. So there we go, if that is exciting. 

But, getting back, let me, first of all, thank you for having me 
today. I am speaking on my own behalf, but I also bring greetings 
from Mike Peevey, who is President of our Commission. He has re- 
viewed my testimony and wanted to make sure that I passed on 
that he personally feels very strongly about these remarks as well 
and agrees with them. 

Let’s start with renewable energy. As Dan Reichert just said, 
there really is no question that the United States is blessed with 
renewables. This is not a question that we don’t have the re- 
sources. It is not a question that we don’t have the technical capa- 
bility. It is a question of political will to make it happen. That is 
the very good news. 

As of January of this year, 33 States have RPSs or renewable 
goals, 33 States. At the State level, what we are waiting for is the 
national renewable standard. It will make a dramatic difference in 
our ability if we can have as a Nation all the States, all the utili- 
ties moving ahead. 

In California, we have a 20 percent renewable standard, but our 
Governor has now signed an executive order to have our State get 
to 33 percent renewables by 2020, and our legislature is now con- 
sidering the bills to codify it. If California can set our goals at 33 
percent, again, the rest of the country really can get to the levels 
that we are talking about in this bill. 

There is some really smart flexible items in the bill on renew- 
ables. One of the items that Dan talked about was the part that 
you can meet your renewable provisions through energy efficiency. 
In a pure world, you probably wouldn’t do that. You would prob- 
ably just say go with renewables. But this is a bill, in my mind, 
that is really trying to make this workable. Every State can do en- 
ergy efficiency. We need to make sure that that provision is sen- 
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sible, that it is not just a loophole hut it lets the States that may 
he farther removed from renewables really come in and go after the 
renewables section. 

Another part that I think is very creative that we frankly hadn’t 
thought of in California, but I have now talked with our legislators 
and suggested they think about it, is the provision that says that 
you can have a credit of three times the renewables if you do local 
distributed generation. That is a really smart thing to put in the 
bill, because what it does is that when you are building renewables 
out to the areas like the Tehachapis, believe me, it takes years to 
plan and permit and finance and build those transmission lines. 
But when you can instead look to do renewables right in your 
neighborhood, I mean, you can put solar photovoltaics on the roof- 
tops of Costcos and Wal-Marts. You can have people in the neigh- 
borhood start to say we will even make it in the our own homes 
on our roofs. And when you give it a three times credit, in my 
mind, we can have some States who have never even had renew- 
ables before start to become the leaders. And I hate to say put Cali- 
fornia and Texas to shame, but that is what we may start hap- 
pening by some of these very creative provisions in the bill. 

Let me turn to transmission planning quickly. The interesting 
thing about the bill is the most important provisions on trans- 
mission planning are not in the transmission planning section. 
These are the provisions that make it a sensible way to do trans- 
mission planning. They are the energy efficiency provision. They 
are the renewable electric portfolio standard. They are the en- 
hancement of the smart grid. They are the focus on distributed 
generation. All of those are the factors that let you reduce the need 
for transmission. Because we don’t build transmission just to have 
transmission lines. We build transmission because it carries elec- 
tricity. 

By having in this bill the fundamental building blocks that make 
you look at an entire system that will minimize how much trans- 
mission you need, you have got it right. This is in many ways the 
best way that I have seen looking at electricity in 30 years because 
you have put in place those building blocks that say when you are 
doing transmission planning you are actually doing it in the con- 
text of a very sensible approach. 

The other thing that I will say about transmission is that it di- 
rects FERC to take into account all of these demand side aspects 
when they have an expanded role in transmission planning. That 
is absolutely critical. If Congress is going to give FERC or any 
other agency at the Federal level a larger role in transmission, and 
particularly in transmission planning, it is essential to have in 
there the provisions that they must look at the demand side. In 
fact, I think that the bill should go further and direct FERC in all 
of its decisions with regard to transmission, including approving 
transmission investment, that it does not discriminate against the 
demand side or against distributed generation. 

Let me just end with the smart grid, that I think that again it 
has got it right. The one part that I would add would be to have 
some provisions that provide increased technical assistance to the 
States. Smart grid is going to happen, because there are thousands 
of decisions that government and the private sector are going to 
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make. What you heard from Dan about an increasing the informa- 
tion available, that is critical. But we are all going to need much 
better technical assistance, and that would help. 

The very last thing that I will say is to thank you very much for 
letting me testify today. 

Mr. Markey. Thank you very, very much. 

[The prepared statement of Ms. Grueneich follows:] 
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INTRODUCTION 

Chairman Markey, Ranking Member Upton, and Members of the Subcommittee: 
Thank you for your invitation to testify today. My name is Dian Grueneich and I am a 
Commissioner at the California Public Utilities Commission. I was appointed to the 
Commission in 2005 by Governor Schwartzenegger and I bring over 30 years of 
experience in energy and environmental issues to my service on the Commission. In my 
four years at the Commission, I have served as the lead commissioner on a number of 
major transmission permitting cases, with a focus on siting transmission lines to areas of 
high renewable potential. 1 am also one of California’s representatives on the Western 
Renewable Energy Zones (Western REZ) Initiative and a utility commission 
representative on the Western Interconnection’s Transmission Expansion Planning and 
Policy Committee (TEPPC). 

I currently serve on a number of energy advisory counsels, including the U.S. 
Department of Energy’s Electricity Advisory Committee (EAC) and its Smart Grid Sub- 
Committee and the U.S. EPA/DOE’s National Action Plan for Energy Efficiency 
Leadership Group. Last year I participated in the EAC’s preparation of reports on both 
what needs to be done at the federal level to support a smart grid, and how we should 
move forward on transmission planning and permitting.’ 

I am speaking today in my capacity as an individual Commissioner at the 
Commission and my views do not necessarily reflect the views of the entire Commission. 

OVERVIEW 

My testimony addresses three areas of the discussion draft of the American Clean 
Energy and Security Act of 2009 (ACES): 

1 ) Renewable energy; 

2) Transmission planning; and 


' Both Electricity Advisory Committee reports are available at: 
http://www.oe.energy.gov/eac.htm 
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3) Smart grid. 

In my view, enactment of the ACES would be a paramount step towards 
addressing global warming, maintaining our environmental and economic well-being, 
and ensuring this country’s national security. The ACES strikes an appropriate balance 
by setting important national policies while recognizing that the actual implementation of 
the transition to a clean energy economy will occur at the state and local levels. It 
recognizes the vital role that state agencies and others at the state level must exercise in 
this transition and sets forth a workable state/federal partnership, under an umbrella of 
key national policies. I highlight below some specific areas where the state/federal 
partnership can be enhanced under the ACES. 

California has addressed climate change and our state’s economic and 
environmental future through a combination of programmatic requirements and market 
mechanisms. Both are needed. The ACES also adopts a comprehensive approach to 
reducing greenhouse gas emissions. Critically, it embraces energy efficiency as a priority 
item, coupled with a national renewable electricity standard and development of 
America’s smart grid. It also contains a low-carbon transportation fuel standard, support 
for development of carbon capture and sequestration (CCS) technologies, and a market- 
based cap and trade program. 

In addition to expanding this nation’s commitment to energy efficiency, a critical 
tool for transitioning the United States electricity sector into a low-carbon economy is 
extensive, immediate, and accelerated renewable resource development. The ACES 
recognizes this, and sets forth a rational approach to renewable resource development, 
building upon - rather than replacing - the extensive state efforts to date to support 
renewable development. 

The discussion draft also recognizes that a time-critical component of developing 
renewable resources is transmission infrastructure. Most of the renewable-rich resource 
areas in this country are located in remote areas far from population centers and the 
existing transmission grid. To move those renewable resources to consumers, the ACES 
establishes a bottoms-up regional transmission planning process, with Federal Energy 
Regulatory Commission (FERC) oversight and support, to meet its renewable goals. 
Again, the discussion draft recognizes the key role that states currently have in 
transmission development and it seeks to add the support of the federal government to 
facilitate and enhance regional collaborative planning efforts to meet defined clean 
energy goals. 

Finally, the ACES provisions on smart grid create a strong framework to bring the 
nation’s electricity grid into the digital age, thereby maximizing the potential for energy 
efficiency, demand response, and distributed generation as well as overall efficient 
operation of our electricity system. Most of the smart grid decisions will be made at a 
local and state level, through the decisions of state regulatory commissions, utilities, and 
the private sector. The ACES provides a useful framework to support these decisions and 
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I discuss below additional technical assistance in this area that would be extremely 
helpful to states. 

RENEWABLE ENERGY PROVISIONS 

The key features of the ACES’s renewable provisions are as follows: 

1 ) Establish a national Renewable Electricity Standard (RES or renewable 
standard); 

2) Allow energy efficiency to be used to meet the renewable standard under 
narrow circumstances and in limited quantities; 

3) Provide a credit multiplier for renewable distributed generation used to meet 
the renewable standard; and 

4) Create renewable credit trading systems to complement existing state and 
regional systems. 

With regard to the renewable standard, the ACES sets renewable energy 
requirements that almost all entities selling electricity to the public must meet. The 
standards start at 6% of retail sales in 2012 and go to 25% of retail sales by 2025. These 
requirements are aggressive, but achievable. 

There is no question that the United States has the renewable resource potential 
and technical ability to meet ACES’s renewable standard. Using publicly available 
government data, the energy engineering and consulting firm of Black & Veatch projects 
that the United States has over 400 gigawatts of renewable resources that can be 
developed by 2025.^ This amount is significantly more energy than required by the 
discussion draft’s renewable standard, and does not even include the nation’s abundant 
solar photovoltaic and hydroelectric resources. The Union of Concerned Scientists 
(UCS) similarly found in a 2003 study that "[wjind, solar, bioenergy, geothermal, and 
landfill gas have the technical potential to provide more than five times the electricity 
currently needed by the United States. Thirty states have the potential to generate ail of 
their electricity from non-hydroelectric renewable energy and still export clean power to 
others.” UCS also found that “[w]hile the upper Midwest and Great Plains states have 
the greatest potential, every state has the potential to produce more than one-quarter of its 
current electricity use from renewable energy."^ 

These findings are confirmed by current events. As of January 2009, 28 states 
have taken it upon themselves to adopt mandatory renewable standards; 5 others have 


^ Supporting information is not yet publicly available. 

^ Plugging In Renewable Energy: Grading the States, Union of Concerned Scientists 
(May 2003) is available at: 

http://www.ucsusa.Org/assets/documents/clean_energy/plugging_in_renewable_energy.p 
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adopted renewable goals, some of which will become mandates.'' Requirements range 
from 1 0% by 20 1 5 to as high as 25% to 30% in later years. Implementation of some 
renewable energy standards has been so successful that states are raising the standards, or 
extending them to more parties. For example, in California Governor Schwarzenegger 
has issued an Executive Order calling upon the state to increase its 20% standard to 33% 
by 2020.”' The California Air Resources Board has embraced this goal to facilitate 
California’s climate change policies, and the state legislature is currently considering 
several bills to codify this requirement. 

Texas exceeded its initial 2,000 MW renewable energy standard four years early 
and subsequently increased its standard to 5,880 MW by 2015 and 10,000 MW by 2025.* 
Connecticut increased its renewable requirements in 2003 to extend to all utilities in the 
state. Iowa met its standard in 1 999. 

The ACES takes the nation to the next level. A forthcoming study by the 
National Renewable Energy Lab (NREL) compares the requirements of the various 
renewable proposals currently pending in Congress. It finds that the proposed bills with 
lower renewable standards will result in little or no additional renewable generation 
above what state efforts will produce on their own. The renewable requirements of the 
ACES, however, will deliver significantly more than the current state efforts. 

As I have outlined above, there is substantial renewable potential throughout the 
United States that can be developed in the next decade. Importantly, though, the ACES 
recognizes that not all states are created equal when it comes to renewable resources. 
Some states have extensive traditional renewable resource areas - vast undeveloped areas 
with high concentrations of solar, wind, or geothermal potential - others have less. The 
ACES addresses this issue in a sensible manner. 

First, it allows a state to petition the Secretary of Energy for approval to use 
energy efficiency measures to meet up to 20% of the renewable standard. This provision 
gives providers flexibility to work towards their RES obligations. However, this 
flexibility must contain safeguards to ensure that renewables are maximized and the 
overall clean energy goals of the ACES are achieved. First, the ACES must contain 
strong thresholds to ensure that this provision is used only upon a solid demonstration of 
an inability to meet the renewable standard through generation and/or renewable 
electricity credits. Second in order to avoid double counting, this provision should be 
clarified to ensure that savings from any energy efficiency measure used to meet a 


Additional information on state renewable requirements is available from the Pew 
Center on Global Climate Change at; 

http;//www,pewclimate.org/what_s_being_done/in_the_states/rps.cfm 
' Executive Order S- 14-08 (November 17, 2008) is available at: 
http://gov.ca.gov/executive-order/ 1 1 072/ 

* Texas Renewable Portfolio Standard, State Energy Conservation Office, available at 
httD://www.seco.cDa. state. tx.us/re rps-poitfolio.htm 
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renewable standard are in addition to savings resulting from ACES’s energy efficiency 
performance standard. 

Second, the discussion draft allows a credit multiplier for renewable distributed 
generation. It grants three renewable energy credits for every megawatt hour of power 
generated from a renewable distributed generation facility, and only one credit for power 
from traditional utility-scale renewable generation projects. Notably, because most 
distributed generation will not require transmission upgrades, these resources can be 
developed significantly faster than traditional utility-scale renewable generation. Thus, a 
state or provider committed to a distributed generation model to meet renewable 
requirements could quickly outperform others considered to be “renewable-rich” in the 
more traditional sense because of the timeframe needed to plan and construct the 
transmission needed to bring utility-scale renewables to market. Because of these 
distributed generation benefits, clarifications should be made to expressly state a national 
policy that prioritizes development of local renewables, which reduce transmission needs, 
create local jobs, and facilitate grid reliability. Clarifications should also be made to 
ensure that FERC’s rules, including any new transmission planning policies as well as 
transmission investment approvals, do not discourage against investments in near-load 
generation. 

Third, the bill requires the creation of national/regional markets where renewable 
electricity credits will be traded and sold. Retail providers of electricity will be able to 
purchase renewable electricity credits to meet the renewable standard. Market prices for 
credits are expected to reflect the difference between the cost of traditional power and 
renewable power such that a load serving entity will be agnostic between purchasing 
renewable power, and purchasing traditional power plus a renewable energy credit - the 
price should be the same. 

Many stales are legitimately concerned with capturing the jobs that will be created 
in our economy’s transition from fossil -dependence to renewables. This transition will 
generate good jobs and these jobs will not be limited to the locations where renewable 
facilities are constructed and operated. There will be manufacturing jobs to produce the 
components for the facilities - such as solar panels and wind turbines - which will not be 
located where the renewable facilities are built. According to a new UCS analysis, a 
national standard like the one proposed in this bill would boost the economy while 
protecting the environment. The UCS study finds that a 25% national renewable standard 
would create 44,500 long-term manufacturing jobs.^ Other studies have found that many 
of these jobs will likely be located in the Southeast and industrial Midwest. 

Finally, with regard to the renewable requirements of the discussion draft, there 
are undoubtedly details that need to be addressed as this discussion draft proceeds. I urge 
that any necessary corrections be made: 


’ “Clean Power: Green Jobs,” Union of Concerned Scientists (2009) is available at 
http://www.ucsusa.org/clean_energy/solutions/renewable_energy_solutions/clean- 
energy-green-jobs.html 
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• To avoid double counting of renewable energy credits;* 

• To ensure that states are not unfairly penalized if renewable energy credit markets 
do not materialize in a timely fashion, or do not provide credits at the anticipated 
price; and 

• To ensure that state efforts to exceed federal renewable requirements are not 
discouraged. 

These issues are being addressed by other statc/federal organizations as so 1 will not 
explore them in detail here. 

TRANSMISSION PLANNING 

The second major area I will address is the transmission planning section of the 
discussion draft. The ACES contains three fundamentally important elements that will 
encourage the collaborative process necessary for successful regional transmission 
planning and the ultimate development of new transmission lines: 

1 ) A national renewable electricity standard that will provide the framework for 
regional transmission planning; 

2) Federal policy objectives to guide regional planning; and 

3) A bottoms-up transmission planning structure with FERC providing oversight 
and support. 

The renewable electricity standard set forth in the ACES is the most important 
transmission planning provision of the bill - even though it is not in the transmission 
planning section. Regional transmission planning has been factionalized, in part, because 
there is no consensus on the ultimate goal. Adopting a specific and mandatory national 
renewable electricity standard, in addition to strong state and national commitments to 
energy efficiency, support for development of local renewables, and performance 
standards for new coal-fired power plants,’ will provide the necessary context and goals 
for transmission planning. 

The federal transmission planning policy objectives set forth in the ACES require, 
for the first time, that transmission planning consider demand-side options, including 
energy efficiency, distributed generation, smart-grid technologies, and demand response, 
as well as renewable energy on the supply-side. This statement of policy objectives is 
critical. In requiring that these resources be considered in transmission planning, the 
ACES optimizes transmission investments by greatly reducing the possibility of 
unnecessary transmission infrastructure and stranded investments. As mentioned above, 
these policy objectives should be clarified to require regional planning efforts, as well as 
FERC planning and investment rules, to make maximization of these resources a priority. 


* Thus, for example, it may make sense to issue a single credit for each megawatt-hour 
(MWh) of distributed generation but count three credits for compliance purposes only. 

’aces § 116. 
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The ACES establishes a timeframe for action on regional grid planning and 
requires FERC to support and encourage regional planning collaboration with funding, 
technical expertise, and conflict resolution resources. The ACES requires FERC to adopt 
national grid planning principles consistent with the federal policy objectives within one 
year of enactment. It requires regional planning entities willing to adopt FERC’s 
planning principles to identify themselves to FERC within three months of FERC’s 
adoption of the planning principles. It then requires those regional planning entities to 
submit initial regional transmission plans to FERC 1 8 months after FERC’s adoption of 
the planning principles. Based on my experience, this structure and its timeframes are 
appropriate. The discussion draft properly recognizes the role of the states and regions in 
planning to respond to their energy infrastructure needs. However, it provides the critical 
national policy framework previously missing from these planning efforts, and FERC 
resources to use when needed. 

There is a significant issue with transmission development that must be addressed. 
In my experience, federal government agencies have often been a primary reason for 
significant delay in processing transmission line permits. It is almost impossible to build 
a line in the Western Intercoimection without crossing federal land, often triggering the 
need for review under the National Environmental Policy Act - NEPA. In these 
circumstances, it is the California Public Utilities Commission’s standard practice to sign 
memorandums of understanding (MOUs) with the federal agency that shares joint 
permitting responsibility. These MOUs include commitments to a detailed schedule of 
events. Nevertheless, the federal agencies routinely fail to meet these deadlines by 
multiple months, in one case causing an 1 8 month delay in the construction of a 
renewable resource transmission project. 

To address this issue, the ACES should include provisions requiring one federal 
agency to be the lead agency responsible for all federal agency participation in 
transmission planning and permitting efforts. Federal agencies expected to process 
renewable transmission line applications should also be provided sufficient financial and 
staff resources to make this permitting a priority and to engage in pre-application 
activities that streamline the permitting process. 

SMART GRID 

The smart grid - by which 1 mean the broad range of technology solutions to 
optimize the reliability, security and efficiency of the electric system and to maximize the 
potential of demand side resources - presents huge opportunities but faces substantial 
challenges. The key question is how to bridge the gap between the promise and the 
reality of the smart grid. 

The 2007 Energy Independence and Security Act (EISA) laid a strong foundation 
by requiring the development of an interoperability framework for smart grid protocols 
and standards, providing for research, development and demonstration of technologies, 
ensuring the free flow of information to end users, requiring states to review state policies 
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on grid related investments and cost recovery, establishing a smart grid task force to 
coordinate the work of the multiple federal agencies, and directing DOE to form a 
national smart grid advisory group - on which I sit - to advise in the development of the 
national smart grid. The ACES builds on this foundation by requiring that: 

1 ) States set peak demand reduction goals for load serving entities (LSEs) and 
requiring LSEs to develop a plan to reach those goals; 

2) FERC develop a methodology to calculate baseline peak demand and DOE to 
develop a system of measurement and verification of demand reductions, 
thereby ensuring that the benefits from the smart grid are real; and 

3) The federal Energy Star program be expanded so that end users can easily 
identify products which will bring the benefits of the smart grid into homes 
and businesses. 

Thus, the overall federal program will: (1 ) set standards and incentives for 
infrastructure development by electricity providers; (2) set minimum goals to ensure that 
smart grid infrastructure investments produce real peak demand reductions; and (3) set 
standards for, and encourage end users to, make purchasing decisions that will benefit not 
only the individual, but also the system as a whole. 

These provisions are an excellent foundation for developing the smart grid. 
However, two additional items should be included: 

1 ) Expansion of federal technical resources to assist states and others in the cost- 
effective deployment of smart grid technologies; and 

2) Provisions to address the overlap between the peak demand goals and the 
energy efficiency resource standard.'” 

Developing an integrated system requires a multi-year, phased installation of 
devices and other technologies, some of which do not yet exist. It also depends on a 
substantial investment of electric ratepayer funds, taxpayer funds, and private investment, 
which will be made through multiple decisions by a number of government agencies and 
private entities with little coordination. While EISA and the ACES provide for standards 
and protocols for smart grid interoperability as well as measurement and verification of 
usage reductions, neither Act requires an overall national effort focused on technical 
assistance to guide the thousands of regulatory and business decisions that will impact 
smart grid deployment. The ACES does require FERC to facilitate, to the extent 
practicable, coordination between the federal smart grid program and state demand 
response and other peak load programs. However, ACES does not provide guidance on 
the qualitative standards and policies that states should aspire to. 

The Smart Grid Subcommittee of the DOE Electricity Advisory Committee 
recently issued a report on the smart grid which recommended additional technical 
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assistance that DOE can provide to the states (EAC Report)." Such assistance will be 
particularly valuable to state regulatory commissions, which will be on the frontline in 
decision-making regarding smart grid development. As set forth in the EAC Report, this 
technical assistance should include: 

• A description of the essential components under a smart grid. 

• A prioritization for the development of these components, 

• Identification of smart grid subsectors that particularly need further 
investment. 

• A timetable for smart grid investments necessary by utilities and other 
stakeholders throughout the United States. 

• Identification of the areas in the electrical grid that need to interact 
seamlessly. 

• Identification of appropriate standards to facilitate the rapid development and 
utilization of smart grid technologies. 

Finally, Section 143(c) of the ACES requires states to establish peak demand 
reduction goals for 2012 and 2015 and requires LSEs to prepare peak load reduction 
plans to meet the goals. LSEs can employ any combination of specified demand 
reduction measures to meet the goals, including “energy efficiency measures with reliable 
and continued application during peak demand periods.”'^ However, it is unclear 
whether and how the energy efficiency measures employed as peak demand reductions in 
accordance with Section 143(d)(1) will interact with the energy efficiency measures 
employed to meet the Section 23 1(d)(2) electricity savings requirement. 

The potential for double counting by using a single set of measures to meet both 
sets of goals is substantial. Many energy efficiency measures, such as insulation, 
efficient air conditioners, and refngerators, also provide reliable peak demand reductions. 
If the peak demand reduction goals set by a State are low enough, it is possible that no 
additional savings from those already achieved under Section 23 1 (d)(2) would be needed 
to meet the peak goals in the smart grid provision. Under this scenario, the massive 
investment in smart grid infrastructure may not yield equivalent benefits for consumers. 

Further, as noted above, states may also meet up to 20 percent of the renewable 
electricity standard with energy efficiency measures. Theoretically, a single measure 
could be used to meet all three requirements. 

Clarification is necessary to define the interrelationships among peak demand 
reductions, efficiency savings, and the renewable standard. Ideally, in order to maximize 
benefits from all three resources the ACES should prohibit any overlap. If some double- 


' ' Smart Grid: Enabler of the New Energy Economy, A Report by the Electricity 
Advisory Committee (December 2009) available at: http://www,oe.energy.gov/eac.htm 

ACES § 143(d)(1). 
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counting is allowed, then additional language should be added to ensure that benefits 
from smart grid investments are maximized. Some possible measures include; 

1 ) A numerical limit, similar to the cap on the use of efficiency measures to meet 
the renewable standard, on the overlap between measures used to meet the 
electricity savings requirements, and measures used to meet the smart grid 
goals, coupled with strong standards on the circumstances in which such 
overlap is permitted; and/or 

2) A requirement that the peak demand measures set forth in Section 143(d)(2) 
(e.g., direct control appliances and equipment, dynamic electricity storage) are 
maximized before employing energy efficiency measures to meet the goals. 

CONCLUSION 

The ACES is a pivotal step on the path to a vibrant, green economy and the 
reduction of greenhouse gas emissions. It recognizes the key role of states as partners 
with the federal government in developing our clean energy future. Thank you for the 
opportunity to provide these comments on this extremely important piece of legislation. 

It has been an honor to appear before you on these critical matters. 
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Mr. Markey. Our next witness is James Robe. He is the Presi- 
dent and Chief Operating Officer of Florida Power and Light, or 
FPL, Group. Mr. Robo previously served as Vice President at that 
company. 

We thank you so much for testifying today. 

STATEMENT OF JAMES L. ROBO 

Mr. Robo. Thank you. Chairman Markey, Ranking Member 
Upton, and members of the committee. I am the President and 
Chief Operating Officer of FPL Group, North America’s largest pro- 
ducer of renewable energy; and it is my pleasure to be here today 
to talk about the importance of enacting a renewable electricity 
standard this year. 

FPL Group is the Nation’s number one producer of electricity 
from the wind and from the sun. Our wind fleet can power approxi- 
mately one and a half million homes and makes up a quarter of 
the entire U.S. wind energy market. Our solar power plants in 
California’s Mohave Desert are the largest in the world. 

In Florida, we are building 110 megawatts of solar power, 
enough to vault the State into second place in the Nation in solar 
production in the span of only 18 months. And just this week, FPL 
announced Energy Smart Miami, one of the country’s largest im- 
plementations of smart grid technology to improve energy efficiency 
and reduce carbon emissions. 

We are proud that FPL Group has one of the lowest CO 2 emis- 
sions rates of any electric power company in the Nation. In fact, 
if every utility were as clean as FPL Group, CO 2 emissions from 
the power sector would be reduced by nearly 50 percent. Total U.S. 
carbon emissions would be reduced by 20 percent, which is the 
equivalent of removing 209 million cars from the road, roughly 80 
percent of the Nation’s vehicles. 

Renewable energy holds tremendous potential for the United 
States. Each year, enough solar energy strikes a 90- by 90-mile 
patch of the Mohave Desert to meet the annual electricity needs of 
the entire country, and enough wind power sweeps across the Da- 
kotas to meet more than half our electricity needs. We have barely 
begun to tap this nearly unlimited resource. 

To do so, it is vital that Congress enact a renewable electricity 
standard this year; and here is why. First, an RES will help create 
a clean energy economy. Many countries are betting that the world 
of the future will thirst for low-carbon energy in the way it thirsts 
for oil today. We can’t afford to remain on the sidelines while the 
renewables industry and jobs that go along with it are created else- 
where. We are already falling behind even Europe in this regard. 
In fact, nearly every one of FPL Group’s largest renewable energy 
competitors is from outside the United States. 

Second, an RES will give the renewable energy industry cer- 
tainty and will give utility decisionmakers a sense of urgency. In 
the electricity power sector, we make capital decisions with a 30- 
year time horizon. We can’t spend billions of dollars to build a 
clean energy economy without confidence that demand for low-car- 
bon power will remain strong. 

A Federal RES with timelines extending to 2039 will send the 
clearest possible signal to investors that demand for renewables 
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will continue, and the targets that utilities must meet along the 
way will provide the urgency needed for prompt action. The best 
incentive to ensure timely and proactive utility decisionmaking 
around renewables is a reasonable yet firm target. 

Third, a Federal RES will drive down the cost of renewables. 
Make no mistake, in many markets today renewables such as wind 
are competitively priced, despite the fact that they are disadvan- 
taged versus fossil fuels due to the lack of a price on carbon. The 
cost of wind power has fallen by roughly 25 percent over the past 
decade even as the average electric bill in the U.S. Has risen by 
nearly 50 percent. By stimulating demand, an RES will continue 
to drive down the cost of renewables over time. 

Fourth, a Federal RES will ensure that only the most cost-effi- 
cient renewables get built. The current patchwork of more than 30 
different State regimes is cumbersome, costly, and creates incen- 
tives for bad decisions. For example, many States require utilities 
to buy only in-State renewable energy even if it costs more than 
renewable energy purchased from elsewhere. That is like forcing 
grocery stores in Maine to buy oranges grown only in Maine. It 
makes no economic sense. 

And, finally, an RES is essential to address the threat of climate 
change. That is, threat isn’t just environmental; it is economic. 
Those who say the cost of addressing climate change is too high as- 
sume that doing nothing is free. On the contrary, unchecked cli- 
mate change could cost the United States tens of billions of dollars 
over the next two decades. 

But no matter what your beliefs are about climate change, in- 
vesting in renewable energy makes sense for America. It will re- 
place finite fossil fuels with the infinite energy of the wind and the 
sun. It will result in cleaner air; it will conserve precious water; it 
will strengthen our energy security in a volatile world; and, finally, 
it will keep us competitive in the race to build a clean energy econ- 
omy. 

Mr. Chairman, thank you for the opportunity to testify this after- 
noon. 

Mr. Markey. Thank you, sir, very much. 

[The prepared statement of Mr. Robo follows:] 
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Chairman Markey, Ranking Member Upton and Members of the Committee: 

Good afternoon. My name is Jim Robo, and I’m the president and chief operating officer 
of FPL Group, the largest producer of renew/able energy in North America. It is my 
pleasure to be here today to talk about why it is imperative to enact a federal 
Renewable Electricity Standard this year to accelerate the growth of the renewable 
energy industry. 

FPL Group, which was just named No. 1 on Fortune magazine’s list of the “most 
admired" electric power companies for the third year in a row, has two main 
subsidiaries. NextEra Energy Resources, our competitive energy company, has 
operations in 25 states and Canada and leads the U.S. in the production of electricity 
from the wind and sun. We have invested nearly $10 billion to build the largest wind and 
solar energy business in the nation. At nearly 6,400 megawatts, NextEra Energy 
Resource’s wind fleet can power approximately 1 .5 million homes and makes up a 
quarter of the entire U.S, wind energy market. NextEra Energy Resources is also the 
global leader in solar energy production, operating the largest solar power plants in the 
world in California’s Mojave Desert. 

Florida Power & Light Company, our utility subsidiary, serves 4,5 million customer 
accounts in Florida and is one of the country’s largest rate-regulated electric utilities. 
FPL has the No. 1 energy efficiency program in the nation, and within the past year has 
announced plans to build 110 megawatts of solar power in Florida, enough to vault the 
state into 2"'’ place in the nation in total solar production. Just this week in Miami, FPL 
announced one of the country’s largest deployments of smart meters on the way to 
upgrading all 4 million residential customers in the state within five years. This initiative 
will make FPL a national leader in deploying the “smart grid” technology needed to 
improve energy efficiency and reduce carbon emissions. 
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Together, the FPL Group companies have one of the lowest C02 emissions rates in the 
nation. In fact, if every utility were as clean as FPL Group, carbon dioxide emissions 
from the electric power sector would be reduced by 49 percent and total U.S. carbon 
emissions would be reduced by 20 percent. This would be equivalent to removing 209 
million cars from the road, roughly 80 percent of all of the vehicles in the United States. 

Despite its tremendous growth over the past decade, renewable energy’s potential 
remains astounding. Each year, enough solar energy strikes 8,000 square of miles of 
the Mojave Desert to meet the annual electricity demand of the entire United States. 
Similarly, enough wind sweeps across the Dakotas each year to meet more than half of 
the nation's electricity needs. The United States has barely begun to tap the potential of 
this vast - indeed, nearly limitless - energy supply. 

And we must tap it, for renewables are the only energy source that can directly and 
quickly address the energy and environmental challenges facing America. To that end, 
it is vital that Congress enact a federal Renewable Electricity Standard as outlined in 
“The American Clean Energy Security Act of 2009,” and that it do so this year. 

A Renewable Electricity Standard, or RES, is essential to address the threat of climate 
change. That threat is not just environmental. It is economic. Those who say the cost of 
addressing climate change is too high often assume that the alternative - doing nothing 
- is free. On the contrary, unchecked climate change could saddle the United States 
with economic losses of $271 billion by the year 2025, according to a Natural 
Resources Defense Council study. That would amount to $2,000 for every American 
family. As the only renewable forms of energy that produce zero greenhouse gas 
emissions with no waste, wind and solar power are essential to countering the worst 
potential effects of climate change. 

A Renewable Electricity Standard will also help create the clean-energy economy of the 
future. Many countries are making bets that the world of the future will thirst for low- 
carbon energy the way it does for oil today. The United States cannot afford to remain 
on the sidelines while the renewable energy industry and jobs are created elsewhere. 
We are already falling behind Europe in this area - for example, nearly every one of 
FPL Group’s largest competitors in renewable energy development is from outside the 
United States. 

As a company, FPL Group has made a significant commitment to renewable energy as 
well. We have built our wind and solar business from fewer than 500 megawatts a 
decade ago to more than 6,800 megawatts today, a more than 10-fold increase. Our 
renewable energy investment has grown from less than $1 billion to more than $10 
billion over the same period of time, and we are prepared to expand it further. 

But in order for that expansion to occur, the renewables industry needs certainty and 
utility decision-makers need a sense of urgency. In the electric power industry, we make 
capital expenditure decisions with a 30- to 40-year time horizon. We cannot spend the 
billions of dollars necessary to build a clean-energy economy without assurance that 
demand for low-carbon electricity will remain robust. As Energy Secretary Stephen Chu 
said in The New York Times this past Sunday, “In the case of a more mature technology 
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like wind, what the government can best do is provide some stability so the companies 
can make long-term investments that will develop the wind industry and the wind 
turbines." 

A federal RES with timelines extending to 2039 is the clearest way to signal to the 
investment community that demand for renewables will continue and to create the 
certainty needed for investment. Moreover, the targets that utilities must meet along the 
way will provide the sense of urgency that is needed to prompt action. The best 
incentive to ensure timely and proactive utility decision-making around renewables is a 
reasonable yet firm target. 

A federal RES is also essential to help drive down the cost of renewables over time. 
Make no mistake: renewables are becoming more competitive every day, despite the 
fact that they are at a competitive disadvantage to fossil fuels whose environmental 
impacts are excluded from their price. For example, the cost of wind power has fallen by 
roughly 25 percent over the past decade, even as the average electric bill in the United 
States has risen by nearly 50 percent. In addition, FPL Group has seen the cost of 
installed photovoltaic solar power fall by more than 20 percent in the last year alone. We 
firmly believe that renewables can ultimately achieve grid parity with fossil-based 
generation. But for that to happen, it will take a dramatic expansion of the industry of the 
kind that an RES would spark. 

Paradoxically, this expansion will have a positive effect on the price of fossil fuels as 
well. Every kilowatt hour of electricity generated by renewables is a kilowatt hour not 
generated from coal and natural gas, and that reduction in demand at the margin will 
exert downward pressure on the price of fossil fuels. 

Another advantage of a federal RES is that it will ensure that only the most cost-efficient 
renewables get built. The current patchwork of 30 different state RPS regimes is not 
only cumbersome and costly, but it also creates incentives for bad decisions. For 
example, many states require only in-state renewables to be used, even if they are far 
more expensive than renewable energy purchased from elsewhere. It’s the equivalent 
of forcing grocery stores in Maine to sell oranges grown only in Maine. This kind of 
protectionism between the states has been pass6 since the Constitution replaced the 
Articles of Confederation more than 200 years ago. 

A federal RES is also an essential step in the creation of a truly national transmission 
grid that can carry emissions-free energy from the plains and deserts where it is 
generated to the cities where it is consumed. Just as renewable energy developers 
need the certainty of demand that a federal RES would provide to build more wind 
farms and solar projects, transmission developers need that same certainty in order to 
invest in new high-voltage lines. 

Let me close by emphasizing the urgency to act. I am not one to claim that renewables 
are the only solution to America’s energy and environmental challenges. Carbon 
capture and storage (CCS) and nuclear power are both legitimate ways to produce 
emissions-free electricity. The problem is one of timing. Additional nuclear energy is 
probably a decade away, and it is uncertain when CCS can be commercialized in a 
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cost-effective way. That leaves renewables, along with enhanced efficiency, as the best 
near-term solutions to the challenges we face, 

I know that not everyone agrees that climate change is a serious threat. But even if they 
are right and the prevailing science is wrong, investing in renewable energy still makes 
sense for America. It will replace a finite source of energy - fossil fuels - with the infinite 
energy of the wind and sun. It will result in cleaner air. It will conserve precious water 
resources. It will strengthen our energy security in a volatile world. And it will stimulate 
the development of a clean-tech industry poised to become an important engine of 
future economic growth given the global shift toward low-carbon energy. 

Last month President Obama said that his Administration “will be pursuing 
comprehensive legislation to finally end our addiction to foreign oil and prevent the 
worst consequences of climate change, while creating the incentives to finally make 
clean energy the profitable kind of energy in America.” Mr. Chairman, “The American 
Clean Energy and Security Act of 2009" is an excellent blueprint for action, and we look 
forward to working with the Committee to ensure prompt passage this year. 

Thank you for the opportunity to testify. I would be pleased to answer any questions you 
might have. 
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Mr. Markey. Our next witness is Gregory Kunkel. He is the Vice 
President of Environmental Affairs at Tenaska. Mr. Kunkel directs 
environmental compliance, permitting, and water resources issues 
at that company. 

We welcome you, sir. 

STATEMENT OF GREGORY P. KUNKEL 

Mr. Kunkel. Thank you. Chairman Markey, Ranking Member 
Upton — and happy birthday, by the way — and members of the sub- 
committee, for this opportunity to discuss Tenaska’s two commer- 
cial-scale electric generation projects using carbon capture and 
storage technologies, Trailblazer in Texas and Taylorville in Illi- 
nois. 

My name is Dr. Greg Kunkel; and I am Vice President of Envi- 
ronmental Affairs of Omaha-based Tenaska, one of the largest 
independent power producers in the United States. Tenaska cur- 
rently employs nearly 700 people and has developed approximately 
9,000 megawatts of natural gas-fired electric generating capacity 
across the United States. 

Our affiliates market natural gas, electric power, and biofuels 
and also are involved in private equity funds and acquisition man- 
agement focused on energy space, including renewable energy, in- 
frastructure development, natural gas pipelines and storage, and 
electric transmission. 

The Natural Resource Defense Council benchmarks Tenaska’s 
power plants as having the lowest carbon footprint of any of our 
peers, less than half the national average emission rate of green- 
house gases. However, as clean as our fleet is, like a number of our 
peers in the independent power sector, our older long-term contract 
did not explicitly anticipate the cost of carbon control. To ensure 
that these clean, efficient facilities can keep operating, we urge the 
committee to provide a mechanism to hold these contracted facili- 
ties harmless for the duration of their contracts. 

Now, with regard to carbon capture and storage, Tenaska’s cur- 
rent initiatives, Trailblazer and Taylorville, may give the sub- 
committee some sense of the CCS projects that we believe can be 
built with today’s proven technologies. 

When Tenaska embarked on developing these utility scale CCS 
projects, natural gas prices were high and volatile, and there was 
a glut of gas generation. This encouraged us to consider coal for 
baseload power facilities. However, we recognized that new Fed- 
eral, regional, and State greenhouse gas emission controls were 
very likely during these plants’ 50-year life. Of course, just last 
week, ERA issued its endangerment finding and is considering 
comprehensive rulemaking to regulate carbon emissions; and now 
Congress is taking up the issue in earnest. 

Tenaska’s objective has been to find ways to develop the baseload 
resources required for the electricity market, but we weren’t willing 
to invest in solid fuel projects without addressing the climate 
change issue. So the question before us was how to reduce green- 
house gas emissions in the design of projects today. To that end, 
we needed to assure ourselves that carbon capture technologies are 
ready for a utility scale project, a secure home was available for 
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captured carbon dioxide, and the economics and long-term financ- 
ing arrangements for such projects could work. 

On February 19, 2008, Tenaska announced the Trailblazer En- 
ergy Center, a 760 megawatt gross and 600 megawatt net output 
supercritical pulverized coal electric generation facility with the ca- 
pability to capture 85 to 90 percent of its carbon dioxide. The site 
is near pipelines to the world’s largest market for carbon dioxide, 
Permian Basin Enhanced Oil Recovery. Two railroads serve the 
site, and the electrical interconnection also nearby. 

The comment period on Trailblazer’s draft air permit closed on 
April 17, and the Texas Commission on Environmental Quality will 
be working toward a final permit over the next months. We have 
received competitive proposals for the facility’s design and con- 
struction and are working on detailed engineering studies to sup- 
port the financial closing and a construction start in 2010. Com- 
mercial operation could be as early as 2015. 

Through our work with leading EPC contractors and equipment 
manufacturers, Tenaska is increasingly confident that we can fi- 
nance the project and negotiate suitable terms for the plant’s con- 
struction. Local and State governments have provided tax incen- 
tives for building the plant and are encouraging oil producers to 
use the facility’s CO 2 . We still need some form of Federal incentive 
participation to make the project work, but that seems increasingly 
likely. 

Trailblazer’s significance is that it will demonstrate post-combus- 
tion capture technology for existing power plants that today con- 
tribute 2 billion tons to the U.S. emission inventory and 10 billion 
tons to the worldwide emission inventory. By locating near a viable 
CO 2 market, Trailblazer can pioneer this technology at a reduced 
cost. 

The Taylorville Energy Center is a Hybrid Integrated Gasifi- 
cation Combined-Cycle electric generation facility being developed 
by Christian County Generation with Tenaska as the managing 
partner. The project will manufacture pipeline-quality substitute 
natural gas, or methane, from Illinois bituminous coal. SNG will 
fuel the power block. 

The amount of SNG produced will significantly exceed our re- 
quirements, annually freeing up 10 billion cubic feet of SNG for 
eventual sale offsite. The facility will employ 1,500 construction 
workers and create hundreds of permanent jobs in the coal and 
power sectors. 

Taylorville will capture 50 to 60 percent of the carbon dioxide 
that would have otherwise been emitted, remove moisture and sul- 
fur compounds, and compress the carbon dioxide stream for pipe- 
line transport either to nearby geologic sequestration wells or for 
use in EOR operations elsewhere. The power island will have cri- 
teria pollutant emissions equal to those of a combined-cycle natural 
gas generation facility. No electric generation facility utilizing coal- 
derived fuel operating anywhere approaches the proposed emission 
performance of Taylorville. Yet the project relies exclusively on 
proven technologies for coal gasification, gas processing, and power 
generation. 

The one important thing for all these types of projects — and we 
think that they are real projects that can come off in the near fu- 
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ture and begin construction as early as next year — is providing 
some sort of regulatory framework and certainty for these projects. 
We have provided specific comments on aspects of the ACES draft 
in our testimony, and we look to those provisions. But there is a 
whole variety of ways that the bill could support these types of 
projects. 

Mr. Markey. And how much CO 2 can you take out of the coal? 

Mr. Kunkel. The Trailblazer project in Texas would take 90 per- 
cent. 

Mr. Markey. Thank you. I appreciate it. 

[The prepared statement of Mr. Kunkel follows:] 
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Thank you, Chairman Markey, Ranking Member Upton and Members of the 
Subcommittee for the opportunity to discuss Tenaska’s two commercial-scale 
electric generation projects using carbon capture and storage technologies - 
Trailblazer in Texas and Taylorville in Illinois 

My name is Greg Kunkel. I am Vice President of Environmental Affairs for 
Tenaska, Inc. 

Tenaska Background 

Tenaska, headquartered in Omaha with offices in Dallas, Denver and Calgary, is 
one of the largest independent power producers in the United States. Guided by 
conservative business practices - which include securing long-term contracts for 
our generation facilities, Tenaska has developed approximately 9,000 megawatts 
(MW) of natural gas-fired electric generating capacity across the United States. 
Tenaska affiliates also market natural gas, electric power and biofuels, with 
Tenaska’s natural gas marketing affiliate recently ranked as one of the top ten 
natural gas marketers in North America. Tenaska’s affiliates are also involved in 
private equity fund and acquisition management focused on the energy space, 
including renewable energy, infrastructure development, natural gas pipeline and 
storage, and electric transmission. 

The company currently has nearly 700 employees and 2008 gross operating 
revenues were S 16 billion. Tenaska has grown steadily and now ranks among the 
top 25 largest privately-held U.S. companies based on revenues. 

In recent years, Tenaska has expanded beyond its traditional power producer base. 

• Tenaska Solar has invested in Soltagc, www.soltaae.com . a Jersey City, 
New Jersey-based full-service renewable energy company that develops 
and operates solar energy stations at client sites across the U.S. These 
PowerStations supply a significant portion of client long-temi energy 
needs at below retail rates. 

• Tcna.ska’s employee-owners have invested in the Nebraska Elkhorn 
Ridge Wind project, which consists of 27 wind turbines with just under 
80 MW of electric generating capacity, enough to provide renewable 
energy for about 25,000 Nebraska homes. 
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• Tenaska Power Fund owns InfrastruX Group, a leading national provider 
of utility infrastructure construction and maintenance service which is 
well-positioned to assist in strengthening U.S. energy infrastructure. 
InfrastruX, www.infrastrux.com, is headquartered in Seattle, 

Washington, with offices in New Mexico, New York, Pennsylvania, 
Wisconsin and Texas. 

In recognition of Tenaska’s modern electric generation fleet, the Natural Resources 
Defense Council ranks Tenaska as having the lowest carbon footprint of any of our 
peers - less than half of the national average emission rate of greenhouse gases. 

As developers, rather than researchers or inventors, Tenaska is focused on 
environmentally-friendly power projects that use available, reliable, cost- 
competitive equipment and attract conservative investors requiring a reasonable 
assurance of success. However, I should point out, that as clean as our fleet is, like 
a number of our peers in the independent power and cogeneration sector, our older 
long-tenn contracts did not explicitly anticipate the need to internalize the cost of 
carbon control. In order to insure that these clean, efficient facilities can keep 
operating, we urge the Committee to provide a mechanism for holding these 
facilities harmless for the duration of their contracts. 

With this context in mind, I now turn to carbon capture and storage (CCS) and 
Tenaska’s Trailblazcr and Taylorville projects. 

Carbon Capture and Storage in General 

Commercial-scale CCS, utilizing geologic sequestration and enhanced oil recovery 
(EOR) technologies, has four important benefits: 

(1) The U.S. leads the world in proven coal reserves, and 49% of U.S. 
electricity is powered by coal. Continued use of coal with CCS is necessary 
to meet U.S. environmental, economic and national security objectives. 

(2) Use of American coal by the power sector in an environmentally-friendly 
way decreases overall demand for natural gas-helping both hard-pressed 
manufacturers facing foreign competition that use natural gas as a feedstock 
and consumers in both coal-dependent and non-coal-dcpendent areas who 
choose clean-burning natural gas for heating their homes and other purposes. 

(3) EOR technology boosts oil and gas production from existing U.S. fields - 
strengthening U.S. energy security and, on the margin, decreasing the need 
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to open up new fields in environmentally sensitive onshore and offshore 
areas. 

(4) Commercial-scale CCS is the only way to curb greenhouse gas emissions in 
China, India and other coal-dependent developing countries, and its 
widespread adoption here in the U.S. will make it possible for the U.S. to 
lead the world in deployment of this technology. 

President Obama summed up the case for CCS last year - 

"... I am a big proponent of dean-coal technology and I want us to 
move rapidly in developing those sequestration technologies .... We're 
not going to immediately move off coal. A huge percentage of our 
electricity is generated by coal. What we need to do though is to put 
clean-coal technology on the fast track and that means money. ... 

We're the Saudi Arabia of coal, and the .sooner we configure out how 
to burn it cleanly, not only are ne going to benefit but we can license 
that technology to countries like China and India that are putting up 
new coal facilities every week. " 

“Obama, Clinton Make Closing Arguments as Montana Primary Looms," 

Flathead Beacon, May 29, 2008 

Tenaska’s Carbon Capture and Storage Projects 

I am pleased to be here to describe two electric generation projects Tenaska has in 
advanced development - Trailblazcr in Texas and Taylorvillc in Illinois. 

Trailblazer is a 600 MW (net) coal-fircd, bascload power facility that, unlike any 
currently in operation anywhere, would capture 85 to 90 percent of its potential 
carbon dioxide (CO 2 ) emissions and deliver that CO 2 for use in enhanced oil 
recovery operations and geologic storage. Taylorville is a 500 MW (net) hybrid 
Integrated Gasification Combined-Cycle (IGCC) facility that will convert coal to 
methane and ultimately to electricity. In the process, the project will capture 50 to 
60 percent of the CO 2 that would otherwise be emitted. 

These projects may give the Subcommittee some sense of the CCS projects that we 
believe can be built with today’s proven technologies. 

When Tenaska embarked several years ago on the process of developing these 
utility-scale CCS projects, high and volatile natural gas prices, combined with 
oversupply of natural gas generation facilities, encouraged us to consider the 
developing needs for baseload power facilities fueled by coal. At the same time. 
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our leadership recognized that new federal, regional and state laws and regulations 
to control emissions of greenhouse gases from power facilities were certainly very 
likely during the 50-year life of these facilities. Given that new CCS projects cost 
as much as $3-4 billion, we decided that we would only be comfortable if we 
tackled the climate issue directly. 

While Tenaska has been working on its development projects, other proposed coal- 
fired facilities advanced to some stage of development with a handful built or 
under construction, but many more have encountered costly postponements and 
cancellations due to various combinations of escalating costs, environmental 
opposition, utility owner and commission concerns about long-term investment in 
coal, and uncertainty about future environmental and climate change-related 
requirements. As we all know, just last week, the Environmental Protection 
Agency (EPA), in the wake of Massachusetts v. EPA and EPA’s ensuing 
endangerment finding, began a comprehensive rulemaking to regulate carbon 
emissions. Now, Congress is taking up the climate issue in earnest. The 
challenge becomes clearer and dearer. 

Tenaska’s objective has been to find ways to develop the baseload resiources that 
the market for electricity requires. We were not willing to invest in solid fuel 
projects without addrc.ssing the climate change issue, so a question before us was 
how to reduce greenhouse gas emissions in the design of projects today. To 
accomplish this, we needed to assure ourselves that carbon capture technologies 
are ready for a utility-scale project; a .secure home is available for captured CO 2 ; 
and the economics and long-term financing arrangements for such projects can 
work. I can report progrc.ss in each of these areas. 

Trailblazer Energy Center 

On February 19, 2008, Tenaska publicly announced the Trailblazer Energy Center, 
a 765 MW gross output and 600 MW net output supercritical pulverized coal 
electric generation facility with the capability to capture and deliver to the 
Enhanced Oil Recovery (EOR) markets 85 to 90 percent of CO 2 produced in the 
boiler. On the same day, we closed the site property transaction, filed an air permit 
application with the Texas Commission on Environmental Quality, and submitted a 
transmission interconnect request with the Electric Reliability Council of Texas 
(ERCOT). The Trailblazer idea is all about neighborhood. The site is near 
pipeline infrastructure that can connect the facility to the world’s largest market for 
CO 2 - Permian Basin enhanced oil recovery. Two railroads serve the site, and the 
electrical interconnection is also nearby. 
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TsnA ska' TftAILBLAZEH 
Emuar CmnR 



The Tenasita Trailblazsr Energy Center woy W be the first coat-(uel«i power plant to c^ture the carbon 
dioxide it produces and transport It via pipeline for use in enhanced oil recovery and g«)logic storage. 


The public comment period on Trailblazer’s draft air permit closed on Aprii 1 7, 
and the Texas Commission on Environmental Quality will be working toward 
issuance of a final permit over the next few months. We have received competitive 
proposals from engineering and construction companies for design and 
construction of the facility. We are working on detailed engineering studies to 
support financial closing and initiation of construction in 2010. Construction 
requires about four and half years, so commercial operation could be as early as 
2015. 

Through our work with leading Engineering, Procurement and Construction (EPC) 
contractors and equipment manufacturers, Tenaska is increasingly confident that 
we can negotiate suitable terms for the construction of the plant and that we can 
finance the project. Local and state governments have provided tax incentives for 
building the plant in West Texas, and are encouraging use of the CO 2 from the 
facility by oil producers. Still needed is some fomi of federal incentive 
participation to make the project work, but that also seems increasingly likely. 

The central importance of a project like Trailblazer is that it will demon.strate, on a 
utility scale, post-combustion capture technology that could be applied to the 5,000 
existing coal-fired power stations worldwide currently contributing 1 0 billion 
metric tons CO 2 annually to global emissions. In addition, projects like Trailblazer 
will help the U.S. maximize domestic oil and gas production from existing fields. 
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On a local level, Trailblazer will boost the economy with mare than $2 billion in 
construction spending out of a total estimated project cost of more than $3 billion, 
provide 1 ,500 to 2,000 jobs at peak construction, and create more than 1 00 w'cll- 
paylng permanent positions to sustain operations, 

Tavtorville Energy Center 

The Taylondlle Energy Center is a Hybrid-Integrated Gasification Combined- 
Cycle (IGCC) electric generation facility. ■■ The developer is Christian County 
Generation, LLC (CCG) and Tenaska is the managing partner. The project wdll 
manufacture pipeline-quality Substitute Natural Gas (SNG), or inetlmne, from, 
.Illinois bituminous coal SNG will ftiel a power block with two combustion 
turbines, five Heat Recovery Steam Generators (HRSGs), and one steam turbine. 
The amount of SNG produced will significantly exceed the requirements of the 
power block, annually freeing up 10 billion cubic feet (bcO of SNG for transport 
offsite via natural gas pipeline for eventual sale to commercial and residential 
natural gas customers. The facility will use 2.5 million tons per year of Illinois 
coal, employ 1,500 con,struction workers, and create hundreds of peimanent jobs in 
the coal and power sectors. 

Iknoimue EKEHcrCemBH 



Thi Taytewili* Energy Center will use hybrid Inl^r^ed SBtBcation Combined-Cycle |IGCC| tichwjlogy to 
convert coal into mgthws. either to s^l into the nMurtf gas pippin® or to fuel power prodyciton. 
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Taylorville will capture 50 to 60 percent of the carbon dioxide (CO 2 ) that would 
otherwise have been emitted, remove moisture and sulfur compounds, and 
compress the CO 2 stream for pipeline transport either to nearby geologic 
sequestration wells in the Mt. Simon geologic formation (within Christian County, 
Illinois) or for use in EOR operations elsewhere (a pipeline to the Gulf Coast is 
proposed by others). The power island will have criteria pollutant emission levels 
equal to those of a combined-cycle natural gas generation facility. No electric 
generation facility utilizing coal or coal-derived fuel operating an 3 rwhere in the 
world approaches the proposed emission performance of the Taylorville Energy 
Center, yet the project relies exclusively on proven technologies for coal 
gasification, gas processing and power generation. 

The Hybrid IGCC process of producing marketable SNG (methane) will result in 
greater operational flexibility than a more typical IGCC model, in which only 
synthesis gas is produced exclusively for consumption on site. In contrast, the 
project's SNG production will enable its power generation function and 
gasification processes to operate more independently, creating the means to 
manage fluctuations in electricity demand and commodity price volatility, and 
thereby improve the overall viability and success of the project. By making CO 2 
available for EOR, the project offers important contributions to oil as well as 
electric and natural gas energy supplies. Demonstrating the technical and 
economic feasibility of coal-based power generation with carbon capture and 
storage technologies, the project provides a model that can be replicated in support 
of the domestic energy strategy of the United States. 

Tenaska has a loan guarantee application pending with the U.S. Department of 
Energy (DOE) to finance a portion of Taylorville’s $3.5 billion total capital cost. 
DOE has provided $66 million in funding for the Midwest Geological 
Sequestration Consortium, and Tenaska looks forward to being part of this effort. 

Taylorville has a broad range of supporters, including the Illinois AFL-CIO, the 
American Lung Association, the Clean Air Task Force, the Illinois Citizens Utility 
Board, and the Illinois Coal Association. 

Impact of Federal Polices on CCS Development Projects 

Perhaps the most important thing Congress could do to facilitate the development 
of Trailblazer or Taylorville is to provide regulatory certainty, and in particular, a 
regulatory framework within which a market can develop that values greenhouse 
gas emission reductions. In the absence of this regulatory certainty, we foresee an 
EPA rulemaking process with ensuing lengthy litigation that will neither address 
greenhouse gas emissions nor provide the certainty necessary for CCS projects, as 
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well as wind, solar and other innovative projects and related transmission 
necessary for our nation to move ahead. 

The Waxman-Markey ACES discussion draft addresses many of the key 
uncertainties facing the CCS developer; 

• Allowance allocation. Not yet detailed in the draft, allocation of emission 
allowances to pioneering or early adopter generation units with carbon 
capture and storage could potentially provide a stable source of funding if 
structured properly. 

• Bonus allowances. The bonus allowance provisions of the draft legislation 
circulated last Congress by Reps. Dingell and Boucher attempted to address 
the commodity price risk of granted allowances by adjusting the number of 
allowances granted each year based upon current allowance pricing in order 
to maintain more predictable revenue to the project. We believe that such 
measures to remove commodity risk and assure steady revenues will aid in 
financing the project. 

• Auction proceeds. Cap-and-trade proposals may produce governmental 
revenue by auctioning greenhouse gas emission allowances to regulated 
entities. Auction proceeds could assist construction of early CCS projects 
via performance payments for demonstrated sequestration. Along the same 
lines, Tenaska has supported modifications to existing Internal Revenue 
Code section 45Q sequestration tax credit provisions that would increase the 
number and value of the credits and enable reservation of a credit stream 
similar to a production tax credit, yet provide for an adjustment in the credit 
as the market for carbon emission allowances develops within a cap-and- 
trade regime. 

• Regulatory development. The discussion draft includes a comprehensive 
environmental regulatory regime protective of water resources as well air 
quality. Sequestration itself, and the monitoring, reporting, and verification 
necessary to assure its validity, need definition. 

• Liability management. While the issue of long-term liability at sequestration 
sites is under study, protection of early mover projects deserves 
consideration. 

• Industry mobilization. Early commercial CCS projects, including 
Trailblazer and Taylorville, have encouraged utility equipment 
manufacturers, financial institutions and service providers to bring forward 
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competitive new offerings to address the risks and opportunities of a large 
new market. Federal, regional and state legislative and regulatory 
developments are increasing this activity, but greater certainty regarding the 
ultimate regulatory structure is necessary for wider commercial deployment. 

In the past. Congress has employed a number of effective policies to help 
overcome barriers to entry and encourage new energy technologies. Tenaska 
supports those mechanisms that provide the greatest degree of certainty with 
respect to their application and that have objective guidelines. As mentioned, we 
are participating in the DOE loan guarantee process for Taylorville and look 
forward to working with DOE on other initiatives. Tax incentives provide 
predictability for us and our financing counterparties and should be part of the 
ongoing discussion. 

Thank you again for your interest and for the opportunity to provide some details 
on Trailblazer and Taylorville. I want to express Tenaska’s special appreciation to 
three members of Energy and Commerce for their leadership on CCS and energy 
generally— Congressman Terry who represents our headquarters in Nebraska, 
Congressman Shimkus who repre.sents the Taylorville area, and Congressman 
Boucher who we owe a special thanks to for addressing our long term contracts 
issue in the climate change legislation he and Mr. Dingell proposed last year. 

I would be pleased to respond to any questions you may have. 
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Greg Kunkel, Ph.D. 

Vice President of Environmental Affairs 

AS THE VICE PRESIDENT OF ENVIRONMENTAL AFFAIRS FOR TENASKA, DR. GREG 
Kunkel is engaged in development of the company’s strategic responses to climate change and 
other environmental issues of primary concern. Tenaska is an independent energy company that 
develops, constructs, owns and operates non-utility generation and cogeneration plants; provides 
marketing services for natural gas, electricity, and biofuels; and provides acquisition 
management services for private equity funds in the energy sector. 

Dr. Kunkel leads environmental permitting and development for Tenaska’s clean energy 
projects, including: the Tenaska Trailblazcr Energy Center in Texas, the first proposed coal- 
fueled facility to capture 85 to 90 percent of the carbon dioxide (C02) it produces for use in 
enhanced oil recovery; and the Taylorvillc Energy Center in Illinois, a hybrid integrated 
gasification combined-cycle plant (IGCC) that will convert coal into pipeline quality natural gas 
that will fuel power production or be sold, capturing at least 50 percent of its C02 emissions. 

Dr. Kunkel supervises Tenaska’s corporate environmental team to assure compliance with 
environmental requirements and directs environmental commodity transactions for Tenaska 
affiliates, including domestic and international carbon credits. 

In 2008, Tenaska was listed in benchmarking studies by the Natural Resources Defense Council 
as having the best record among thcnnal U.S. electric generation companies for flcctwide 
average emissions of C02. 

Dr. Kunkel earned bachelor of arts and master of arts degrees from the University of Colorado at 
Boulder, He received his doctorate from the University of California at Davis. 
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Mr. Markey. Mr. Hawkins, Mr. David Hawkins, the Director of 
Climate Programs at the Natural Resources Defense Council, one 
of the most frequent visitors to this committee in its history. He 
has been working on air pollution issues for over 30 years. 

We welcome you back. Whenever you are comfortable, please 
begin. 

STATEMENT OF DAVID G. HAWKINS 

Mr. Hawkins. Thank you very much. Thank you for inviting me 
to testify today. I am going to focus today on a pathway for coal. 

NRDC, as an environmental organization, is a strong supporter 
of efficiency and renewable energy resources, but we also believe 
that it is important to have a patWay for advanced coal. It is im- 
portant in order to get the policy support for the protection of the 
climate programs that we need, and it is important to actually 
make those climate protection programs happen more easily in the 
real world. We think we can get deep cuts in carbon dioxide emis- 
sions faster and at lower costs if coal with carbon capture is on the 
table as part of the toolbox, and that is why we very strongly sup- 
port it. 

NRDC is a member of the U.S. Climate Action Partnership, and 
we put forward in that document what we believed was an inte- 
grated package of policy support for carbon capture and disposal. 
There were four things that we recommended. 

The first was a requirement for the government to get its act to- 
gether in terms of developing the necessary permitting rules. 

The second was a program to do early government financial sup- 
port so that we could get five gigawatts of coal capacity with carbon 
capture deployed by 2015. It sounds like Tenaska could be part of 
that five gigawatts. 

The third element would be a transitional program where the 
early movers in the carbon capture world would get a financial in- 
centive. This is very important to overcome the competitive bar- 
riers to these kinds of technologies, even in the early years of a 
cap-and-trade program. 

And the fourth thing we recommended was a set of mandatory 
emissions standards for new coal plants so that we would have 
clarity and an assurance that we didn’t have to rely just on market 
forces but we would have that good old-fashioned regulation that 
says: Here’s a performance standard. You need to meet it. And, by 
the way, there will be financial incentives to help you do even bet- 
ter. 

The ACES discussion draft does a great job of embracing these 
concepts and articulating them. And while there are a few places 
where some added detail would be helpful, we think that it is a 
very great job, and we are very supportive of it. 

In our view, carbon capture and disposal is a real option. It can 
be made into a reality out in the world if it has adequate policy 
support. That policy support has been lacking, but it can be pro- 
vided through the kind of provisions that are in the ACES draft 
and, for that reason, we support it. 

Mr. Chairman, we have heard lots of concerns over the last cou- 
ple of days about whether the technology is available or whether 
it is available at a reasonable cost; and there have been lots of con- 
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cerns and legitimately expressed concerns about the fact that this 
may cost too much, that we simply can’t afford to do what is being 
proposed in this legislation. 

Well, 73 years ago, the predecessor of this committee heard from 
then chairman Sam Rayburn about the need to have a major en- 
ergy advance. It was called Rural Electrification Act of 1936, and 
some of the same arguments that we have heard mounted today 
about the need to protect the climate and whether we could afford 
to do it were put forward then. It was said that the technology did 
not exist to bring electricity to rural Americans. It was said that, 
if it did exist, it would be simply too expensive and ruin us. 

Well, 73 years ago, this committee acted, and it passed out by 
one vote the Rural Electrification Act of 1936, and the result was 
an economy that the world still cannot beat. This is the world’s 
greatest economy, and it is brought to that level in large part by 
electrification. It was that kind of technological advance and will- 
ingness to say, you know, we think these challenges can be met. 

Today, the challenge is even greater and the stakes are higher 
and the rewards are greater. But it is going to come down to the 
same thing: The men and women of this committee voting to do 
what we need to do to create the future that we need to create. 
Thank you. 

Mr. Markey. Thank you, Mr. Hawkins. And it comes in full cir- 
cle, doesn’t it? 73 years ago, we were voting to bring electricity to 
rural America; now we are going to be voting on bringing electricity 
from rural America, the sun and the wind and biomass, to urban 
America. And we might only win by one vote, but that will be the 
perfect circle then when it is completed. 

[The prepared statement of Mr. Hawkins follows:] 
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Summary 

Coal has fueled economic growth in the world’s largest economies. But we cannot solve 
the climate crisis unless we cut coal’s global warming emissions dramatically. We have 
the tools to do this. Energy efficiency, increased reliance on renewables like wind, solar, 
and biomass, and capture of carbon dioxide from power and industrial coal plants 
followed by geologic disposal (CCD or CCS) can play a major role in harmonizing our 
economic, security and climate protection goals. 

But these tools will not be deployed at the required scale unless we enact new laws to cut 
global warming pollution. The proposed American Clean Energy and Security Act of 2009 
(ACES), released by Chairmen Waxman and Markey in March, is a comprehensive program 
to cut emissions from coal and other sources of greenhouse gases and put America on a path 
to economic, energy, and climate security. We cannot afford to delay enactment of this 
program. 

The US Climate Action Partnership (USCAP), of which NRDC is a member, has 
proposed a Blueprint for Legislative Action that combines an economy-wide cap on 
emissions with performance-based policies focused on reducing CO 2 emissions from coal 
use. NRDC believes this program can be effective in protecting the climate and 
managing the transition to a cleaner energy future. 

In NRDC’s opinion, the ACES proposal would implement most of the USCAP 
recommendations to modernize the way we use coal in this country. We urge this 
Committee and Congress to act this year to enact the comprehensive climate protection 
program we urgently need. 
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Mr. Chairman and Members of the Subcommittee: 

Thank you for your invitation to testify today on behalf of the Natural Resources Defense 
Council (NRDC) regarding the American Clean Energy and Security Act of 2009. My name 
is David Hawkins. 1 am Director of Climate Programs at the Natural Resources Defense 
Council (NRDC). NRDC is a national, nonprofit organization of scientists, lawyers and 
environmental specialists dedicated to protecting public health and the environment. 
Founded in 1970, NRDC has more than 1 .2 million members and online activists 
nationwide, served from offices in New York, Washington, Los Angeles and San 
Francisco, Chicago and Beijing. 

Chairman Markey, Ranking Member Upton, thank you for holding this hearing on The 
American Clean Energy and Security Act (ACES) legislative proposal. The ACES 
"discussion draft" recently circulated by Chairmen Waxman and Markey, is an excellent 
starting point for enacting comprehensive energy and climate legislation this year. The 
draft bill draws heavily on recommendations of the U.S. Climate Action Partnership of 
which NRDC is an original member. 

I would like to repeat some of what NRDC’s President, Frances Beinecke, said to the full 
Committee in her testimony yesterday. Passing effective climate legislation is NRDC’s 
highest priority. It is vital to enact legislation this year — to help deliver, economic, 
energy, and climate security. As President Obama said last week, the foundation for 
growth and prosperity in the 21®' Century must be built on solid pillars. Clean, 
sustainable energy is one of those pillars, and promptly enacting comprehensive energy 
and climate legislation is the way to put that pillar in place. 
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Action on global wanning has already been delayed too long. Every day we learn more 
about the ways in which global warming is already affecting our planet. We must act 
now to begin making serious emission reductions if we are to avoid truly dangerous 
levels of global warming pollution. Climate scientists warn us that we face extreme 
dangers if global average temperatures are allowed to increase by more than 2 degrees 
Fahrenheit from today’s levels (equivalent to 2 degrees Celsius over pre-industrial 
levels). The Intergovernmental Panel on Climate Change reports that it is still possible to 
stay below this temperature increase if atmospheric concentrations of CO 2 and other 
global warming gases are kept from exceeding 450 ppm CO 2 - equivalent and then rapidly 
reduced. This will require us to halt U.S. emissions growth almost immediately and then 
achieve significant cuts continuously for the next several decades. 

If we delay and emissions continue to grow, it will become much harder to avoid the 
worst impacts of a climate gone haywire. In short, a slow start means a crash finish, with 
steeper and more disruptive emission cuts required for each year of delay or insufficient 
action. 

The Need for Rapid Deployment of Low-Carbon Electricity 

Mr. Chairman, this panel has been asked to address the role of low-carbon electricity 
resources in combating global warming. This is indeed a priority, due to the centrality of 
electricity in modem life and its large contribution to global warming pollution both in 
the U.S. and around the world. Electricity is quite miraculous and has made an enormous 
improvement in the quality of life of every human being lucky enough to have access to 
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it. We take electricity for granted in the U.S. but there are Americans alive today who 
know what it was like to grow up without electricity. The hard life of rural families, 
especially farm women, prior to the enactment of the 1936 Rural Electrification Act is 
compellingly depicted in Robert Caro’s LBJ biographical volume, The Path to Power: 
“Washing, ironing, cooking, canning, shearing, helping with the plowing and 
the picking and the sowing, and every day, carrying the water and the wood, 
and because there was no electricity, having to do everything by hand by the 
same methods that had been employed by her mother and grandmother and 
great-great-great-grandmother before her. . 

We meet here today in the building that bears Sam Rayburn’s name and before the 
Committee that succeeds Rayburn’s Interstate Commerce Committee, where in 1936 he 
fought to report out the Rural Electrification Act — and succeeded by a margin of one 
vote. Access to electricity-what seems so obviously good policy today - was fought 
intensely seventy years ago. And the arguments made then are familiar today as we 
decide to take another giant step in modernizing our country’s use of electricity. Then 
the opposition argued the technology to bring electricity to rural Americans was simply 
not available or available only at a ruinous cost. Today, we are told the technology is not 
available to bring all of us electricity that will not create a disastrous climate or that the 
technology is available only at an unacceptable cost. 

Sam Rayburn’s Congress knew it was possible to act boldly and that the arguments 
against acting were exaggerated and simply wrong. And so that Congress acted, helping 
to build the strongest economy on earth and making a miraculous difference in the lives 
of millions of families. It is no exaggeration to say that you in this Congress are 
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embarked on a challenge even more critical than that facing Rayburn’s Congress — the 
stakes are even larger and the payoff will be even greater. But in the end it will come 
down to the same action taken in this Committee seventy-three years ago — men and 
women voting for what seems hard today but with the conviction that it is essential to 
build the future we want. 

The American Clean Energy and Security Act 

The American Clean Energy and Security Act of 2009 (ACES) will put us on a path to 
deliver the future electric power system that we and the rest of the world need badly. I will 
focus my remarks on the impact of ACES on coal-based electric power generation. 

As you know, coal fuels about 50% of U.S. electric generation today. U.S. coal capacity is 
aging: about one-third of U.S. coal capacity is over 40 years old today; in 2025. more than 
half of U.S. coal capacity will be over 50 years old. 1 have testified previously before this 
Committee on the toll from coal as it is mined and burned today and on the need to act now 
to begin reducing CO 2 emissions from the U.S. coal and global coal fleets and to prevent 
new coal plant investments that release their CO 2 to the air. 

Coal is the most abundant fossil fuel and is distributed broadly across the world. It has 
fueled the rise of industrial economies in Europe and the U.S. in the past two centuries 
and is fueling the rise of Asian economies today. Because of its abundance, coal is cheap 
and that makes it attractive to use in large quantities if we ignore the harm it causes. 
However, per unit of energy delivered, coal today is a bigger global warming polluter 
than any other fuel: double that of natural gas; 50 per cent more than oil; and, of course, 
enormously more polluting than renewable energy, energy efficiency, and, more 
controversially, nuclear power. To reduce the contribution to global warming from coal 
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use, we can pursue efficiency and renewables to limit the total amount of coal we 
consume but to reduce emissions from the coal we do use, we must deploy and improve 
systems that will keep the carbon in coal out of the atmosphere, specifically systems that 
capture carbon dioxide (CO 2 ) from coal-fired power plants and other industrial sources 
for safe and effective disposal in geologic formations. These systems are referred to as 
carbon capture and storage (CCS) or carbon capture and disposal (CCD), which is the 
term I will use. 

The Need for CCD 

Any significant additional use of coal that vents its C02 to the air is fundamentally in 
conflict with the need to keep atmospheric concentrations of C02 from rising to levels 
that will produce dangerous disruption of the climate system. Given that an immediate 
world-wide halt to coal use is not plausible, analysts and advocates with a broad range of 
views on coal's role should be able to ajp-ee that, if implemented in a safe and effective 
manner, CCD should be rapidly deployed to minimize C02 emissions from the coal that 
we do use. 

Decisions being made today in corporate board rooms, government departments, and 
congressional hearing rooms are determining how the next coal-fired power plants will be 
designed and operated. Power plant investments are enormous in scale, more than $1 
billion per plant, and plants built today will operate for 60 years or more. The 
International Energy Agency (lEA) forecasts that more than $5 trillion will be spent 
globally on new power plants in the next two decades. Under lEA’s forecasts, about 
1800 gigawatts (GW) of new coal plants will be built between now and 2030 — capacity 
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equivalent to 3000 large coal plants, or an average of ten new coal plants every month for 
the next two decades. This new capacity amounts to 1 .5 times the total of all the coal 
plants operating in the world today. 

If we decide to do it, the U.S. and the world could build and operate new coal plants so 
that their CO 2 is returned to the ground rather than polluting the atmosphere. The ACES 
bill contains a comprehensive approach to make this happen in the U.S. Modeled closely 
on the USCAP Blueprint for Legislative Action recommendations, the ACES bill 
combines a declining cap on greenhouse gas emissions with emission standards that will 
require new coal plants to capture some fraction of their CO 2 emissions. In addition, to 
allow CCD to be deployed without significant impacts on individual consumers’ 
electricity rates, the ACES bill provides for a program of direct payments for capture and 
disposal of CO 2 from the early generations of new coal plants. 

USCAP Recommendations 

As I have testified previously, the USCAP Blueprint contains a comprehensive proposal 
for CCD deployment as part of a broad climate protection law. In addition to an 
economy-wide cap, the Blueprint recommends Congress adopt the following measures: 

• requirements for the government to issue needed regulations for siting CO 2 
repositories and pipelines; 

• government financial support to build 5 GW of CCD-equipped commercial power 
plants by 2015; 

• a transitional program to pay for tons of CO 2 emissions captured and disposed 
through use of CCD; 
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• mandatory emission standards for new coal plants that are not already permitted 
as of January 1 , 2009. 

ACES CCD Provisions 

Subtitle B of the ACES bill provides a strong foundation for the deployment of CCD 
systems to enable large reductions in emissions from large fossil fuel sources. In 
NRDC’s opinion, proposed sections 111,112, and 113 of the ACES bill would 
effectively implement the USCAP recommendation to develop and implement a national 
strategy to address legal and regulatory barriers to commercial-scale CCD deployment. 

USCAP also recommends an early grant program to establish at least 5 gigawatts (GW) 
of coal fueled facilities equipped with CCD and meeting an emission rate no more that 
1100 pounds of CO 2 per megawatthour by 2015, including at least one pulverized coal 
retrofit project. The ACES bill does not contain a provision that specifically requires 
deployment of this amount of CCD capacity by 2015. The ACES bill does, in proposed 
section 1 14, authorize creation of a corporation to provide grants, contracts and financial 
assistance for commercial-scale demonstrations of carbon capture or storage technology 
projects. While NRDC believes the section 1 14 program can be useful in advancing 
practical knowledge and experience with CCD, we are concerned that as drafted, it does 
not appear to have a clear enough focus to assure that the USCAP-recommended 5 GW 
of CCD projects will be established by 2015. NRDC recommends that the discussion 
draft be revised to specifically incorporate an objective to achieve this important early 
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deployment component by 2015. We will be happy to work with the Subcommittee and 
full Committee on this topic. 

USCAP also calls for a program of direct payments on a dollar per ton of CO 2 avoided 
basis for the first ten years of operation of CCD systems. Payments would be based on 
two sliding-scales. Higher payments per ton avoided would be provided for earlier 
projects to reflect estimated higher costs and to provide an added incentive for early 
operation of CCD projects. The payment schedule would be highest for the first 3 GW of 
projects in the program, with successively smaller payments for later projects. In 
addition, a separate sliding scale would provide higher dollar per ton payments for 
projects with higher capture rates. This would reflect the expected higher costs for high 
capture rate systems and would provide an incentive to achieve lower emission rates than 
the minimum mandatory emission standard. For example, for a project in the first 3 GW 
of the program that achieved a high level of capture (85-90%), the payments for the 
expected incremental costs are estimated to be on the order of $90 per ton avoided. 
USCAP recommends that the total size of the financial incentive program should be large 
enough to support on the order of 72 GW of CCD projects. 

Section 1 1 5 of the ACES bill includes a direct payment program for captured and stored 
CO 2 . This provision includes a requirement for payments to be made based on sliding 
scales with higher payments provided for early projects and for projects employing 
higher levels of capture. In NRDC’s opinion, this approach is consistent with the 
USCAP recommendations. The duration of the payment program and the total program 
size are not specified in the discussion draft version of the ACES bill. We understand 
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that these provisions will be included as the bill moves through committee and NRDC 
urges the adoption of the USCAP recommended amounts for these provisions. 

USCAP recommends a mandatory emission standard of 1 100 pounds per megawatt hour 
(Ibs/MWh) for coal plants permitted between January 1, 2009 and 2020 and an 800 
Ibs/MWh mandatory standard for plants permitted after the start of 2020, with authority 
for EPA to establish tighter standards as justified by technical and economic feasibility 
considerations. Compliance with the initial emission standard would be required upon 
startup for plants permitted after January 1, 2015. For plants permitted between now and 
January 1, 2015, compliance would be required within four years after either 2.5 GW of 
commercial scale CCD power plants are operating in the U.S. or 5 GW of such plants are 
operating globally. This recommendation guarantees that any proposed coal project not 
already permitted today must meet an emission standard that requires the operation of 
CCD, either upon startup or early in its operating life. 

Section 1 16 of the ACES bill adds a new section 812 to the Clean Air Act that does, in 
NRDC’s opinion, implement the USCAP emission standard recommendations.' 

These provisions of the ACES bill will help speed the deployment of CCD here at home 
and set an example of leadership. That leadership will help reconcile coal and climate 
protection; it will bring us economic rewards in the new business opportunities it creates 
here and abroad; and it will speed engagement by critical countries like China and India. 
As other witnesses will testify, the first CCD projects are technically ready for 
deployment today but the lack of a policy framework means there are regulatory and 
' There may be a need for some technical clarification of certain of the definitions in section 812. 
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economic barriers that are difficult to overcome. The ACES bill would correct this 
problem by directing the adoption of required siting rules and providing both the 
financial incentives and clear standards for emission performance that are needed to make 
CCD a reality in a timely manner. 

Conclusions 

To sum up, since we will almost certainly continue using substantial amounts of coal in 
the U.S. and globally in the coming decades, it is imperative that we act now to deploy 
CCD systems. Commercially demonstrated CO2 capture systems exist today and 
competing systems are being researched. Improvements in current systems and 
emergence of new approaches will be accelerated by requirements to limit CO2 
emissions. Geologic disposal of large amounts of CO2 is viable and we know enough 
today to conclude that it can be done safely and effectively. EPA must act without delay 
to revise its regulations to provide the necessary framework for efficient permitting, 
monitoring and operational practices for large scale permanent CO2 repositories. 

A cap and trade program for greenhouse gases is essential to change the way we use coal 
but it does not assure in its early years the deployment of CCD technology. To achieve 
that objective, we need complementary policies that require minimum emission standards 
from new investments and incentives to deploy CCD broadly. The ACES bill contains 
the needed provisions and its enactment would make CCD a reality soon. 

Finally CCD is an important strategy to reduce CO2 emissions from fossil fuel use but it 
is not the basis for a climate protection program by itself Increased reliance on low- 
carbon energy resources is the key to protecting the climate. The cleanest energy 
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resource of all is smarter use of energy; energy efficiency investments will be the 
backbone of any sensible climate protection strategy. Renewable energy will need to 
assume a much greater role than it does today. With today’s use of solar, wind and 
biomass energy, we tap only a tiny fraction of the energy the sun provides every day. 
There is enormous potential to expand our reliance on these resources. Accordingly, 
NRDC supports the other provisions of the ACES bill that would encourage greater 
reliance on these home-grown energy resources. 

We have no time to lose to begin cutting global warming emissions. Fortunately, we 
have technologies ready for use today that can get us started. 

Mr. Chairman, that completes my testimony, 1 will be happy to take any questions you or 
other members of the subcommittee may have. 
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Mr. Markey. Our next witness is Eugene Trisko on behalf of the 
United Mine Workers of America. Mr. Trisko has represented the 
United Mine Workers for more than 20 years. He is a member of 
the Environmental Protection Agency’s Clean Air Act Advisory 
Committee and has appeared before the U.S. Court of Appeals for 
the District of Columbia concerning the Clean Air Act. 

Welcome, sir. 

STATEMENT OF EUGENE M. TRISKO 

Mr. Trisko. Thank you, Mr. Chairman, Ranking Member Upton. 
I am pleased to be here today to testify on behalf of the United 
Mine Workers. 

The UMWA has sought technological solutions to the environ- 
mental challenges facing coal for decades. The UMWA recognizes 
that climate change legislation poses potentially the greatest threat 
to its membership and to the continued use of coal. In July, 2007, 
the Mine Workers and other industrial unions endorsed the bipar- 
tisan Bingaman-Specter climate change bill. Achieving the proper 
balance among technology incentives and the timing and stringency 
of emission reductions will be essential for obtaining bipartisan 
support for climate legislation. 

One half of our electricity today is generated by coal. Twenty- 
three States rely on coal for more than half of their electric sup- 
plies. To reduce coal in our energy mix means using another fuel 
to replace it for baseload generation, most likely a combination of 
natural gas and nuclear. 

There is a great deal in this proposed legislation that UMWA 
supports. We strongly endorse section 114, incorporating the Car- 
bon Capture and Storage Early Deployment Act reintroduced this 
year by Representative Boucher and a bipartisan group of cospon- 
sors. The programs called for by this section will provide critical 
nonbudget support for the early demonstration of CCS technologies 
on the commercial scale. 

CCS technology is the principal means for assuring that coal can 
continue to supply a significant share of our electric generating 
needs. These technologies also can provide a major source of new, 
well-paying low-carbon jobs. 

Our statement summarizes a recent study showing that deploy- 
ment of 65 to 100 gigawatts of new advanced coal capacity with 
CCS could create five to seven million job years of employment dur- 
ing construction and more than one quarter million permanent 
jobs. 

UMWA supports the objectives of the CCS incentives provided in 
section 115. The Mine Workers recommend that the committee de- 
velop an allowanced-based mechanism for funding qualifying CCS 
facilities. Such incentives will be critical to attracting capital in- 
vestment in new and retrofit applications. 

The timing and availability of section 115 support should provide 
planning certainty. We regard the period from 2020 to 2040 as crit- 
ical for avoiding a large-scale loss of coal markets. As to scale, we 
recommend a range of 65 to 100 gigawatts of new and retrofit ca- 
pacity based on U.S. EPA’s analysis of previous climate bills. 

The Mine Workers recommend the bill avoids specifying CO 2 per- 
formance standards limited to coal-based generating units. NSPS 
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are unnecessary for these sources since all cap sources will be re- 
quired to comply with the bill’s declining cap. 

To avoid the risk of WTO challenges, we suggest that the bill’s 
international border adjustment provisions be modified consistent 
with IBEW and AEP suggested changes submitted to the com- 
mittee on April 17. 

UMWA favors the largest possible use of allowance allocations to 
the electric distribution and independent generation sectors and to 
vulnerable manufacturing industries. We support the recommended 
approach to allocations outlined in the recent letter to Chairman 
Waxman by the IBW and the utility workers. 

UMWA is mainly concerned about the 20 percent reduction tar- 
get for the year 2020. This target is well above the 6 percent target 
proposed by the Dingell-Boucher December, 2008, discussion draft 
and President Obama’s proposed 14 percent target. 

Commercial use of CCS by 2020 is likely to be limited to a hand- 
ful of early mover plants. Recent modeling of similar emission con- 
trol proposals shows that one-third to one-half of coal-based gener- 
ating capacity could be retired between 2015 and 2030. EPA’s pre- 
liminary modeling of the bill shows this occurring by 2040, even 
with aggressive CCS assumptions. Such impacts must be avoided 
if the Nation is to retain domestic coal as a principal energy sup- 
ply. The UMWA thus urges moderation in the choice of the 2020 
target, recognizing that the majority of the emission reductions re- 
quired by the bill occur later in the program when technological ad- 
vances should facilitate the continued use of coal. 

Thank you, Mr. Chairman, members of the committee. 

Mr. Inslee [presiding]. Thank you very much. 

[The prepared statement of Mr. Trisko follows:] 
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Attorney at Law 
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Berkeley Springs, WV 25411 
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Statement on behalf of the 
United Mine Workers of America, AFL-CIO 
Before the 

Committee on Energy and Commerce 
Energy and Environment Subcommittee 
U.S. House of Representatives 
April 23, 2009 

“The American Clean Energy and Security Act of 2009” 

Chairmen Waxman and Markey, Ranking Members Barton and Upton and 
distinguished members: 

1 am pleased to be here today to testify on behalf of the United Mine 
Workers of America (UMWA), the labor union representing the nation’s organized 
coal miners. I have represented the UMWA in clean air and global climate change 
issues for more than 20 years, including participation as an NGO at all major 
United Nations climate negotiating sessions subsequent to the 1 992 Rio Earth 
Summit. A copy of my bio is Attachment 1, and a summary of my statement is 
Attachment 2. 

The American Clean Energy and Security Act (ACES) is comprehensive 


energy and environmental legislation, combining for the first time requirements for 
national renewable energy portfolio standards, a suite of energy efficiency 
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initiatives, and a national cap-and-trade program to reduce emissions of 
greenhouse gases. We are pleased to have the opportunity to comment on this 
proposed legislation, and will focus particularly on its cap-and-trade and carbon 
capture and storage provisions. 

Background 

The UMWA has sought technological solutions to the environmental 
challenges facing coal production and use for decades. The union fought, but 
ultimately lost, a 10-year legislative battle to require large coal-based generating 
plants to install available scrubber technologies to reduce their sulfur emissions. 
Due to fuel-switching to meet Title IV acid rain emission reductions, coal 
production in major eastern coal producing states declined by more than 113 
million annual tons between 1990 and 2000. More than 30,000 coal mining Jobs 
were lost. Dozens of mining communities have all but ceased to exist across 
economically-depressed Appalachia and the rural Midwest. 

The UMWA recognizes that climate change legislation represents the 
greatest threat to its membership and to the continued use of coal. In July 2007, 
the UMWA, the AFL-CIO and other industrial unions endorsed the bipartisan 
Bingaman-Specter climate change bill (S.1766). That bill provided an appropriate 
balance of technology incentives, reasonable emission reduction targets and 
timetables, and safeguards for the economy. Achieving the proper balance among 
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Intermittent renewables such as wind cannot replace baseload coal 
generation, and usually are backed up with natural gas. To reduce coal in our 
energy supply mix means using another fuel to replace it for baseload generation, 
most likely a combination of nuclear and natural gas. Such a fundamental shift in 
U.S. energy policy would bring into question the cost and the availability of natural 
gas supplies. Substantial increases in demand for natural gas inevitably would lead 
to much higher electric generation costs, higher natural gas costs for consumers 
and industries, and greater dependence on foreign sources for supply. At the 
margin, our gas supplies will come from higher-cost unconventional reserves, and 
imports from Canada and unstable foreign markets in the form of LNG. 

ACES Requires Comprehensive Economic Analyses 

Due to its comprehensive nature and aggressive emission reduction and 
renewable energy and efficiency targets and timetables, ACES would impact 
virtually every aspect of energy supply and demand in this country. We look 
forward to U.S. DOE/EIA and other independent analyses of the economic and 
environmental impacts of this legislation, and hope that such studies will be 
available to guide the Committee’s deliberations on this major bill. 

There is much in this proposed legislation that UMWA supports, and our 
statement highlights these areas of agreement while outlining some suggested 
changes or improvements to the bill. 
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Support for Section 1 14 

We strongly endorse the adoption, in Section 1 14, of HR 1689, the Carbon 
Capture and Storage Early Deployment Act reintroduced this year by Rep. Rick 
Boucher and a bipartisan group of cosponsors. The programs called for by this 
section will help to provide critical non-budget support for the early demonstration 
of CCS technologies on a commercial scale. Changes to the bill since its 
introduction in 2008 have enhanced the role of state public utility commissions, 
ensuring greater transparency and accountability. 

HR 1689 is based on the unanimous recommendations of the U.S. ERA 
Advanced Coal Technology Work Group (ACT). In January 2008, U.S. EPA’s 
ACT Work Group, representing a broad array of industry, state and environmental 
stakeholders, including the UMWA, unanimously recommended that Congress 
create a Carbon Capture and Storage Early Deployment Fund to defray the 
additional costs and risks of these technologies. 

It is widely recognized that geological capture and storages of C02 is the 
key to retaining domestic coal as a viable energy supply in the context of 
constrained U.S. greenhouse gas emissions. While various private and federal 
research programs are exploring the potential for carbon sequestration, a secure 
and adequate funding source is not available to accelerate essential applied 
research, development and commercial-scale demonstration of carbon capture and 
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Storage as a viable commercial option for existing and future coal-based energy 
providers. 

The 2007 MIT report, The Future of Coal, cautioned that: 

“Today, and independent of whatever carbon constraints may be 
chosen, the priority objective with respect to coal should be the 
successful large-scale demonstration of the technical, economic, and 
environmental performance of the technologies that make up all of the 
major components of a large-scale integrated CCS system — capture, 
transportation and storage. Such demonstrations are a prerequisite for 
broad deployment at gigatonne scale in response to the adoption of a 
future carbon mitigation policy, as well as for easing the trade-off 
between restraining emissions from fossil resource use and meeting 
the world’s future energy needs.” (Id., at xi.) 

MIT also concluded that current funding for advancing CCS was 
“completely inadequate”: 

At present government and private sector programs to implement on a 
timely basis the required large-scale integrated demonstrations to 
confirm the suitability of carbon sequestration are completely 
inadequate. If this deficiency is not remedied, the United States and 
other governments may find that they are prevented from 
implementing certain carbon control policies because the necessary 
work to regulate responsibly carbon sequestration has not been done. 

Thus, we believe high priority should be given to a program that will 
demonstrate C02 sequestration at a scale of 1 million tonnes C02 per 
year in several geologies. (Id., at xii.) 

Section 1 14 is responsive to MIT’s recommendations. CCS technologies are 
the only means for assuring that domestic coal can continue to supply a significant 
share of our electric generating needs in a carbon-constrained environment. As 
discussed below, the widespread deployment of CCS technologies also can provide 
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a major source of new, well-paying low-carbon jobs involving a broad range of 
skills. 

The U.S. must take the lead in establishing the technical and commercial 
viability of CCS technologies for use both here and abroad. The world’s ability to 
stabilize global CO 2 concentrations - the long-term goal of the U.N. Framework 
Convention on Climate Change - depends upon the willingness of major 
developing economies like India and China to accept meaningful commitments to 
reduce their future greenhouse emissions. These countries have vast coal reserves, 
and will continue to rely upon them to support their economic development. 
Section 115 Commercial Deployment of CCS Technologies 

The UMWA supports the objectives of the CCS commercial incentives 
provided in section 1 15 of ACES. A financial mechanism is needed to defray the 
incremental capital and operating costs of CCS technologies relative to units not 
employing carbon controls. 

Section 1 15 currently depends on appropriated funds to be distributed by 
EPA in “tranches” to electric generating facilities meeting certain qualifications, in 
the form of payments per ton of C02 captured and sequestered. The duration of 
this program and its potential scope are not yet defined. 

The UMWA recommends that the Subcommittee develop an allowance- 
based mechanism for funding qualifying CCS facilities, similar to the bonus 



769 


8 

allowance provisions of the Bingaman-Specter (S. 1766) or Wamer-Lieberman 
(S. 2191) climate bills introduced in the 1 10'*' Congress. Appropriated funds 
cannot provide the security for financial planning that developers of multi-billion 
dollar projects require. Using bonus allowances (e.g., x tons of allowances per ton 
of C02 captured and stored), or an alternative payment mechanism based on other 
allowance resources, will be critical to attracting capital investment in new and 
retrofit CCS applications. We agree with the principle established by Section 1 15 
that larger payments should be awarded to projects achieving higher degrees of 
carbon capture and storage. 

The timing of the availability of Section 1 15 support should be defined to 
provide planning certainty. The UMWA regards the first 20 years of the 
greenhouse gas reduction program as the most critical for avoiding a wholesale 
“dash to gas” as the principal utility compliance strategy. As an illustration, a 
program of commercial incentives operative from the first anticipated date of 
commercial operation of new or retrofit facilities - beyond the “first mover” 
projects to be supported by Section 1 14 - might be structured for the period 2020 
to 2040. Beyond 2040, allowance prices alone should justify investments in CCS 
technologies. 

Regarding the potential scope of Section 1 1 5 - how much capacity might be 
qualified to receive support - the Subcommittee should consider the potential 
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demand from both new and retrofit facilities. There is more than 300 Gigawatts 
of existing coal capacity across the nation. Many of the larger plants equipped with 
conventional pollution controls and located near carbon storage sites represent 
viable candidates for retrofit CCS controls. The demand for new coal plant 
applications also must be considered. 

We recommend that the Subcommittee consult with U.S. DOE, the Electric 
Power Research Institute, and similar experts to assess the potential magnitude of 
demand for Section 1 15 support. For reference, U.S. EPA analyses of the Warner 
Lieberman and Bingaman Specter bills indicated that the bonus allowances and 
other incentives provided by these proposals would be sufficient to support the 
construction of approximately 65 Gigawatts and 100 Gigawatts of new Integrated 
Gasification Combined Cycle (IGCC) capacity equipped with CCS, respectively. 
EPA’s analyses did not take into account the potential demand for CCS retrofits at 
existing plants. 

Job and Other Economic Benefits from CCS Commercial Deployment 

A February 2009 study by BBC Research & Consulting (BBC), 
“Employment and Other Economic Benefits from Advanced Coal Electric 
Generation with Carbon Capture and Storage Technologies,” illustrates the 
employment and economic benefits that would result from deployment of CCS 
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technologies to reduce carbon dioxide emissions from the electric power sector. 1 
The UMWA joined with the Industrial Union Council of the AFL-CIO, the 
International Brotherhood of Boilermakers, the International Brotherhood of 
Electrical Workers, and the American Coalition for Clean Coal Electricity to 
jointly sponsor this study to inform the discussion about the job and other 
economic benefits of CCS technologies. 

The BBC study provides estimates, based on three legislative proposals, of 
the economic benefits that could result from development and operation of 
advanced coal-based generation facilities equipped with CCS. The study does not 
advocate any policy position on climate change, nor does it examine the potential 
adverse economic impacts of climate change legislation on the overall coal or 
electric generation industries, or on other industries and economic sectors. 

The BBC study builds on U.S. EPA analyses of the Lieberman-Wamer (S. 
2191) and Bingaman-Specter (S. 1766) bills. To estimate economic benefits, BBC 
used EPA’s projections of the amount of advanced coal-based generation equipped 
with CCS that would be added to the nation’s generation mix under each of the two 
bills (65 GW and 100 GW, respectively). In addition, BBC estimated the 
employment and economic benefits of HR 6258, introduced by Rep. Rick Boucher 
in 2008 to provide funding support for the early commercial demonstration of 

1 The BBC study is available at: 

hUp://www.boilermakers.org/resources/news/New_study_shows_advanced_coaLtechnology_win_createJobs 
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CCS-equipped plants. BBC estimated the capacity to be installed under HR 6258 
at approximately 3.2 Gigawatts (six 540 MW units). 

Data from sources such as DOE/NETL and EPRI were incorporated into the 
IMPLAN model, an economic model developed by the U.S. Forest Service that is 
widely used for economic impact studies of this type. IMPLAN produced estimates 
of the jobs, output, value-added (GDP) and labor income associated with the 
construction and operation of advanced coal-based facilities equipped with CCS. 
BBC’s findings are summarized below for the construction and operating phases of 
advanced coal facilities with CCS, showing total (direct, indirect and induced) job, 
output and income effects. 

Construction Phase (Cumulative Benefits) 



too GW 

65 GW 

Boucher 

Job-Years 

6.9 Million 

5.5 Million 

225,000 

Output (Sales) 

$1,103 Trillion 

$874 Billion 

$33 Billion 

Labor Income 

$368 Billion 

$297 Billion 

$12 Billion 


Operating Phase (Annual Benefits) 



100 GW 

65GW 

Boucher 

Job-Years 

251,200/yr 

179,400/yr 

7,500/yr 

Output (Sales) 

$58 Billion/yr 

$41 Billion/yr 

$2 Billion/yr 

Labor Income 

$17 Billion/yr 

$12 Billion/yr 

$500 Million/yr 
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These estimates underscore the vital contribution that advanced coal-based 
facilities with CCS can make to our economy, while reducing greenhouse gases 
and creating significant new job opportunities. Notably, the incremental benefits 
of the 100 GW case, relative to the 65 GW case, are some 1.4 million job years of 
employment over a 4-5 year construction phase, $225 billion of gross output, and 
$90 billion in labor (household) income over the construction phase. During the 
operating phase, the incremental benefits of the 100 GW case are more than 70,000 
permanent jobs, $17 billion of gross annual output, and $5 billion of annual labor 
income. 

Concerns about GHG Performance Standards 

Section 1 16 of ACES proposes new GHG emission performance standards 
for coal-based power plants, but not for other sources dependent on fossil fuels 
such as natural gas or oil. This section adds a new Section 812 to the Clean Air 
Act specifying greenhouse gas emission limitations for new coal plants, with 
emission rates linked to the dates of final permitting. The emission rates range 
from 1 100 lbs C02/MWh (-50% C02 capture) for plants finally permitted by 
January 1, 2015, to 800 lbs C02/MWh (-65% capture) for plants permitted by 
January 1, 2020. Plants permitted between January 1, 2009, but prior to 2015 are 
subject to an emission limit of 1 100 lbs C02/MWh dependent upon EPA 
determinations on the extent of operational CCS capacity in the U.S. and globally. 
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In addition to these provisions. Section 331 adds a new Section 81 1 to the 
CAA directing EPA to set GHG performance standards for stationary sources that 
are not subject to the bill’s cap, and precluding the agency from setting GHG New 
Source Performance Standards for stationary sources subject to the cap. 

The UMWA recommends that the Subcommittee avoid specifying 
performance standards limited to coal-based generating units subject to the cap. 
There is no basis for excluding new natural gas- or oil-based generating sources 
from Section 1 16, since all types of fossil generation ultimately would need to 
apply CCS technologies to comply with the bill’s longer-term reduction 
requirements. More fundamentally, for capped sources, NSPS are unnecessary 
since all capped sources will be required to limit emissions through offsets or 
technology to comply with the bill’s declining cap. The bill implicitly recognizes 
this by precluding EPA from setting NSPS for other capped stationary sources. In 
its present form, the bill appears to favor natural gas-based sources, which could 
comply with the cap for many years through low-cost offsets, while forcing coal 
plants to use CCS technology that has not yet been commercially demonstrated at 
the scales contemplated by the alternative “trigger” provisions. For these reasons, 
the UMWA respectfully suggests that only Section 331 of the bill’s emission 
limitation provisions should be retained, providing for EPA determination of 
emission standards for uncapped stationary sources. 
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Support for IBEW-AEP Border Adjustment Proposal 

ACES incorporates (at Section AW et seq.) a modified version of the IBEW- 
AEP proposal for imposing allowance-based border adjustments on goods and 
products imported from countries that have not adopted comparable greenhouse 
gas controls. Changes to the proposal include delaying its start date to 2020, 
replacing the “comparability” test with a "competitiveness” test more likely to be 
challenged successfully under WTO, and transferring administrative authority and 
discretion over the program to the President rather than to an independent 
commission subject to judicial review. 

These modifications weaken the prospective effect of the IBEW-AEP 
proposal, and reduce the pressure on China and other developing nations to adopt 
greenhouse gas controls. We are advised that the revisions substantially enhance 
the likelihood of successful challenges under WTO. 

With China, India and other major developing economies unlikely to agree 
to any form of emission caps under the UN FCCC process, in Copenhagen this 
year - or for the foreseeable future - the U.S. should not limit its options for 
helping to create a level playing field in international commerce. At the 1992 Rio 
Earth Summit, there was no expectation that within less than 20 years China would 
emerge as the world’s largest coal consumer, the dominant source of manufactured 
goods exported to the United States, and the largest emitter of greenhouse gases. 
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We recommend that the international border adjustment provisions of 
ACES be modified consistent with IBEW-AEP’s suggested changes to the 
proposed bill submitted to the Committee on April 17th. Adoption of the IBEW- 
AEP suggested changes, including creation of an independent commission and 
elimination of a “competitiveness” test, will help to avoid WTO challenges. 
Support for IBEW-UWUA Allocation Position 

Critical decisions regarding the allocation and auction of emission 
allowances remain to be made. In principle, the UMWA favors the largest possible 
use of allowance allocations to the electric distribution and independent generation 
sectors, and to vulnerable manufacturing industries, with auctions reserved for use 
in upstream oil and gas. The UMWA supports the recommended approach to 
allocations outlined by USCAP and by the Edison Electric Institute, as reflected in 
the recent joint letter to Chairman Waxman and other members by the IBEW and 
the Utility Workers of America (Attachment 3). 

The allocation of emission allowances downstream to electric utility “wires” 
companies will avoid the risk of windfall profits, while an appropriate allocation to 
independent generators in restructured states, sufficient to offset their compliance 
costs, will reduce the risk of large-scale switching from coal to natural gas. 
Auctions, in contrast, ensure that the costs of obtaining allowances would be 
passed through immediately to customers, increasing the cost of the program and 
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reducing public acceptance. The Title IV allowance allocation program, with 
bonus allowances for early adoption of technology, is a good example of how 
direct allocations can minimize customer costs while providing incentives for early 
use of control technologies. 

Concerns about Timing and Stringency 

ACES proposes an aggressive schedule of greenhouse gas emission 
reductions that could lead to large-scale displacement of coal-based generation 
before CCS technologies can be adequately demonstrated for widespread 
commercial use. The UMWA is less concerned about the proposed reduction 
target of 42% below 2005 emissions by 2030 - assuming that CCS technologies 
can be widely deployed by that time - than by the 20% reduction target for 2020. 
This target is well above the 6% target proposed by the Dingell-Boucher December 
2008 discussion draft and President Obama’s proposed 14% target. 

Any new power plant designed for CCS technologies and scheduled to be in 
commercial operation by 2020 should be in the design and permitting process 
today. ACES implicitly recognizes, both through its adoption of the Boucher Early 
CCS Demonstration Act, and its provisions calling for a study of long-term 
liability issues related to CCS, that commercial use of CCS by 2020 is likely to be 
limited to a handful of early-mover plants. The 2020 target should also recognize 
that the electric generation sector tends to bear the brunt of national emission 
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reductions in an economy-wide trading scheme, well in excess of its 
contributions to greenhouse gas emissions. 

Recent modeling of emission control proposals being considered by the 
Midwest Greenhouse Gas Reduction Accord (MGGRA) process supports our 
concerns about the adverse consequences of an overly-aggressive 2020 target. The 
Midwest Governors’ Accord stakeholder process has evaluated a package of policy 
options including a cap-and-trade program with a 20% reduction below 2005 levels 
by 2020, a long-term reduction target of 80% by 2050, and energy efficiency and 
renewable energy portfolio standards similar to those called for by ACES. The 
MGGRA region covers six signatory states: Minnesota, Iowa, Kansas, Illinois, 
Michigan and Wisconsin. Together, these states account for some 20% of U.S. 
GDP, and rely on coal for more than 60% of their electric generation. 

The two charts below summarize the modeled impacts of the proposed cap 
and trade and complementary RPS and energy efficiency policies on electric 
generation and on the retirement of existing generating capacity in the six-state 
region. The energy efficiency targets are average annual reductions of 1% and 2% 
from baseline demand for the period 2015-2030. 
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Electric Generation, MGGRA States 
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Source: ICF, Inc., Cap-and-Trade Modeling: Initial Policy Run Results (March 27, 2009). 


Electric Generation Cumulative Retirements, MGGRA States 
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The predominant impact of the MGGRA policies is the reduction of coal 
generation and the premature retirement of coal-based capacity. The coal unit 
retirements by 2030 range from 17 Gigawatts to 27 Gigawatts, or 30% to 50% of 
regional coal generating capacity of 55 Gigawatts. These unit retirements begin as 
early as 2015 and are more than half completed by 2020. In the lower case (1% 
energy efficiency), we estimate that more than 140 coal units - mainly smaller 
units less than 300 MW capacity and more than 50 years old - would be retired. 

MGGRA modeling shows that most of this capacity would be replaced by 
wind energy. MGGRA has not undertaken transmission access or reliability 
analyses to assess the feasibility of this reduction of regional coal generation. We 
believe that similar concerns likely surround the impact of the 2020 target 
proposed in ACES. 

Similar coal market impacts have been predicted for legislation with 2020 
emission targets less stringent than 20 percent. Analyses by U.S. EPA^ and 
DOE/EIA^ of the Lieberman- Warner bill indicate that U.S. coat production for 
electric generation would be curtailed sharply, mainly reflecting the low 
availability of CCS technology to meet the bill’s target of a 15% reduction below 
2005 emissions by 2020. The following El A chart summarizes the bill’s impacts 

2 U.S. EPA, “Analysis of the Lieberman-Wamer Climate Security Act of 2008 (March 14, 

2008). 

3 U.S. DOE, Energy Information Administration, “Energy Market and Economic Impacts of 
S. 2191, the Lieberman-Wamer Climate Security Act of 2007 (April 2008). 
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on coal utilization in 2030 for alternative cases, including a comparison to the 

Bingaman-Specter bill (S. 1766): 

Primary Energy Consumption by Fuel in 2030, 

S. 2191 Cases and S. 1766 Update 
(In quadrillion BTUs) 


O Inference ■ S2191 0®^ □ S219I Hgt) Oosl 

O S2191 LfPfted A:'ierna',ives ■ 52191 O S2I91 InKed f htefnaicsia; 

a S1786 



Liquid Fuels Natural Gas Coal Nuclear Reoewal^e 


Source: DOE/EIA, n,3, Figure ES-1. 

EIA’s projection of a 65% reduction in coal use in the core case from 2006 
levels underscores UMWA’s concerns about the impacts of overly aggressive 
climate change targets and timetables when CCS is not commercially available on 
a widespread basis. EIA projects major increases in the demand for natural gas in 
the limited alternatives case, with adverse implications for other industries and 
consumers dependent on scarce gas resources. If EIA’s core case assumptions 
about trebling nuclear power capacity by 2030 proved optimistic, utilities would 
have little choice but to switch from coal to natural gas on an unprecedented scale. 
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Sensitivity of Coal Impacts to 2020 Reduction Targets 

On an economy-wide basis, reducing U.S. greenhouse gas emissions by 20% 
below 2005 levels by 2020 is equivalent to an emission reduction of nearly 1.2 
billion tons of C02-equivalent, based on current EIA emissions projections.4 The 
table below shows the total annual C02-equivalent reductions associated with 
alternative 2020 economy-wide reduction targets below 2005 levels. 

2020 Economy-wide C02 reductions for alternative reduction targets 


2020 Target 

2020 C02 

2020 C02 

Reduction 

Emissions 

Reduction 

(below 2005) 

(Mil tons) 

(Mil tons) 

-6% 

5,623 

-359 

-10% 

5,384 

-598 

-14% 

5,145 

-837 

■20% 

4,786 

-1,196 


Absent widespread availability of CCS technologies for both new and 
retrofit applications by 2020, a significant portion of these emission reductions 
likely would be achieved by natural gas and renewable energy sources. If coal- 
based generation were retired and replaced in many regions by a combination of 


4 U.S. DOE/EIA, Annua! Energy Outlook 2009 (DOE/EIA-0383, March 2009), Table 18. 
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wind and natural gas generation,5 we estimate that each 100 million tons of C02 
reductions achieved in 2020 could displace approximately 158 million tons of coal 
to produce an equivalent amount of electrical generation. This means, in effect, 
that achieving a 2% reduction of overall U.S. C02 emissions of 6.0 billion tons in 
2020 could reduce projected coal use of 1.1 billion tons by 14 percent. This 
disproportionate effect results from the relative C02 emission rates of natural gas 
generation and the availability of wind resources. 

The UMWA therefore urges moderation in the choice of the 2020 target, 
recognizing that the majority of emission reductions required by ACES occur later 
in the program when technological advances should facilitate their implementation. 
Support for Integration of State and Regional Climate Programs 

A single national federal currency for allowance trading is essential to the 
operation of an efficient carbon market. Duplicative and overlapping state cap-and- 
trade programs could raise program costs while achieving no real environmental 
benefit. 

ACES proposes limited preemption of the California and Northeast Regional 
Greenhouse Gas Initiative cap-and trade programs from 2012 until 2017. This 

5 The estimated coal displacement is calculated assuming a combination of wind energy 
operating at 30% annual capacity factor (0 lbs C02/MWh) and natural gas units (938 lbs 
C02/MWh) operating at 70% capacity, to replace the generation associated with the estimated 
coal displacement (2,120 lbs C02/MWh). Emission rates are based on 2005 data from EIA 
Forms 767 and 906. 
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period will be critical for developing the federal cap-and-trade allowance 
program. Avoiding the duplication of state C02 cap-and-trade programs will not 
impede continued state climate change initiatives focused on other source sectors. 
The proposed mechanism (Section 790) for compensating California and RGGI 
allowance holders through exchanges of federal allowances appears fair because it 
makes these parties “whole” for their allowance transactions made prior to 2011. 

The UMWA supports efforts to provide uniform national rules for allowance 
allocations and trading without the risk of duplicative state cap-and-trade 
regulation. ACES provides that states will be entitled to participate in the State 
Energy and Environment Development Fund (SEED) program established by 
Subtitle D (Sections 131 et seq.), consolidating a variety of federal funding 
programs to enhance energy efficiency, promote renewable energy sources, and the 
like. The energy efficiency and related investments made possible through SEED 
will facilitate achieving ACES’s ultimate emission reduction objectives. 

Conclusion 

The UMWA thanks the Chairmen, the Ranking Members, and the 
Committee and Subcommittee for their consideration of its views. 
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Eugene M. Trisko 
Attorney at Law 
P.O. Box 596 

Berkeley Springs, WV 254] 1 
(304) 258-1977 
(301) 639-5238 (Cell) 
eniitrisko@eaithlink.net 


Mr. Trisko has a B.A. in economics and politics from New York University (1972) and a 
J.D. degree from Georgetown University Law Center (1977). He is admitted in the District of 
Columbia, and has appeared before the U.S. Court of Appeals for the D.C. Circuit in matters 
concerning the Clean Air Act. He has lectured on the Clean Air Act and climate change at The 
Pennsylvania State University, the University of Virginia, and West Virginia University College of 
Law. 


Mr. Trisko was active on behalf of the United Mine Workers of America in the 
reauthorization of the 1990 Clean Air Act Amendments. He has participated as an NGO on behalf 
of the UMWA in all United Nations climate change negotiating sessions since the 1992 Rio Earth 
Summit. In 2006 and 2007, he represented the UMWA in mercury proceedings in Pennsylvania, 
and in the Illinois Climate Change Advisory Group. He currently represents the Illinois AFL-CIO, 
the UMWA and IBEW local unions in the Midwest Governors' Association climate initiative, 

Mr. Trisko is a member of U.S. EPA’s Clean Air Act Advisory Committee. He served on 
EPA’s Mercury MACT Work Group from 2003 to 2005, and on the Advanced Coal Technology 
Working Group in 2007-08, In 2000 and again in 2007, he was appointed by the U.S. Department 
of State to represent U.S. labor and stationary source interests as a member of the U.S. Delegation 
in bilateral air quality negotiations with Canada. 

Mr. Trisko is the author of more than 20 articles on energy, climate and clean air policy 
issues published in environmental and law journals. Before entering private practice, he served as 
an attorney with the Federal Trade Commission, and as an energy economist with Robert R. Nathan 
Associates. He has appeared as an expert witness on utility cost of capital before several state 
public service commissions. 
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Attachment 2 

Summary Statement of Eugene M. Trisko on behalf of the 
United Mine Workers of America, AFL-CIO 
April 23, 2009 

I am pleased to be here today to testify on behalf of the United Mine Workers of America 
(UMWA) to discuss the proposed American Clean Energy and Security Act of 2009. 

The UMWA supports national climate change legislation. The UMWA is mindful, however, that 
imprudent climate change legislation potentially represents the greatest threat to its membership and to 
the continued use of coal. 

Coal is an indispensable part of America’s energy supply. Twenty three states rely on coal for 
more than half of their electric supplies, while another 12 states receive 25% to 50% of their electricity 
from coal More than one-half of our nation’s electricity is generated by coal, principally in baseload 
plants. Renewable energy alone cannot replace coal’s role in baseload power. 

Section 114 of ACES provides an essential foundation for national climate change legislation by 
establishing a secure, non-budget source of financing for demonstrating the technical and commercial 
feasibility of carbon capture and storage (CCS) technologies, CCS technologies are the only means for 
assuring that domestic coal can continue to supply the majority of our electric generating needs in a 
carbon-constrained environment. 

The UMWA supports the CCS incentives provided in section 115 of ACES. A financial 
mechanism is needed to defray the incremental capital and operating costs of CCS technologies relative to 
units not employing carbon controls. Section 1 15 depends on appropriated funds to be distributed by 
EPA. We recommend an allowance-based mechanism for funding 65 to 100 Gigawatts of CCS-equipped 
facilities, similar to the bonus allowance provisions of the Bingaman-Specter (S, 1766) or Wamer- 
Lieberman (S. 2191) bills. We agree with the principle that larger payments should be awarded to projects 
achieving higher degrees of carbon capture and storage. A recent analysis by BBC Research & Consulting 
indicates that commercial deployment of 65 to 100 GW of CCS-based advanced generating capacity 
could create 5 to 7 million job-years of employment during the construction phase, and 179,000 to 
251,000 permanent jobs during operations. 

The Subcommittee should avoid specifying C02 performance standards,, or limiting these 
standards to coal-based generating units. There is no basis for excluding other fossil-based generating 
sources from Section 116, since all types of fossil generation ultimately would need to apply CCS 
technologies to comply with the bill’s longer-term reduction requirements. The proposed standards are 
unnecessary since all capped sources will be required to limit emissions through offsets or technology to 
comply with the bill’s declining cap. 

The UMWA is mainly concerned about the 20 % reduction target for 2020. ACES implicitly 
recognizes, both through Section 114 and its provisions for a study of long-term liability issues, that 
commercial use of CCS by 2020 is likely to be limited to a handful of early-mover plants. The 2020 
target should recognize that the electric generation sector will bear the brunt of national emission 
reductions. Recent modeling of similar emission control, energy efficiency and renewable energy 
proposals for the Midwest Governors Association shows that the region could lose one-third to one-half 
of its coal-based generating capacity between 2015 and 2030. Such impacts must be avoided if the nation 
is to retain domestic coal as a principal source of reliable electric power, and avoid a large-scale 
conversion to natural gas. The UMWA therefore urges moderation in the choice of the 2020 target, 
recognizing that the majority of emission reductions required by ACES occur later in the program when 
technological advances should facilitate their implementation. 
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March 27. 2C^ 


Hie Honorable Barbara Boxei' 

Cliair 

Senate Em nomuent and Public W^rks Coimiittee 
410 Senate Dirksen Office Bnildiiig 

Washington. DC* 20510 

Hie Honorable XeffBingainan 
Chan- 

Senate Energ>^ and Natural Resomce C oimnittee 
304 Seaa» Dirksen Bmlding 
Washington, DC 20510 

The Honc*rable Max Baucus 
Chair 

Senate Finance ComimTtee 

219 Dirksen Senate Office Biuiding 

Washington, DC 20515 

Dear Senators and Congressmen; 


The Honorable Heiu^* Waxnian 
Chair 

House Energv- and Commerce Committee 
2125 Ras-bufii House Office Biulding 
Washington, DC 20515 

The Hcmorable Ed Markey 
Chair 

House Eneig>* and En\iromnent Sub-Committee 
2125 Ra%'bum House Office BmldiciE; 
Waslunglon. EK’ 20515 

The Honorable C:haries Rangel 
Chair 

House Ways and Means Committee 
1 102 Longwonh House Office Building 
Washmgton. E)C 20515 


Last No\'ember we more you on behalf of our respective labor imions to express st^port for 
balanced, coa^rehmsive legislation to reduce greenhouse gas enussions. We also expressed our strong 
opinion that emission allowances be allocated, not auctioned, under a cap-and-trade program. Our 
concern that workers in impacted industries not be adversely affected lias become e\^n gi-eater as the 
econoinic douii-rian has deepened. 

We re aware that some economists claim that auctioning allowances would be more efficient than 
acknimstrative allocations to affected industnes. Others who support a large or total auction are atnacted 
by the financial proceeds such an auction would >ield. We strongly disagree that auctioning off 
allowances, paiticulariy m die early phases of a cap-and-trade pro^am, would be best for our nation^ s 
^ergv' supply or consumers. We believe an allocation scheme much like that in the successftii Clean Air 
Act acid ram propam would greatly mitigate intact on consuiiKTS and minimize disruption of our 
economy and workers. This allocation method l:ss been extremely siiccessfiil in achieving emission 
reduction goals at the lowest cost to constuners. 


Much has changed since Novemlxr. The economic slun^ is ^\^re and appears to be long-lived. 
Also, two cM-gamzations - Edison Electnc histitate (EEI) and the United States CImiate Action 
Partnership (tJSCAP) - each issued principles on ciq>-3nd-trade legislation altei- considerable delibmtion. 
We note with mterest that each recommends allocatiiig allowances for the elecmcif}' sector to disffibution 
utilities ami to merchant coal generators who are umegulared con^tiri%-e power producers from which 
utilities m some states purchase electricity for dieir caistomers. 
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The Honorable Boxer. Waxman. Bineaniaii. Markev, Baucis, and Rangel 

March 2 7. 2009 
Page 2 


In our letttr. we recommended allocating all allowances fcMr the electncny s«:tor to distnbution 
con^anies rather tlian generators. For regulated elecmc power n^keis. w'here fully integrated utilities 
own both generation and distribution under state regulaticm. diis aptx^oach is sound Kowe\ er. both the 
EEI and USCAP proposals recognize the m^ortance of mercliant coal generators to consimiers in 
unregidated markets »id ad\ocate allocations to cover only their “net compliance costs over some 
reasonable transition penod until replacement or retrofit technology' dev elops. 

We realize the importance of nwrchant coal generators to our electricity stqiply as we transition to 
lovv-or-zero carbon alternatives. About half of our nation's electnciry is produced from coal and about 
one four:]! of that is provided by competitive oc mercliant generators ivho sell tlieir outjnit to regulated 
utilities ai^ their custcaners, Without allowances, those generators would be forced to retire prematurely 
early m tire transition, which costs all consumers and jeopardizes the systems reliability. Any potential 
of Avindfall profits' for such generators can be addressed by restrictmg the quantity of allocated 
allowances to only the amount necessary’ to co\^r net cou^liance costs (defined as incurred allowance 
cost minus mcieased w'holesale electricity' prices). 

We urge y’ou to recognize the significant differences in marker structures fliat exist for coal-fiied 
generators m the United States as you deliberate the most effectn e and efficient way to address 
peenlioiise gas emission allowance allocations. Market-specific allocatiou schemes will be required to 
ensure equitable pofection to all umon members and consumers. 


Sincerely. 

Edwin D. HiU 
International President 
IBEW 


D. Michart Langtdrd 

President 

LmtA 


ceb 

Copy to President Barack Obama 

All Members of Umted States C ongress 



789 


Mr. Inslee. The next witness is Jonathan Briggs, who is Re- 
gional Director of the Americas for Hydrogen Energy. Mr. Briggs 
is responsible for managing Hydrogen Energy’s project in Cali- 
fornia and developing other Hydrogen Energy business opportuni- 
ties in North America. 

Thank you, Mr. Briggs. 

STATEMENT OF JONATHAN BRIGGS 

Mr. Briggs. Mr. Chairman, members of the committee, thank 
you for inviting me to testify before you today. 

HEI, or Hydrogen Energy International, offers commercial-scale 
deployments of low-carbon hydrogen fueled power plants with car- 
bon capture and storage. It offers the ability to bring together the 
complementary skills of its two parent companies, BP and Rio 
Tinto. 

Hydrogen Energy, HEI, is currently developing two projects, one 
in Abu l3habi, the other in California. The project in California is 
located in Kern County and will distribute 250 megawatts of much- 
needed, baseload low-carbon power. 

The project’s primary feedstock is petroleum coke, a refinery by- 
product, along with coal as needed, and will capture and store 90 
percent of its CO 2 emissions in the Elk Hills oil field for sequestra- 
tion and Enhanced Oil Recovery. The project has been designed 
and developed to provide numerous environmental and economic 
benefits for the State. 

It will conserve freshwater resource by using brackish ground- 
water with zero liquid discharge. It will create 1,500 construction 
jobs and 100 permanent jobs in an economically depressed region 
of the State, and the project will also significantly boost State and 
local tax revenue from EOR. 

Just 2 months ago, the PUC voted 5-0 to direct $30 million of 
support to our project. This is unprecedented and a demonstration 
of political leadership that first mover projects such as ours need. 

And while I have the opportunity, I would like to thank CPUC, 
including Commissioner Grueneich, for recognizing the need for in- 
state, low-carbon baseload power. We filed for the planning per- 
mits and the site license and will be up and running by 2015, con- 
tingent on the development of an appropriate policy support frame- 
work. 

In order to meet the aggressive emission reduction goals that are 
outlined in the draft ACES bill, CCS must be widely deployed and 
quickly to drive down the costs of future plants. Just as pre-com- 
bustion capture technology is proven, so is the storage of CO 2 . 

In the U.S., there are more than 3,500 miles of CO 2 pipelines to 
support Enhanced Oil Recovery, an activity which has been con- 
ducted safely and without incident for the last 30 years. We believe 
that storing CO 2 in existing oil and gas fields in connection with 
the EOR will significantly advance the near-term deployment of 
CCS by bringing down the costs of early moving projects such as 
ours. 

Like other forms of clean energy, CCS is more expensive than 
conventional energy. The majority of the extra capital costs lies 
with the power plant rather than the sequestration activity. The 
cost of CCS today is more than $100 per ton of CO 2 . That may 
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seem like a lot, but remember this technology is still in the early 
development stages; and despite other technologies having enjoyed 
years of learning, low-carbon hydrogen power with CCS is competi- 
tive with nuclear and renewable energies. So cost, while important, 
is not a reason to forgo or stall the rollout of this technology. 

The draft ACES bill is a welcome first step to identifying CCS 
as a needed technology to mitigate GHT emissions. HEI appre- 
ciates the support shown for CCS in the Waxman-Markey draft, 
particularly fixed incentive payments which are critical to project 
sanction; feedstock neutrality; and recognition of geologic seques- 
tration combined with enhanced hydrocarbon recovery. 

In addition, we hope that any climate change bill would also rec- 
ognize the need for early movers, provide clear and definitive per- 
formance qualification terms, and tie fiscal support to the levels of 
CO 2 capture such as the 90 percent that I referred to earlier. 

Before I close, I would like to leave the committee with one other 
recommendation regarding the regulatory certainty needed to allow 
CCS to move forward. We need one regulator, one set of regula- 
tions, and acknowledgement that EOR and sequestration can act 
simultaneously. 

I would like to thank the committee for inviting me to testify be- 
fore you today and remind you that CCS is ready today. We just 
need fixed near- and medium-term incentives to get these projects 
off the ground. 

Thank you. 

Mr. Inslee. Thank you, Mr. Briggs. 

You have 10 seconds left. I am just dying to know, is your se- 
questration through pumping into oil fuels? Is that the sequestra- 
tion system you are using? 

Mr. Briggs. It will be. 

Mr. Inslee. Thank you. 

[The prepared statement of Mr. Briggs follows:] 
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Testimony of Jonathan Briggs 
Regional Director of the Americas 

Hydrogen Energy International LLC 

Before the House Energy and Commerce Committee Subcommittee on Energy and 

Environment 

Legislative Hearing on the “American Clean Energy and Security Act of 2009” 

April 23, 2009 


Mr. Chairman, members of the Committee, thank you for inviting me to 
testify before you today. My name is Jonathan Briggs, and I am Regional Director 
of the Americas for Hydrogen Energy International, a venture company jointly 
owned by BP Alternative Energy and Rio Tinto. Formed in May 2007, Hydrogen 
Energy started with the significant experience BP had already gained in developing 
industrial scale, base-load, low-carbon hydrogen fuelled power plants with carbon 
capture and sequestration (CCS). Furthermore, Hydrogen Energy is able to build 
on the complementary skills of its parent companies - BP’s leading position and 
expertise in chemical processing and low-carbon power generation with carbon 
capture and storage; and Rio Tinto’s expertise and world-class assets in resource 
extraction and supply. 

Hydrogen Energy is currently developing two projects — one in Abu Dhabi, 
the other in California. The project that I will focus on today is the California 
project. Hydrogen Energy is siting the U.S. project in California because of the 
State’s leadership role in requiring greenhouse gas emission reductions in policy 
initiatives supported by the Governor, Legislature, and energy regulatory agencies, 
including the California Public Utilities Commission and the California Air 
Resources Board. 

Our project in California is located in Kem County, and will distribute to 
the California electricity grid 250 megawatts of much needed, baseload low-carbon 
power. The project’s primary feedstock is petroleum coke, a refinery by-product, 
along with coal as needed, and will capture and store 90% of its C02 emissions in 
the Elk Hills oil field for sequestration and enhanced oil recovery. The project has 
been designed and developed to provide numerous environmental and economic 
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benefits for the state of California, For example, in California, water is of vital 
importance, and freshwater continues to be threatened in the State as a result of 
climate change. We have taken that into consideration for our project. The project 
will conserve fresh water sources by using brackish groundwater with zero liquid 
discharge. I will now briefly highlight the other benefits of this project to 
California — it will reduce the state’s reliance on natural gas by diversifying energy 
feedstocks in the state, it will create about 1,500 construction jobs and 100 
permanent jobs in an economically depressed region in the State and allow it to be 
the hub for a new low carbon energy center. The project will also significantly 
boost state and local tax revenue. 

When selecting a site, we realized that in order to succeed we would need to 
locate the project close to both the CO 2 “sink” and transmission lines in order to 
avoid additional complexity. As a result, the project site is located such that we 
will need less than a five (5) mile pipeline to transport the CO 2 from the project site 
to the Elk Hills oil field, and less than five (5) miles worth of a trunk line to get the 
power to a major transmission line. 

Just two months ago, the California PUC voted 5-0 to direct $30 million of 
support to our California project. This is unprecedented and a demonstration of the 
political leadership that first mover projects, such as ours, need. And while I have 
the opportunity, I would like to thank the California Public Utilities Commission, 
including Commissioner Gruenich, for recognizing the need for in-state, low- 
carbon baseload power. 

We have filed for the planning permit and site license so if we are able to 
get the financial support we need, we believe we will be up and running by 2015. 

In order to meet the aggressive emission reduction goals that are outlined in 
the draft “ACES” bill, CCS must be widely deployed, and quickly. The technology 
that is ready to go today at a scale used in commercial power plant generation is 
pre-combustion technology. That is why Hydrogen Energy is focussed on pursuing 
pre-combustion capture. 

Pre-combustion also enables the production of hydrogen for other uses and 
makes it easier to eliminate many other air pollutants up front through the 
gasification process. And pre-combustion technology provides the best 
opportunity for achieving very high levels of capture. Hydrogen Energy projects 
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offer 90% capture rates, meaning that our project in California will easily exceed 
state requirements for long-term power procurement arrangements. Other capture 
technologies will scale up in time, but they still have the technology challenges 
facing them that we do not with the pre-combustion technologies. If we are to meet 
the 2050 GHG reduction targets, we can no longer wait. It has been estimated that 
a delay of as little as seven years in deploying carbon capture and sequestration 
technology could increase atmospheric concentration of C02 by 10 ppm over the 
next 50 years. In addition, nearly all integrated assessments indicate that 
significant (70-80%) reduction of U.S. C02 emissions by 2050 is either infeasible 
or significantly more expensive without widespread deployment of CCS. We must 
start now in order to achieve the material cuts in C02 emissions that are needed to 
stabilize the climate and in order to drive down costs for future plants. 

Just as pre-combustion capture technology is proven, so is the storage of 
C02. In the US there are more than 3,500 miles of C02 pipelines - used to 
transport C02 to oil fields for use in Enhanced Oil Recovery (EOR) — an activity 
that has been conducted safely without major incident for more than 30 years. 

Industry also has experience in sequestering large amounts of CO 2 in oil 
and gas fields, such as at In Salah, in Algeria, where BP is storing 1 million tons of 
C02 per year, and also at the Weybum project in Canada. 

We believe that storing C02 in existing oil and gas fields in connection with 
EOR will significantly advance the near-term deployment of CCS technology and 
geologic sequestration ofC02 for many reasons: 

• Oil and gas formations offer the best characterized sites among 
potential sinks for anthropogenic CO 2 ; 

• Much of the required inffastrucmre and operational experience is 
already in place; 

• Existing regulatory requirements have proven to be an effective 
regulatory framework in protecting USDWs in the context of CO 2 
EOR operations, evidenced by more than 30 years of experience in 
the Permian Basin and more than 25 years of miscible gas injection 
projects on the North Slope of Alaska (where CO 2 comprises 25% 
of the miscible gas injected); and 
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• Demand for large volumes of CO 2 for EOR is increasing, and can 
provide a revenue stream to supplement the economics of early- 
mover CCS projects. 

The Department of Enei^y estimates that EOR has the potential to add 40-80 
billion barrels of oil reserves in the United States, which is 2 to 4 times the current 
United States’s total proven reserve. The Intergovernmental Panel on Climate 
Change (IPCC) has agreed that EOR technology can provide a significant kick-start 
on proving geologic sequestration of CO 2 on a commercial scale. 

With these benefits in mind, we chose the Elk Hills field because it was part 
of the Strategic Petroleum Reserve for almost 80 years and the reservoirs are well 
characterized and understood, it has the ability to store over 1 billion tons of C02, 
and it has excellent shale seals which will trap the C02 more than a mile 
underground. 

Like other forms of clean energy, CCS is more expensive than conventional 
energy. The extra processing plant and infrastmcture needed for C02 capture, 
transportation and sequestration brings with it both extra capital and operating costs 
as well as additional energy costs to run the additional processes. The majority of 
the extra capital cost lies with the power plant, rather than the sequestration 
activity. 

The cost of CCS today is more than $1 00/ton of C02. That may seem like 
a lot, but remember, this technology is still in the early deployment stages, and 
despite other technologies having enjoyed years of learning, low-carbon hydrogen 
power with CCS is already competitive with nuclear and renewable energies. So 
cost, while important, is not a reason to forego or stall the roll out of this 
technology that can make such a significant contribution to tackling C02 emissions 
as found by leading academic institutions and experts some of which are sitting 
here. Further still, if built, the cost of the electricity from this project will be 
competitive with other forms of low-carbon power. 

Hydrogen Energy is comfortable with the level of current technology risk 
because it has chosen pre-combustion separation of C02 and storage in well- 
characterized, well-understood oil and gas formations. While all of the 
technologies have not yet been integrated in commercial power projects, HEI has 
the expertise and the willingness to lead industry deployment provided it is 
commercially reasonable to do so. What presents the greatest risk to these projects 
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is the economic risk associated with bringing first of a kind low carbon baseload 
power projects to market. This is an obvious place for the government to step in. 

The draft ACES bill is a good first-step to identifying CCS as a needed 
technology to mitigate GHG emissions. Hydrogen Energy appreciates the support 
shown for CCS in the Waxman/Markey draft, particularly: 

• Fixed incentive payments which are critical to project sanction; 

• Feedstock neutrality; and 

• Recognition of geologic sequestration combined with enhanced 
hydrocarbon recovery. 

We believe that the government needs to support and encourage CCS, just as 
it does other low carbon energy technologies, and would hope that any climate 
change bill would include the following types of fiscal incentives: 

• Tying fiscal support to the levels of C02 capture: Since we can 
achieve 90% capture today, we believe that incentives should avoid 
perverse incentives that encourage lower capture levels that have 
lesser environmental impact. 

• Providing certainty for fiscal incentives: Fixed payments, credits 
and subsidies provide this certainty, while floating value instruments 
such as bonus allowances are inevitably deeply discounted when 
project developers are evaluating project economics for final 
approval decisions. 

• Don ’t penalize early movers: We are taking on the most financial 
risk, and future projects will advance more quickly because of our 
experiences. 

• Maintain feedstock neutrality: Addressing climate change requires 
mitigating emissions from the use of all fossil fuels; energy policy 
should not be driven by any single fossil fuel. 


Recognize importance of oil and gas reservoirs: Sequestration in 
oil and gas formations (which are currently much better 
characterized and understood than other potential geologic 
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reservoirs for C02) have a key role in the near-term deployment of 
CCS technologies. 

• Provide clear and definitive qualification terms-. Incentives should 
be automatically granted based on technical performance and date of 
deployment, rather than a potentially subjective and prolonged 
selection process. 

Before I close, I would like to leave the Committee with one other 
recommendation regarding the regulatory certainty needed to allow CCS to move 
forward. Early projects are likely to involve CCS in conjunction with enhanced oil 
recovery (EOR) so regulatory frameworks need to acknowledge EOR and 
sequestration can be combined and occur simultaneously - injection of C02 for 
EOR is already regulated and we can provide assurance that during EOR, C02 is 
simultaneously sequestered. We appreciate that the Committee acknowledged that 
in the discussion draft. However, we would also urge that the Committee ensure 
that there is only one regulator and one set of regulations for CCS in order to 
reduce complexity, avoid redundancy and ensure that these CCS projects get off the 
ground quickly and become the widespread technology we need it to be in order to 
ensure GHG emission reduction. 

I would like to thank the Committee for inviting me to testify before you 
today and remind you that CCS is ready today, we just need fixed, near and 
medium-term financial incentives to get these important projects off the ground. 
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Mr. Inslee. Our next witness is Mr. James Kerr, who is a part- 
ner with McGuire Woods LLP. He has previously served as Com- 
missioner on the North Carolina Utilities Commission and is Presi- 
dent of the National Association of Regulatory Utility Commis- 
sioners for 2007-2008. Today, he is appearing on behalf of the Elec- 
tric Reliability Coordinating Council. 

Thanks, Mr. Kerr. 

STATEMENT OF JAMES KERR 

Mr. Kerr. Thank you, Mr. Chairman. 

My perspective today is that of a former utility regulator, where 
I examined regulatory policy to be sure that it was both cost-effec- 
tive and equitable among and between customer classes and across 
regions. 

My testimony focuses on the RES and the CCS portions of the 
bill that is before the subcommittee. Let me first focus in these re- 
marks on what I believe to be certain inequities concerns and cost- 
effectiveness concerns with the RES. I am concerned that the bill, 
as drafted, will be both ineffective and inequitable for ratepayers 
in the Southeast and Midwest where cost-effective and renewable 
resources are limited. 

The first concern is that the RES conflicts with a market-based 
cap-and-trade program. Renewables are simply one option to 
decarbonize power fleets and reduce carbon. They may or may not 
be the most cost-effective option for doing that, however; and the 
price signals set by the cap is supposed to decide this. Since the 
RES performance-based standard must be complied with regardless 
of the cost, that undermines the cap’s basic least-cost approach. In 
effect, the RES effects that renewables and not the other alter- 
natives to be the most cost-effective solution of carbon reduction 
under the cap all the way up to the full amount of the RES. 

Most troubling would be is that there appear to be no economic 
studies supporting the fact that a 25 percent RES by 2025 will 
produce the most cost-effective carbon reduction or cost-effective 
carbon reduction program in the cap program itself Hence, I refer 
to RES. 

Second, the RES gives ratepayers three compliance options, each 
of which is uneconomic to them and provides little benefit. 

My second concern is that ratepayers in resource-poor States will 
be assessed significant costs to comply with the RES for which they 
will receive no benefit. Instead, the monies will flow to the benefit 
of the ratepayers in resource-rich States and either subsidize those 
ratepayers’ RES compliance costs or those ratepayers’ fleet 
decarbonization efforts and associated carbon cap costs. 

To illustrate this, I thought I would use the example where I am 
a utility owner or a regulator or, for that matter, simply a citizen 
in a resource-poor State where renewables tend to cost more than 
in resource-rich States. I would have three choices available to me 
under this legislative proposal. 

First, I can build above market. By that, I mean higher cost re- 
newable power than the prevailing REC price, renewable facilities 
in my State. That will ensure that green jobs and investment cap- 
ital provided by ratepayers remained in State and that will provide 
some benefits towards carbon compliance in State. But the cost for 
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compliance with the RES will be higher than if other alternatives 
are adopted. 

However, since I also get a carbon benefit if I build my own re- 
newables facility, I need to subtract that cost saving from my re- 
newables costs, and those economics will likely make me build 
some and perhaps many above-market renewable facilities. 

That result makes sense to me and my ratepayers, because it is 
the lowest-cost solution to the dual-compliance obligations of the 
carbon cap and the RES, but it makes no sense as national policy. 
The result will be nationally more above-market renewable facili- 
ties in the Southeast and Midwest and fewer economic renewable 
facilities in resource-rich States. And, of course, since renewables 
will be part of the compliance with the carbon cap and the overall 
cost of renewables is higher than it need to be because above-mar- 
ket facilities are built, the cost of compliance with that cap nation- 
ally will be higher than they would be without the RES. 

My second choice is to purchase RECs, to fund construction of re- 
newable facilities in another State with better renewable resources. 
If I do that, my ratepayers’ compliance costs with the RES will be 
lower, but I will have to go back to them for more money to fund 
investments in carbon reductions for my system since I have re- 
ceived no carbon benefit from the renewable power facility funded 
by my ratepayers REG dollars. 

In addition, I will have funded the creation of green jobs in the 
resource-rich State but not my own, and I will have funded fleet 
decarbonization efforts in the resource-rich State through construc- 
tion of a renewable facility but not my own. As a consequence, I 
have subsidized the carbon compliance cost of the ratepayers in the 
resource-rich State who will not see rate increases to fund the car- 
bon reductions my renewable power facility has made for them. 

My third choice is to make an alternative compliance payment. 
This option would allow my ratepayers to comply with the RES at 
a lower cost, but, again, they see no carbon reduction benefits for 
the payment, and I will have to go back to them for additional 
monies to fund my own carbon reduction efforts. 

In addition, the monies I spend making alternative compliance 
payments are returned to the resource-rich States that complied 
with the RES and presumably refunded to those ratepayers. Thus, 
my alternative compliance payments subsidize RES compliance 
cost of citizens in resource-rich States, but my ratepayers see no 
benefits. 

As a former public servant and citizen, I do not like any of these 
choices. None make any economic sense to my ratepayers and they 
do nothing to address climate change since the cap already requires 
carbon reductions independent of the RES. 

Frankly, I am baffled as to why I would have to make a choice 
between three such poor options. No one has told me that renew- 
ables up to the full amount of the RES are the most cost-effective 
way to reduce carbon, and no one has told me that the U.S. renew- 
ables industry cannot sustain itself based on the price signal that 
cap will send the existing plethora of the 33 State RES require- 
ments and other financial incentives available to renewables. It 
seems to me that the primary effect of the RES requirement is to 
pick winners and losers and that the ratepayers in resource-rich 
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States will be the clear winners, while ratepayers in resource-poor 
States will be the clear losers. 

I want to be clear. I am not against renewables in any way. They 
are an important part of the toolkit to address climate change, and 
they will be employed at scale under any carbon cap up to the 
point that they are the most cost-effective alternative. What I am 
against is the imposition of a very large Federal renewables man- 
date that effectively advantages ratepayers in resource-rich States 
and disadvantages ratepayers in resource-poor States for no com- 
pelling reason. 

While I do not see the need for any mandatory Federal RES, my 
testimony does have suggestions that will limit but not eliminate 
these inequities. 

Finally, with respect to CCS, the ERCC supports the efforts in 
the bill to generate research, development, and deployment of CCS. 
We also, however, provide a couple of comments that might help 
shape that piece of the legislation. 

Thank you. I am happy to answer any questions. 

Mr. Inslee. Thank you, Mr. Kerr. 

[The prepared statement of Mr. Kerr follows:] 
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Statemeot of James Y. Kerr, II 

Counsel, Electric Reliability Coordinating Council 

Before the U.S. House of Representatives 
Committee on Energy and Commerce 
Subcommittee on Energy and Air Quality 

April 23, 2009 

Chairman Markey, Ranking Member Upton, and other members of the Subcommittee, 
thanks for the opportunity to offer testimony on issues raised by the pending legislative proposal 
on climate change and energy policy. My name is Jim Kerr and I chair the Energy and Climate 
Change practice at the law firm of McGuireWoods. 1 also serve on the Advisory Council to the 
Board of Directors of the Electric Power Research Institute. 

For over seven years prior to returning to private practice, I was a Commissioner on the 
North Carolina Utilities Commission (NCUC). During that time I served as President of both the 
National Association of Regulatory Utility Commissioners (NARUC) and the Southeastern 
Association of Regulatory Utility Commissioners (SEARUC). As President of NARUC, 1 
formed and served on NARUC’s Climate Change Task Force which led to the adoption by 
NARUC of policies supporting economy-wide action by Congress to address greenhouse gases 
and outlining principles which should guide such action. 

While serving on the NCUC, I w'as fortunate to be able to participate in the development 
of two landmark initiatives to encourage the development of renewable energy. In 2003, the 
Commission approved the creation of NC GreenPower, the first statewide voluntary green 
energy program in the nation. NC GreenPower is an independent, nonprofit organization that 
uses voluntary contributions from individual and business consumers to fund green power 
purchases by North Carolina electric utilities and to fund carbon offsets in the form of subsidies 
paid to generation project owners to reduce or mitigate carbon emissions. In 2007, North 
Carolina became the first state in the southeastern U.S. to enact a renewable portfolio standard 
with the state General Assembly’s adoption of the Renewable Energy and Energy Efficiency 
Portfolio Standard (REPS) in Senate Bill 3. Pursuant to the REPS, the NCUC developed new 
regulations implementing Senate Bill 3 which were approved in early 2008. 
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Today, I am speaking to you as a counsel to the Electric Reliability Coordinating Council 
(ERCC), a group of power-generating companies established in 2001, serving millions of 
consumers in diverse regions of the United States. ERCC works for common sense energy, 
environmental and climate change policies. 

While the Bill before the Committee is a comprehensive take on several complicated 
issues, including a cap-and-trade program, I will focus my remarks specifically on the renewable 
energy standard (RES) and on the carbon capture and sequestration (CCS) provisions. As a 
former public servant and economic regulator, my perspective was always to ensure that 
regulatory proposals were cost-effective for their intended purpose, and treated customers 
equally and equitably as a whole and across regions. From that perspective, 1 believe the Bill 
represents a good-faith efibrl to address the important topics of clean energy and climate change. 
These are topics that we, as a nation, are ready and willing to address. However, as with many 
legislative starting points, I also believe the Bill will need substantial work before it can become 
equitable and cost-effective public policy. 

I believe, in particular, a national RES can be problematic from a cost-effectiveness and 
regional equity perspective. Renewables will be an important element in reducing our carbon 
emissions and decarbonizing our power fleets. But good, and by good, 1 mean cost-effective, 
renewable resources are not available equally in all regions of the country. Yet mandating a 
national RES requires power companies across the country to select renewables for a defined 
amount of carbon compliance regardless of their cost. That is a function that a carbon trading 
market is expected to resolve in a way that is most cost effective for the individual company. 

The regional disparity in available cost-effective renewable resources also creates 
inequities among customer classes by region, a problem that is not solved by a renewable trading 
program because such a program simply directs investment capital from renewable poor state to 
renewable rich ones. I am thus concerned that a national RES effectively picks winners and 
losers in ways that are cost-ineffective and inequitable. While I caimot say that I am in favor of a 
national RES, since 1 do not see the need in the presence of a carbon cap-and-trade program, I do 
have some suggestions I will make later to tailor an RES to limit its inequities and cost issues. 
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Renewable Energy Standard 
1. The need for a federal RES? 

In legislation designed to address climate change through a cap and trade policy, the 
purpose of a federal RPS is not readily apparent. The Waxman-Markey draft imposes an RES, 
an energy efficiency resource standard (EERS), and a eap-and-trade program all at the same 
time. Two of these, the RES and the EERS, are mandated carbon reduction performance 
standards to be done regardless of cost, while the cap-and-trade program is a market-based 
proposal specifically intended to provide the least cost solution to carbon reduction requirements. 
Hence, these policies arc at best redundant and at worst contradictory. 

The cost-effectiveness of a trading regime is based upon the premise that the regulated 
community should have a choice of regulatory options - from reductions to credits to offsets, 
from fuel switching to new technology - in order to achieve compliance. In addition, utility least 
cost planning and prudence standards also ensure that power companies seek the lowest cost 
solution. By contrast, the RES mandates a specific set of technological choices in the manner of 
a command-and-control regulatory policy, and regardless of cost. The market-based least-cost 
objective of the cap-and-trade program is thereby undermined by the RES, and for no additional 
policy benefits. In effect, the RES is simply an economic bet that renewables up to the full 
amount of the RES will prove more cost effective than all the other carbon reduction alternatives 
the market might otherwise select. Nor is this an idle bet, since compliance with the RES may 
produce one-third or more of the carbon reductions called for under the legislation's proposed 
cap in 2020. More troubling, in the face of this economic bet, there appears to be little cost 
analysis supporting it. The cost impacts of layering in the RES and efficiency performance 
standards over the cap-and-trade program have not yet been assessed, and any cost assessments 
of the Bill's cap-and-trade program must include simultaneous implementation of the RES and 
EERS a hard and fast assumption, or the analysis will be meaningless. 

As the Harvard Electricity Policy Group found, efficient climate policies arc global, 
economy-wide, directed at emissions, market-based, and aimed at creating new technologies. 

The RES, by contrast, addresses planning and resource issues which have traditionally been local 
or regional matters, is limited to the electric sector, is command-and-control in nature, does not 
even mention the carbon emissions it seeks to reduce, and focuses attention on the limited suite 
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of renewable technologies, to the potential exclusion of others. In many respects, the policy is 
“the opposite of a desirable climate policy.”' 

If the purpose behind an RES is simply to encourage the use of renewables, it is still 
unclear if a federal mandate is needed given the plethora of adopted slate RES mandates. First, 
based on existing state renewable policies and market conditions, the North American Electric 
Reliability Council (NERC) has estimated a massive expansion in renewable resources added to 
the North American bulk power system in the next decade. Even if only half of the predicted 
capacity comes into service, it will represent a 350% increase in variable resources over what 
existed in 2008. Absorbing this expansion already strains the system in a manner that could pose 
“reliability concerns as well as economic consequences” if not plaimed properly.’ 

Second, considerable encouragement for renewables will come from the proposed cap 
and trade program because it will provide a “price” for carbon - which in turn will incentivize 
low-carbon or no-carbon energy. Further, the President - in signing the recent economic 
stimulus package - has put aside some S71 billion for green-technology development. Given 
these elements, as well as existing policy incentives for renewables, it is not clear that an RES is 
necessary to further encourage development of renewables or the U.S. renewables industry. 

2. The cost of a federal RES 

There is no doubt that a federal RES will impose costs, that those costs might be higher 
than other carbon reduction alternatives, and that those costs will not be home equally by all 
regions of the nation. Some preliminary data gathered on the impacts on consumers of a 
proposed renewable portfolio standard in one Midwestern state yielded some troubling results. If 
utilities in that state were to actually build renewable electricity sources to comply with the 
mandate, ratepayers could see their rates increase by roughly 31% over estimated rate levels in 
2025. If the alternative compliance option were chosen, electric rates over the same period could 
increase by roughly 21% - however the policy would thereby result in no net increase in 
renewable energy in Missouri and no carbon reductions in that state. 


1 W'. David Montgomery, Harvard Electricity Policy Group, Renewable Portfolio Standards' A Solution in Search 

of Problem?, CRA International, May 20, 2005, at . 

2 NERC, Accommodating High Levels of Variable Generation. April 7, 2008, at i and iii. 
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Increases in renewable energy requirements also carry significant additional costs to 
address transmission needs. NERC recently reported that, “High levels of variable generation 
will require significant transmission additions and reinforcements to move wind, solar, and ocean 
power from their point sources to demand centers and provide other needed reliability services, 
such as greater access to ramping and ancillary services.”^ One analysis has found that 
addressing transmission bottlenecks for renewable power can cost some tliree times more than 
with other types of energy resources since generation sites are distant and transmission must be 
sized to meet generation maximums that will rarely be hit by variable renewable resources.'' 

3. Regional differences and a federal RES 

Under the draft Bill, utilities that cannot meet the percentage requirement for renewables 
in their system could pay a certain charge - an alternative compliance payment of 5 cents per 
kilowatt hour - in lieu of meeting the requirements. Some areas of the country simply do not 
have access to the same level of certain traditional and cost effective renewable resources as 
other parts of the country. For example, the very limited and very cost-ineffective solar and 
wind resources in the Southeast and in much of the Midwest make it unlikely that the aggressive 
RES timetable and targets can be met in those regions, forcing companies - and their customers 
- in those regions to make instead substantial alternative compliance payments. These payments 
would adversely impact consumers in those regions, yet provide little or no benefit to them. In 
other words, citizens in resource-poor states pay an inflated cost yet gain no renewable or carbon 
benellt. 


3 NERC at ii. 

4 PNUCC, Renewable Portfolio Standards, May 4, 2007, at 
httD://www .Dnucc.org/documents/PNLICCRPSPo5tionPaper .pdf . 
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The Southern Legislative Conference of the Council of State Governments observed that, 
“[a j federal mandate fails to recognize the significant differences among states in terms of 
available and cost-effective renewable energy resources, and the impact on consumers’ electric 
bills.”’ This point was recently underscored by a bipartisan resolution adopted by the 
Mississippi State Senate, finding that because of adverse impacts on “our state’s people and 
overall economy through increased energy costs to consumers” the US Congress should “forego 
the imposition” of the RES “until such time as technological advancements allow for efficient 
and cost-saving implementation.”* 

The very states that have the most limited available renewable resources would clearly 
pay the most in these alternative payments. However, these payments will go to those states that 
are already blessed with significant access to wind and solar locations, thereby subsidizing the 
RES compliance requirements for states that have abundant renewable resources. As a 
consequence, the federal RES will perpetrate a massive income and jobs transfer of otherwise 
needed investment capital from “have-not” slates to “have” states - working tremendous regional 
unfairness, particularly to the Southeast and Midwest. If instead, RECs are purchased to comply 
with the RES, and renewable facilities in the “have” stales are thereby constructed, that will 
subsidize efforts to decarbonize the power fleets of the “have” states. In both cases, having 
provided compliance subsidies to the “have” states, ratepayers in the “have not” states will have 
to pay again to generate their own carbon reductions to comply with the carbon cap. At the very 
least, funds collected for alternative compliance in particular states must be spent within those 
states on energy and efficiency programs so that ratepayer dollars will at least generate jobs and 
carbon reductions in their own states. 

4. Limitations on the choice of energy sources 

Severe limitations on which energy sources satisfy the compliance obligations of the 
proposal further compound these regional imbalances. Because wind and solar are very limited 
in their regional availability, it is troubling to see that the current language does not allow waste- 
to-energy or existing hydroelectric power to qualify as renewable. Further, energy efficiency is 


5 Southern Legislative Conference, Policy Position Regarding Federal Renewable Portfolio Standards, July 14, 
2008, at hm).//www.slcat)anta.ora'ineelingsJOK.C OS.^RPS flnal.pdf . 

6 Senate Concurrent Resolution No. 689, adopted 45-5, Mississippi Slate Senate, 2009 Regular Session. 
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limited to no greater than one-fifth of the compliance obligation, where sound policy and equity 
direct that efficiency gains should be allowed to satisfy as much of any RES as possible. In 
addition , nuclear power - while producing neither carbon dioxide nor conventional air pollutants 
- is not only excluded from compliance; it is included in the baseline of non-qualifying energy 
sources making its treatment roughly the same as coal, natural gas, or even bunker oil. These 
efforts to “pick winners and losers,” between resources and, effectively, citizens, must be 
changed. 

In the Soutlieast, it is often suggested that biomass could help satisfy an RES because 
forests in the region account for some 29% of total US forest reserves. That suggestion is 
probably incorrect, for several reasons. First, Southeastern forests already supply some 60% of 
the fiber for US timber product output. Second, recent federal mandates for cellulosic ethanol 
also rely in part on a cost-effective supply of woody biomass as feedstock.’ Third, the supply of 
biomass for energy needs in the South alone is not likely to be sufficient to meet RES needs. 

The Bill complicates the equation further by adopting an overly-restrictive definition of biomass 
that qualifies under the standard. For example, utilities in Georgia alone would require another 
2300 megawatts of biomass generating capacity to meet a 20% RES. While the largest biomass 
facilities are only planned for about 100 megawatts, 2300 megawatts would require almost 4 
million acres of forest to harvest enough biomass - that land area would equal about eleven 
counties in Georgia!* 

5. Impacts on natural gas demand 

Some have suggested that simultaneous implementation of an RES and a climate change 
policy could lesson demand for natural gas by driving power providers away from natural gas 
and towards renewables. Unfortunately, we are likely to see the opposite result. Unlike natural 
gas or coal, which can be extracted and stored or transported tor later use, renewable power is 


7 G. Comatas and J.L. Shumaker. EfFects of Renewable Energy Mandates on the Sustainability of Forests in the 
Southeastern U.S,, available at www.Dinchot.ore/uDlo3d5/downloacl?fileld=222 . 

8 Stan Vi'ise, Georgia Public Service Commissioner, Statement before Subcomm. on Energy and the Environment, 
House Comm, on Energy and Commerce, Hearing on Renewable Energy (Feb. 26, 2009) at 
http:/.'energvcommerce house.uov/Press 1 1 1/20090226/testimonv wise. odF. 
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highly variable and must be backed up. The most likely candidate to support these variable 
renewable resources is natural gas.® 

Notably, several regional transmission organizations and the TVA recently issued a 
report which shows that in the eastern U.S. when electric demand is at peak load wind is only 
available 30% of the time. The report goes on to conclude that the gap between that 30% and 
meeting 100% of the demand will have be filled by building natural gas fired generating 
capacity. The same report also shows that the Eastern US would need to build approximate 
1 15,000 large windmills if it were to satisfy a 20% RES.'® 

6. A more sensible RES? 

As stated in the beginning, we are for a cost-effective and equitable climate change 
policy, and we have pointed out aspects of the national RES that do not meet these criteria. 
Although on this basis, we believe a persuasive case has not yet been made for a one-size-fits-all 
federal RES - particularly in light of a pending federal climate change trading system - there are 
several points Congress should keep in mind if it should proceed with a national RES; 

• A federal RES should set a more sensible renewable requirement (for example, 10% - not 
20% or 25%), and should moderate, or phase in, the amount of renewables required over 
time to avoid price spikes; 

• A federal RES should contain a rate impact cap (cap rate impacts attributable to the RES 
at a certain percentage, e.g, 1% per year). Some states have rate impact caps, but the 
current federal proposal has none. Any law should also conduct periodic reviews of the 
renewable program to determine impacts on consumers; 

• A federal RES should allow for unlimited use of energy efficiency measures as a means 
of compliance to the greatest e.xtent possible. Energy efficiency, available across all 
regions of the country, should be placed on “equal fooling” with new generation - 
megawatts saved are as effective as any zero-emissions technology; 

• A federal RPS should allow for a lower alternative compliance payment e.g., 1 .5 cents 
/kWh as opposed to the 5 cents/kWh in the current proposal. Utilities should have the 
option of paying their alternative compliance payments to their states, but at the very 
least any such payments must be made available to fund projects within the state that 
generated the payments; 

• A federal RES should allow existing nuclear generation to be subtracted from the 
baseline, and new nuclear energy, all hydroelectric and waste-to-energy to count toward 
meeting the requirement; and 


9 NERC at i-ii. 
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A federal RES should terminate upon enactment of carbon legislation so that the market 
determines the most cost-effective means of compliance. 


Carbon Capture and Sequestration 

As a general proposition, ERCC supports the policy goals of legislation designed to 
support the research, development and deployment of carbon capture and sequestration (CCS) 
technology, Coal represents over half of the electricity generated in the United States today. As 
an energy source, coal is reliable, affordable, and domestically produced. Therefore, as society 
seeks to address carbon emissions, CCS will be an important part of maintaining the viability of 
coal in the national energy equation. ERCC understands the need for broad-based funding 
mechanisms to support CCS and looks forward to working with the Committee in perfecting its 
approach. 

We hope the Committee will keep the following points in mind as it deals with CCS 
development and deployment: 


• The federal government must make realistic assumptions regarding the viability and 
commercial availability of CCS technology as it calibrates its carbon trading program. 
Emissions timetables and target assumptions are based on how robust CCS technology 
wall be at any given time. If the technology does not advance as planned. Congress must 
allow the government to conform its timetables and targets accordingly; 

• The goal of developing CCS is inconsistent with the federal RES as drafted. Because the 
size of the RES is significant, and the range of renewable technologies is so limited 
under, the legislation may create undue focus on those technologies. That will draw 
attention and resources away from CCS and into a limited range of geographically- 
limited renewables. Congress should consider counting clean coal applications with CCS 
towards RES compliance in order to level the regional playing field; 

• Congress should think more broadly in terras of the CCS technologies it supports. The 
current draft seems limited to geological sequestration. The flexibility to consider 
perfecting terrestrial carbon sinks or mineralogica! sequestrations processes should be 
considered. As broad an array of CCS technologies as can be used to allow affordable 
and reliable coal is an obviously desirable policy objective; 

• The current proposal is weak in terms of providing appropriate liability protections for 
geological sequestration. Part of providing an inviting investment climate for CCS is to 
firmly establish that the government will share in the potential liabilities, much as it has 
done in the context of Price-Anderson for the nuclear industry; and 

• Funding mechanisms for CCS research, development and deployment must be careftjlly 
monitored, On the one hand, the funding mechanism must not become a target for 
increases to address other programs; on the other hand, monies raised must be spent as 
suggested - and not diverted for other purposes through the budgetary process. 
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The task of balancing conflicting command and control regtilations like the RES, the 
Energy Efficiency Resource Standard, performance standards for new coal-fired plants, and a 
Low-Carbon Fuel Standard w'ith a market-based carbon trading program is daunting if not 
impossible, and seemingly unnecessary. Given the tremendous economic consequences for the 
entire US economy, and the perilous state of our economic recovery, we urge this Committee to 
undertake a full deliberative process and to understand the needs of consumers and businesses in 
all regions of the United States. 

Thank you for the opportunity to testify. 
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Mr. Inslee. Our next witness is Dr. Jay Apt, who is Executive 
Director of the Carnegie-Mellon Electricity Industry Center and an 
associate professor at Carnegie-Mellon University. We hope Dr. Apt 
feels very much at home today, because he has been in space flying 
four times and logging more than 35 days in that environment and 
over 10 hours in space walks. 

We hope this is as easy an experience. Dr. Apt. Thank you for 
being here. 


STATEMENT OF JAY APT 

Mr. Apt. Thank you, Mr. Chairman. I like to tell people that I 
am probably the only person in the room who owes their life to 
solar cells. 

I appreciate not only the invitation but your stamina. 

As you said, Carnegie-Mellon, I am a faculty member in both the 
engineering school and the business college. I have studied the 
electric power industry for many years at our Carnegie-Mellon 
Electricity Industry Center. But burning any appreciable fraction 
of the estimated fossil fuel resources on this planet without carbon 
dioxide control is going to send CO 2 levels to places that humans 
have never experienced and cause really dangerous climate change. 
There is no question that the singular focus, our goal, ought to be 
controlling CO 2 . 

Renewable energy sources are going to be an important part of 
whatever we do in this country, but I caution that a singular em- 
phasis on renewable energy is not the best way to meet that over- 
riding goal of controlling CO 2 . 

We spend about 3 percent of GDP annually on electricity. Remov- 
ing 80 percent of the CO 2 from electric power with the most cost- 
effective technologies will take about two-thirds of a percent of 
GDP. That turns out to be just about what we spend on the Clean 
Air Act. That is affordable. But if we try to specify which tech- 
nologies, like renewables, are the only ones that need apply and 
don’t allow the least expensive technologies to compete, costs can 
grow to unaffordable levels. It is important to develop competing 
low-carbon technologies to keep costs low, rather than trying to se- 
lect technologies based on attributes that have little to do with con- 
trolling CO 2 . 

A national RES is a costly way to reduce CO 2 emissions, because 
renewable and low greenhouse gas are not synonyms. There are 
several other practical and often less expensive ways, and you 
heard about some of them just now, to reduce CO 2 from electric 
power generation. 

As you know, renewable energy is concentrated only in certain 
States. The Southeast doesn’t have either good wind or good solar. 
It does have biomass, but that is going to be needed for production 
of liquid fuels. Legislation should give each region the greatest 
flexibility to reduce CO 2 at the least cost, including renewables, ef- 
ficiency, conservation, fossil fuels with CCS, and nuclear. 

Mandating technologies can be much more expensive than man- 
dating performance. Renewable performance standards unneces- 
sarily increase costs in an attempt to eliminate the use of uranium, 
coal, natural gas, and large hydropower. 
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What is needed instead is a carbon performance standard that 
lowers the limits in a predictable fashion on the emission of CO 2 
for every kilowatt hour produced. To affordably lower CO 2 , we are 
going to need everything that works. No power source is free of 
problems. 

Our research has examined what was then the largest solar ray 
in the country in the desert in Arizona. It had a duty cycle, what 
we call the capacity factor, of 19 percent averaged over 2 years. All 
the wind farms in Texas last year added together had a capacity 
factor of 29 percent. That means that 70 percent of the time you 
have got to use something else. And our research shows that nat- 
ural gas turbines used to provide fill-in powers as the wind rises 
and falls or clouds cover the sun produce more CO 2 and much more 
NOx, nitrogen oxide, than they do when running steadily. That 
lessens the beneficial effects of wind or solar. 

One solution is to store large amounts of electricity when these 
sources are generating. The discussion draft doesn’t appear to me 
to contain significant incentives for large-scale storage, and I think 
it ought to. 

If our industries are to be able to afford electricity, it is essential 
that demonstration coal plants with carbon capture be built to im- 
prove the technology and show that we can sequester CO 2 without 
leakage in a range of geology. The section 114 incentives seem to 
me to be at the low end of what is required to demonstrate the 
commercial viability of sequestration. It is also essential that we 
build half a dozen nuclear plants using new technology to assess 
their costs and performance, or we are going to be importing that 
technology from abroad. 

I hope that you will keep two principles in mind. 

First, focus on reducing carbon dioxide, rather than singling out 
renewables as the answer. There are significant savings, from let- 
ting all the technologies compete in satisfying the goals of lowering 
greenhouse gas emissions and increasing energy security, while en- 
suring that energy prices aren’t so high that they derail our econ- 
omy. 

Second, ensure that efficiency gains generating electricity as well 
as in using it can count in any low-carbon legislative mandate such 
as section 231 of the discussion draft. 

Thank you very much for the opportunity to testify. 

Along with my written testimony, I provided the subcommittee 
with one of our published papers. I think the research outlined in 
the paper might be of interest and value and would ask that that 
be included as part of the hearing record. 

Mr. Inslee. Hearing no objection. Dr. Apt, thank you very much. 

[The prepared statement of Mr. Apt follows:] 
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Chairman Markey, Ranking Member Upton, and members of this subcommittee including my 
Representative, Mr. Doyle, thank you for giving me the opportunity to testify. 

At Carnegie Mellon University, I am a faculty member in the Engineering College and the 
Tepper School of Business, I am also executive director of the Carnegie Mellon Electricity 
Industry Center, The opinions here are mine and do not necessarily reflect the views of my 
coauthors, Carnegie Mellon University, or any other institution. 

I commend you for searching for ways to reach the goals of reducing greenhouse gas emissions 
and pollution, enhancing energy security, maintaining electric supply reliability, and controlling 
costs. Renewable energy sources are a key part of the nation's future, but I caution that a singular 
emphasis on renewabie energy sources is not the best way to achieve these goals. One goal is 
paramount as the greatest challenge of the century; reducing air emissions and the atmospheric 
concentration of carbon dioxide, 

I have two recommendations that I hope you will consider: 

1 . Focus on reducing carbon dioxide rather than singling out renewables as the answer. 
There are significant savings from letting all technologies compete in satisfying the goals 
of lowering greenhouse gas emissions, increasing energy security, and improving 
sustainability, ensuring that energy prices are not so high that they derail the economy, 

2. Ensure that efficiency gains, in generating electricity, as well as transmitting and 
distributing it, and in using it, can count in any low-carbon legislative mandate, such as 
Sec. 23 1 of the discussion draft. 

If estimates of the amount of recoverable fossil fuels are correct, without carbon dioxide controls 
we will run out of atmosphere long before we run out of fossil fuels. Burning any appreciable 
fraction of the estimated coal, oil, and natural gas resources will send atmospheric carbon 
dioxide concentrations to far greater levels than humans have experienced and lead to major 
global climate change. 

All fossil fuel sectors contribute emissions and need to be addressed, but my testimony focuses 
only on the electricity sector. The United States is increasing its reliance on electric power and 
will have to generate 40% more electricity by 2030 if demand keeps growing as it has the past 35 
years. We face the additional challenge of quickly reducing carbon dioxide. At the same time, 
the price of power has risen 25% nationally in four years, and has risen much faster in cities such 
as Baltimore. We spend about 3% of GDP annually on electricity. 

Removing 80% of the CO 2 we emit today from electric power generation with the most cost- 
effective technologies we know about will cost us about 2/3 of one percent of GDP annually. 
That's about what we spent on the Clean Air Act. That amount is affordable. But if we try to 
specify which technologies - like renewables - are the only ones that need apply and don't allow 
the least expensive clean technologies to compete, these costs can grow to unaffordable levels. 

It is important to develop competing low carbon technologies to keep costs low, rather than 
trying to select technologies based on attributes that have little to do with controlling CO 2 . 
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A national RPS is an expensive way to reduce greenhouse gas emissions because "renewable” 
and "low greenhouse gas" are not synonyms; there are several other practical and often less 
expensive ways to generate electricity with low carbon dioxide emissions. In addition, renewable 
energy is concentrated in only certain states. A national RPS would force other states to transfer 
wealth to windy or sunny states, instead of using it to develop low carbon technologies that are 
appropriate to their locales. 

Mandating technologies can be much more expensive than mandating performance, by capping 
emissions at a level that declines over time or by requiring that no more than a given amount of 
CO 2 be emitted for every kilowatt-hour produced. Renewables portfolio standards unnecessarily 
increase costs (and often leave out efficiency and demand-side response) in an attempt to 
eliminate the use of uranium, coal, natural gas, and large hydroelectric power. What is needed 
instead is a direct performance standard that lowers the limits on emissions of CO 2 in a 
predictable fa.shion over the next few decades to very low levels. 

For renewables, the maps I have provided of wind and solar resources show vast differences 
among states. For example, the Southeast has neither good wind nor solar resources. It does have 
biomass, but that will be needed for producing liquid fuels. Legislation should give each region 
the greatest flexibility to achieve the goals at least cost, including renewables, efficiency, 
conservation, fossil fuels with carbon capture and sequestration (CCS), and nuclear. 

Many people like wind turbines in the abstract but don't want them as neighbors, for example, 
the proposed wind farm off Cape Cod. In my state of Pennsylvania, we now have 200 wind 
turbines. About 10,000 would be required to meet a 25% RPS and the resulting land use issues 
can't be ignored. A handful of states require wind farm operators to pay into a fund for 
decommissioning the turbines at their end of life. A quick YouTube search for "wind turbine 
failure" is all that is required to see why this is very good idea. 

Achieving a large national RPS requires building large amounts of transmission from areas with 
good wind resources to population centers. More people oppose transmission lines than wind 
turbines. There are likely to be delays of ten years or more in siting transmission. 

Even in good areas, the wind doesn't blow all the time. Looking at all the wind power plants in 
Texas in 2008, we find that in a quarter of the hours during the year Texas wind production was 
less than 10% of its rated capacity. That means that when a wind farm is built, some other power 
source of the same size must be built to provide power during those calm hours. Our research 
shows that natural gas turbines, that are often used to provide this fill-in power, produce more 
CO 2 and much more nitrous oxide (as they quickly spin up and then slow down to counter the 
variability of wind than) than they do when they are run steadily. 

The point is that w'ind and solar can lower the amount of fossil fuels used for generation, but they 
don’t lessen the need for spending money on always-available generation capacity, nor do we get 
all the air emissions benefits we once expected. For new generators, the capital cost is the vast 
majority of new costs and so the savings by having free fuel from the wind or sun are small. 
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As you know, wind and solar generation differ from the traditional ways of generating electricity 
because they are generally not available when we need power. Wind turbines and solar arrays 
generate electricity when the wind blows and the sun shines. One of the best solar sites in the 
USA is in the Arizona Desert. A very large solar generator there had a duty cycle, what we call 
the capacity factor, of 19%, out of the possible 100%, if it had generated full power every hour 
of the two years we studied it. Wind turbines have higher potential in good wind sites but, for 
example, the average capacity factor for the wind turbines in Texas was only 29% in 2008. 

The solar map shows that the good sites are in the desert Southwest. Sites in the Southeast have 
low'er potential because of cloud cover. The rest of the continental USA has much lower 
potential for generating solar power, particularly the most heavily populated areas. The capacity 
factor is important because almost all the costs are in manufacturing and installing the array. 
Thus, a solar array with a capacity factor of 20% would produce electricity at half the cost of an 
array with a capacity factor of 10%, Forcing solar installations into Atlanta, Washington, or New 
York would consume a vast amount of resources per kilowatt-hour. 

Nature is more generous in distributing good wind sites around the nation, but they are still 
distant from population centers. In particular, note that there are no good wind sites in the 
Southeast. As with solar, the cost of produced power is inversely related to the capacity factor 
since almost all the costs are building the wind farm. Thus a site with a capacity factor of 40% 
would have half the cost per kilowatt-hour as a site with a 20% capacity factor. 

In general wind and solar power are not available when demand is highest. Wind tends to be 
strongest at night and lowest in the summer. Solar power is best in the summer, but the Arizona 
data show that the arrays have all but stopped producing electricity by 5 PM in the summer, just 
as demand is hitting its peak. 

Another problem is that wind and solar generation are variable. Wind speed changes from 
moment to moment and clouds block the sun, even in the desert. This variable power challenges 
the grid to provide reliable, high quality power when wind and solar are contributing more than a 
few percent of total generation. 

One solution to both these problems is to store large amounts of electricity when these sources 
are generating so that it can smooth pow'er output and have that output available when demand is 
high. Pumped hydroelectric storage is the best way to store electricity, but few new sites are 
available. Compressed air storage looks promising, but is expensive and less efficient than 
pumped hydro. The discussion draft does not appear to contain significant incentives for large- 
scale electricity storage. 

Wind farms can affect climate downwind, reducing precipitation. Massive reliance on wind 
energy would take energy out of the wind, changing the Earth's climate. All power generation 
options have feet of clay. There is no generation utopia. But just because there is no free lunch 
doesn't mean we can't eat: we just have to acknowledge the issues honestly so that we are not 
faced with a public backlash later on. 
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There are other renewable sources that are also low-carbon. Hydroelectric dams generate six 
times as much power today as the other renewables, but there is little prospect for getting 
significantly more power. Dams are being tom down, not being built. Run of the river hydro 
could provide small amounts of power. Geothermal provides power in California and more is 
planned for the Southwest. Where there are good geothermal resources, this resource can be 
attractive. However, the good areas are limited to the West. Biomass could provide significant 
amounts of power at competitive costs, but there is a limited amount of land and water, and the 
biomass may be better used for transportation fuels. Ocean currents and waves can provide 
power, but corrosion and withstanding storms make the power expensive, in addition to other 
problems. 

Where they can compete for our low-carbon dollar, renewables should be applauded. In good 
sites, wind power is competitive with new fossil generation with carbon capture and 
sequestration. At good sites, solar thermal power is almost competitive with new fossil 
generation. However, even at the best sites, solar photovoltaic generation is several times the 
cost of other low-carbon power per kilowatt-hour. We should not pick technologies with 
legislation - rather we should pick the low carbon goal and allow the cost-effective winners to 
emerge. 

Federal support of R&D in this industry is essential to achieving low carbon electricity at 
affordable cost. While solar photovoltaic power is too expensive for massive deployment, I urge 
funding solar photovoltaics research , since this technology will ultimately provide most of our 
energy. I also recommend R&D funding for bulk electricity storage, such as compressed air. 
America's largest fossil fuel resource is coal; we will rely on coal for much of our energy in the 
coming decades. In particular, coal will continue to provide most baseload electricity generation. 

It is essential that demonstration coal plants with carbon capture be built to improve the 
technology and that we show that massive underground injection of carbon-dioxide in a range of 
geological strata can sequester the carbon dioxide without leakage. The Section 114 incentives 
are at the low end of what is required to demonstrate the commercial viability of sequestration. 

It is also essential that we build half a dozen nuclear plants using new technology to assess their 
costs and performance. 

I commend the Committee and Congress for moving this most important topic forward. 1 hope 
that you will keep two principles in mind: 

1 . Focus on reducing carbon dioxide rather than singling out renewables as the answer. 
There are significant savings from letting all technologies compete in satisfying the goals 
of lowering greenhouse gas emissions, increasing energy security, and improving 
sustainability, ensuring that energy prices are not so high that they derail the economy. 

2. Ensure that efficiency gains, in generating electricity, as well as transmitting and 
distributing it, and in using it, can count in any low-carbon legislative mandate, such as 
Sec. 231 of the discussion draft. 

Thank you for the opportunity to testify on this important legislation. I would be happy to answer 
any questions. 
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UNITED STATES ANNUAL AVERAGE WIND POWER 
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Mr. Inslee. We will start questioning with Tammy Baldwin. 

Ms. Baldwin. Thank you, Mr. Chairman; and thank you all for 
your patience and your testimony here this afternoon. 

We just returned to session from a recess, and over the course 
of my recess I had a chance to do a great tour of some of the most 
innovative Wisconsin-based companies that are doing all sorts of 
exciting things in the energy area in anticipation of the work we 
are doing on the climate change bill. 

One of the places I visited is a company called Orion based in 
Nashua, Wisconsin; and they are managing a solar light type tech- 
nology that can illuminate factory floors electricity free by concen- 
trating daylight. Just last month, the company was even touted by 
President Obama for having innovators and creating jobs that will 
foster our economic recovery and create clean technology to power 
our long-term prosperity. 

Now, like the solar light pipe, there exists a number of distrib- 
uted renewable energy resources such as solar water heaters, solar 
air heating and cooling, geothermal heat pumps that deliver meas- 
urable and verifiable renewable energy at the load source. These 
technologies help businesses and homeowners lower their utility 
bills; and because they produce clean energy at the load source, 
they certainly lessen the burden on our Nation’s transmission in- 
frastructure. 

As I understand it and have looked into it, some States have in- 
cluded these technologies in their renewable portfolio standards, 
and others have not, because these technologies do not actually 
generate electricity even though we can sort of monitor virtually 
with meters the electricity consumption displaced by these tech- 
nologies. 

So I want to ask, I think, Mr. Reicher and Commissioner 
Grueneich, do you think these types of technologies should be con- 
sidered as a part of our renewable energy technologies and can 
they provide benefits under a national renewable portfolio or elec- 
tricity standard? 

Ms. Grueneich. Yes, and yes. 

Let me also say I want to congratulate your State. We are not 
talking about energy efficiency, but in a recent report you are 
ranked number five in the country. I am very happy to hear about 
some of the technologies that are being developed. I think that this 
is an example where we see innovation at the State level, and I 
think that it definitely is an example of the types of new tech- 
nologies coming on line that can and should be included when we 
are looking at the renewable standard. 

Mr. Reicher. And I would add that, as you know, there is al- 
ready a three X multiplier for on-site generation. It would be inter- 
esting to take a look at what of these technologies might be in- 
cluded and, if not, how that might be adjusted. That is number one. 
Number two, of course, the energy efficiency resource standard 
would capture some of the value of this as well by cutting elec- 
tricity demand. 

So I think the interplay between the two of those should at least 
help these technologies. What we may want to do is look a little 
bit further and see if there is ways to move them forward even bet- 
ter. 
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Ms. Baldwin. And that was precisely my second question. 
Should this technology he a part of the energy efficiency resource 
standard? You sort of jumped to that answer already. 

On the distributed generation multiplier, another one of my stops 
on my tour last week was to an anaerobic digester on a dairy farm. 
Now, I think Wisconsin is the leader in the country in deployment 
of anaerobic digester systems, but all of them are smaller than two 
megawatts. The one that I visited is generating enough electricity 
for about 600 homes in the area. 

The proposed definition in our draft discussion bill right now 
would exclude small biomass generation systems from receiving the 
distributed generation credit multiplier because they rely on com- 
bustion, and the proposal appears to make distributed solar and 
wind more valuable than distributed biomass. And I guess I would 
want to ask your opinion also on what guidance you would give our 
committee as we get into the details of the bill on this issue of 
should it count or not. Commissioner? 

Ms. Grueneich. I will say that we are facing in California, as 
we have had now a couple of years under our belt — I guess 3 or 
4 now — on our renewable standard that as the technology is im- 
proving, and we have got a project that Pacific Gas and Electric 
Company is doing also with one of our dairy farms, where we are 
seeing that we do have to look at modifying our definition of what 
qualifies. And I think that it will be important for the committee 
to really take a look throughout the country at what are the dif- 
ferent projects that have emerged, take a good look at the defini- 
tions. 

And I totally concur with Dan. Let’s make sure that things don’t 
fall between the cracks of what is considered a renewable or what 
is considered an energy efficiency, and it doesn’t qualify for either 
one. So I think that is real good homework. We want to capture 
the most innovative projects. 

Ms. Baldwin. Mr. Chairman, I was going to ask a question to 
our carbon capture and sequestration experts. I see my time has 
expired. 

Mr. Inslee. The Chair is extending an additional minute to all 
committee members who are so dedicated to be here. 

Ms. Baldwin [continuing]. Along with my other stops on my en- 
ergy tour I got a chance to visit a coal plant owned by WEE Energy 
in Wisconsin that is doing a demonstration project on carbon cap- 
ture — not the sequestration part, but they are right now succeeding 
in capturing 90 percent of the CO 2 emitted, but only doing this 
demonstration project on 1 percent of the flue gas. So it is a small 
demonstration project. A larger scale project, sort of tenfold the 
size, will be under way soon in West Virginia. 

I would love our CCS experts to address a couple of quick ques- 
tions. One is the job creation potential. The second is, if we do not 
have a cap in the end, would you expect whole scale commercial 
deployment of this technology without it? I have concerns that we 
wouldn’t. 

And then, finally, this is a huge issue, but Wisconsin is not par- 
ticularly geologically — well, we don’t have the geological formations 
necessary for storage in state which brings up transportation 
issues. And I wonder whether the funds collected by the CCS provi- 
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sions of the bill will apply to researchers’ transportation for CO 2 
and the costs associated with that. But — I know that is broad, but 
I would love to hear our CCS experts address those three areas. 

Mr. Kunkel. We have been following the WEE Energy project 
there too, and they are tackling one of the most interesting parts 
of this that could have big promise for reducing the costs of it, 
which is the energy efficiency penalty using ammonia technology. 
And we think that is very promising, and we are following that 
technology and considering that very closely. That sort of goes to 
one of your questions. 

Your second question was jobs. 

Ms. Baldwin. Actually, that was the first question. The second 
was the relationship between the cap and the deployment of this 
technology. 

Mr. Kunkel. Yeah. Certainly large-scale deployment won’t hap- 
pen without there being some kind of a market value, if society 
doesn’t value the reduction of emissions in some way. And — that 
has to happen, and what we are working at is getting the cost of 
that down to where it happens at a reasonable price; and we be- 
lieve that that can happen as well. 

Jobs, our projects in both Texas and Illinois will — the one thing, 
they take a long time to build; it is like a 4-year construction cycle, 
1,500 jobs at the peak and even as many as 2,000 in some cases. 
So, for a retrofit, that project would be much less, but it is still a 
very substantial project employing a significant number of people. 

Mr. Inslee [presiding]. Thank you. We are now moving on to Mr. 
Upton. 

Mr. Upton. Thank you, Mr. Chairman. 

Dr. Apt, I want to come back to your testimony. You talked about 
a carbon performance. If you look at that for the base as an RPS, 
you probably could include nuclear as part of that, right, because 
it has — that has no greenhouse gas emissions? 

Mr. Apt. Certainly. 

One of the statistics I like to tell people is, in my home State of 
Pennsylvania, we are nearly last in renewables, but we are first in 
low carbon because of the percentage of nuclear that we have. 

Mr. Upton. You said that the solar array in Arizona was only 
19 percent, which means that it is out? 

Mr. Apt. Sure. It can’t be more than 50 percent because it is 
night half the time. 

Mr. Upton. I know they don’t have daylight savings time. That 
is probably another hour. 

Mr. Apt. The thing that surprised us was that it wasn’t higher 
than it is. That is because of the intermittency caused by the 
clouds. We have looked at the solar rays in other locations. The 
DOE has a solar roof here, and that is 11 percent as it turns out. 

Mr. Upton. Thank you. 

Mr. Robo, you mentioned that you are managing the largest solar 
bank in the world; is that right? 

Mr. Robo. That is right. 

Mr. Upton. In the Mojave Desert. How big is it? What is the 
size? 

Mr. Robo. Three hundred megawatts. 

Mr. Upton. What is the footprint? How big is it? 
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Mr. Robo. The footprint is tens of acres, it is about an acre a 
megawatt, so it is about 300 acres. 

Mr. Upton. There has been some debate that I have seen in the 
press — we mentioned this either today or yesterday at one of these 
hearings — that the senior Senator from California has not been all 
that supportive. Is that true or not? Is it that project or is that an- 
other one? 

Mr. Robo. No. It is not our project. Our project is already built. 

Mr. Upton. Is this another project that is going to rival you as 
the largest in the world then? 

Mr. Robo. There are several new projects that are being consid- 
ered in California. We have several that are under — that are trying 
to be permitted right now. Other folks are being — other folks are 
trying to permit projects. 

Our, actually, two projects that are furthest along in the permit- 
ting process are outside of Senator Feinstein’s areas. 

Mr. Upton. Now when you began the construction of this or to 
get the licensing and the approvals, did you have trouble hooking 
it into the transmission lines? And how long did that take? 

Mr. Robo. These projects, the projects we have right now in Cali- 
fornia are actually quite old. They were built in the late 1980s- 
early 1990s and took several years to develop — any large-scale 
solar project in any of the areas that we are looking at. 

We are developing large-scale solar projects in Florida, Cali- 
fornia, Arizona, Colorado. It really depends in the jurisdiction. We 
have built 110 megawatts of solar in Florida in the space of a year. 
California would take 5 years. 

Mr. Upton. Would it be helpful in this bill, if this bill moves for- 
ward, to have some type of allowance to allow FERC to step in if 
folks like your seatmate there are not entirely cooperative in get- 
ting things hooked up? 

Mr. Robo. We think having FERC have 

Mr. Upton. Constructive. 

Mr. Robo. We think having FERC have ultimate siting authority 
makes good sense. 

Mr. Upton. Ms. Grueneich, you talked about California going to 
33 percent by 2020. I seem to remember at one point they were 20 
percent by next year is; is that right? 

Ms. Grueneich. We have — our current law is 20 percent by next 
year. There are what some would call flexible provisions that will 
allow it to be another year or two probably. But we are on target. 

Mr. Upton. So you think they will hit it? 

Ms. Grueneich. Yes. 

Mr. Upton. Again, I am not from California. 

Ms. Grueneich. Yes. 

Mr. Upton. Last question I have in my minute that is remain- 
ing, Messrs. Briggs, Kerr and Trisko, as we look at the issue of car- 
bon capture, something that has to be part of coal’s future, there 
is nothing in this bill, as I understand it, relating to the long-term 
liability issues. 

Does that need to be part of this, if you could each comment on 
that? 

Mr. Trisko. Yes. 
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Mr. Upton. I don’t know if you had it cited in the longer part 
of your testimony or not. 

Mr. Trisko. The bill contains a provision for research on long- 
term liability issues, and we think that that underscores the need 
for resolution of the long-term liability question. 

Mr. Upton. Would the others dis — Dr. Kunkel, would you agree? 
Just maybe to speed this along in my remaining 5 seconds. 

Mr. Kunkel. I do think there is the need for kind of a study, but 
there is also some — we have a project that we want to take to fi- 
nancing next year. So I think there needs to be some consideration 
for the pioneering projects, a first group of projects, and to take 
care of those. 

Mr. Briggs. Just very quickly, one of the advantages of our par- 
ent companies being familiar with the subsurface, we are willing 
to move ahead of these sorts of frameworks not being defined be- 
cause we are comfortable with it. But we have also been — we have 
also suggested a framework for liability as it moves through a 
project from operatorship to postclosure. 

Mr. Kerr. Congressman Upton, I would say “yes” completely, 
and I would also point out — and I think Representative Baldwin 
mentioned the transportation issue in your question. There are a 
number of these issues around CCS that are very important. And 
one of the things that this subcommittee needs to focus on is, when 
you look at EPA analysis of this bill and bills in the last Congress, 
there are very aggressive assumptions about when resources like 
CCS will be available, and yet they don’t match up with what — the 
realistic issues like liability transportation, so I think when you 
look at the analysis, look at the presumptions and then realize 
there are a plethora of what seem like sort of minor issues. 

The sooner we deal with those in a bill like this, I think the more 
rapidly we can deploy these technologies, which then will maybe 
justify some of the assumptions being used in the economic anal- 
ysis. 

Mr. Upton. Dr. Apt. 

Mr. Apt. At CMU we have started a large project on the legal 
and regulatory environment for deep underground sequestration. 
And a lot of paths through the thicket lead to dead ends. 

We have put out a draft of — a working paper on that. We give 
presentation on January. We will be happy to talk with you more 
about it. 

We are expecting to put out a final on that later this summer, 
and we would love to work with y’all. 

Mr. Upton. Thank you. Thank you. 

Mr. Inslee. Thank you. The Chair will proceed. 

Mr. Reicher, thanks for being here. Thanks for Google’s vision 
and the work they are doing. I wanted to ask, you alluded to the 
necessity for some financing mechanism across what has been 
called “the valley of death,” particularly for the first commercial 
projects. 

There are a couple of approaches that have been proposed. I have 
proposed one approach. And we have tried to focus in our approach 
somewhat more narrowly than others to make sure we target the 
risky adventures that really do not have access to commercial lend- 
ing credit — narrower insofar as the target, but broader as far as al- 
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lowing the use of the full financial tools that could be available, 
multiple systems to really finance these. 

I just wonder if you want to comment on those approaches and 
what you think we need. 

Mr. Reicher. Congressman, I think the approach that you are 
looking at which is quite similar to the approach that Senators 
Bingaman and Murkowski are looking at, I do think that is the 
right way to go; and let me explain why I reached that conclusion. 

The issue we face is the following: There is today in developing 
new energy technology both private and public capital to get tech- 
nologies to the pilot stage. We have a burgeoning venture capital 
world, there is a variety of funding available at the Federal level 
for the lower-cost development of this to the pilot stage. The valley 
of death begins when you get a technology, whether it is renew- 
ables, efficiency, clean coal a whole host of technologies, when you 
get to that successful pilot stage and you have got to go from there 
to large commercial deployment. But it is those first few large com- 
mercial projects that the bankers will say, too risky, we are not in- 
terested, come back when you have built the first couple and talk 
to us then. That is the valley of death, and that is what your bill 
and that is what Senator Bingaman and Murkowski’s bill would 
deal with well. 

The tools, as you say, are quite broad — loans, loan guarantees, 
other credit enhancements and also secondary market support so 
we could, in fact, develop clean energy-backed bonds as well. So a 
whole set of tools focused right on that, that really critical moment 
where so many technologies across the entire energy spectrum die, 
between pilot scale and multiple large commercial projects being 
built. 

So I salute you in what you are doing. Senators Bingaman and 
Murkowski are doing a hearing next Tuesday to try to advance 
this. 

Mr. Inslee. Great. Thank you very much. 

Dr. Kunkel your effort, the Tenaska project, I am told is in 
Taylorville, Illinois; is that right? 

Mr. Kunkel. Taylorville, Illinois. 

Mr. Inslee. Is that Mr. Shimkus’s district? 

Mr. Kunkel. It is. 

Mr. Inslee. It is a great district. He is a great Congressman, of 
course. 

If you are successful and we have got a great cap-and-trade bill 
that helps drive investment into your project, because your project 
would be more cost competitive once we have a cap-and-trade sys- 
tem, would that allow people to continue to mine coal, also create 
jobs associated with your project, and continue the coal-based econ- 
omy in that area? 

Mr. Kunkel. It would definitely spur the development of these 
types of projects and that project in particular. 

Mr. Inslee. And would the existence of a cap-and-trade system 
increase your attractiveness to investors to invest in that coal-se- 
questered technology? Would it make it more attractive vis-a-vis 
other technologies? 

Mr. Kunkel. We believe it is going to be attractive in any case 
because of the particular conditions of the project. But certainly 
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that would be helpful in kind of setting a framework in which those 
investments are going to be encouraged in the future. 

Mr. Inslee. Well, I will happily fulfill the responsibility of con- 
veying that to Mr. Shimkus, that a cap-and-trade system could 
help a business in his district and employ perhaps 1,500 people. 
Thank you for that. 

Dr. Apt, you said something that was really interesting to me. 
I think — and I want to make sure that I understood your assess- 
ment, and I think you bring up a very interesting point. As I un- 
derstand what you told us, if we are successful in policies that do, 
in fact, find the least costly ways of dealing with this — and I under- 
stand that is an “if’ at the moment, and you have some critique 
of that effort — ^but if we are successful in that regard, do I under- 
stand that the costs you have assessed are about two-thirds of a 
percent of GDP, which are in the range of what we did successfully 
in the Clean Air Act? 

Mr. Apt. That is correct, if the costs are kept to $35 to $50 a ton 
ofCOa. 

The difficulty is that that applies to things like coal with CCS. 
It does not apply to things like natural gas with postcombustion 
capture that could be about $80 a ton of CO 2 . At the moment, the 
best solar PV or solar thermal are many multiples of that. 

Mr. Inslee. So, if I can, how much loss to the GDP, the no-action 
scenario if we do nothing, if we do what some have suggested here 
to do nothing, not to address this issue of climate change, is the 
amount of loss to our GDP due to drought and, you know, changes 
in the climate, perhaps some health-related impacts? 

Do you think those reductions of our economic well-being will ex- 
ceed what we tried to avoid in the Clean Air Act? Is this a worse 
problem than what we tried to solve in the Clean Air Act? 

Mr. Apt. The answer is a complicated one because it depends on 
the details regionally, what happens. In California, one of the 
things that drove people to action there was the prediction that the 
snowpack in the Sierra would be much worse off a few years from 
now without control of CO 2 . That is not going to be the case every- 
place. There are going to be winners and losers. 

In the Clean Air Act there was a clear — or I should say, dirty 
and present danger. It is a conceptual thing at the moment for 
most people. That is why downscaling studies like the Sierra 
snowpack is so very important in making people understand how 
it affects them. 

Mr. Inslee. Let me just — I don’t want to take too much time. 

But I will just tell you, one Congressman’s assessment is that the 
danger to our communities and the danger to our Nation has the 
capacity to be quite a bit more severe than what we were suffering 
under the Clean Air Act for a whole variety of different reasons 
and that, because of that, an investment anywhere close to what 
we did with the Clean Air Act would make sense because of the 
potential danger faced. 

Mr. Apt. I would concur. Any investment of the type, the two- 
thirds of a percent of GDP that we did in the Clean Air Act not 
only makes sense, but it is clear that we accepted that, although 
with a great deal of kicking and screaming. 
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Anything much more than that, certainly many multiples of that, 
is probably a very different animal. 

Mr. Inslee. Thank you. I appreciate that. 

Mr. Walden of Oregon. 

Mr. Walden. Thank you very much, Mr. Chairman. 

Dr. Apt, let me go back to you because you said solar is about 
$80 a ton, carbon equivalent. 

Mr. Apt. No. That is natural gas with postcombustion capture at 
the moment. Solar PV and solar thermal are many times that. 

Mr. Walden. Many times that? 

Mr. Apt. You know, it depends. At the moment, you could bring 
in a good solar thermal plant for perhaps $200 a ton of avoided 
CO 2 . And I think Mr. Robo would 

Mr. Walden. The reason I ask that is, yesterday we had testi- 
mony from the EPA Administrator, Ms. Jackson, who indicated her 
analysis of this bill, given whatever they plugged in. I thought she 
said, in the first few years it was $17 a ton for carbon, that that 
is what they used as a price, and then maybe as much as $20 or 
$30. We are trying to get all those data points. 

So I find it fascinating, you are saying $35 to $50; it may be as 
high as $80. 

Mr. Apt. It is one of the reasons why I think that a carbon per- 
formance standard is going to be much more effective than a — let’s 
say $17 a ton, because it is going to affect investment. It is going 
to take $35 to $50 a ton to really affect investment in the area I 
know about, the electric power industry. 

Or you can do a carbon portfolio standard that says, as Cali- 
fornia has done, you can emit no more than X, in that case, 1,100 
pounds of CO 2 per megawatt hour; and that declines. 

Mr. Walden. Okay. I am going to move down to Mr. 
Gruenspecht because in your testimony you state, in absolute 
terms, the key terms are projected to be biomass and wind; but 
other renewable fuels including solar and geothermal are also pro- 
jected to grow significantly in percentage terms. 

What would constitute the biomass that you reference? 

Mr. Gruenspecht. Well, there could be both co-firing of biomass 
in existing plants that currently burn coal. 

Mr. Walden. That would be like woody biomass? 

Mr. Gruenspecht. That would be woody biomass. That could be 
used in a modest proportion as part of the feed to that existing 
plant. That is attractive to the extent there is not a big capital in- 
vestment involved. 

Mr. Walden. Would that be the primary source you are looking 
at when you use the term “biomass”? 

Mr. Gruenspecht. Or you could have dedicated biomass crops. 
You could have — switchgrass as well can be burned, as well as 

Mr. Walden. And I have raised this issue every other chance I 
have had, the deal with woody biomass on Federal land. 

Mr. Hawkins, I understand NRDC is the one who is responsible 
for the language in the 2007 energy bill that precluded fuel sources 
made from woody biomass on Federal lands from being applied to- 
ward the fuel standard; is that correct? 

Mr. Hawkins. We supported safeguards so that we would not 
have adverse land use changes associated with the renewables. 
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Mr. Walden. So it was your language or you were the ones who 
principally said that? 

Mr. Hawkins. I wish we had the power to actually write lan- 
guage and have it show up in legislation. 

Mr. Walden. Did you have any role in the language regarding 
biomass in this draft? Did NRDC have any role in the biomass lan- 
guage in this draft? 

Mr. Hawkins. We didn’t review any draft before you saw it. 

Mr. Walden. Did you submit draft language? Did you participate 
in the discussions in what you thought ought to be — that is not a 
bad thing, by the way. I am just trying to figure it out. 

Mr. Hawkins. I don’t believe we submitted any language on the 
biomass provisions. 

But if we did 

Mr. Walden. Do you support these biomass provisions that are 
in this bill? 

Mr. Hawkins. Do we support them? Yes. 

Mr. Walden. And so you think it is okay to exclude all woody 
biomass on Federal lands as being considered biomass? 

Mr. Hawkins. We think that until and unless we have safe- 
guards in place that address everyone’s concerns about the impact 
of sourcing some of these biomass resources, that it is an appro- 
priate safeguard, yes. 

Mr. Walden. To just simply say, woody biomass off Federal land 
isn’t biomass? That is what you say. 

Mr. Hawkins. To say that it shouldn’t be an eligible source of a 
resource for purposes of complying with this obligation, that is ap- 
propriate policy. 

Mr. Walden. Obviously you can have that opinion. I disagree ve- 
hemently with it, as you might have noticed by now, and hope to 
change it. 

Ms. Grueneich. 

Ms. Grueneich. Not to be confused with Gruenspecht. 

Mr. Walden. Got it. And it is turned as well. 

Mr. Gruenspecht. It is a very green panel. 

Mr. Reicher. This is the German end of the panel. 

Mr. Walden. The German end of the panel, and Mr. Reicher too. 

First of all, Google has got a facility in my district. One of the 
reasons is because of our low-cost hydropower, which I think is re- 
newable, but this bill does not. But I want to go to geothermal be- 
cause I think both of you may have mentioned that. 

I was told by our scientists at Oregon Institute of Technology we 
could replace two-thirds of Oregon’s electricity generation needs by 
geothermal. I have also been told by University of Washington sci- 
entists you could replace all of Oregon’s gasoline consumption with 
methanol made from woody biomass due to the backlog on our for- 
ests. So it looks to me like there are some enormous opportunities 
here to use new energy types in a very effective way. 

When we move off of that, though, and into distributive energy, 
which I think is also a key element and gets at the real issue of 
transmission which you have raised, we have got a huge fight out 
across my district right now about the siting of transmission lines, 
principally because they go over Federal land. 
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In one case, a company I believe is trying to avoid any Federal 
land because of the siting fights. So now they are going to try to 
drive it right over everybody’s farm and field, which is another 
huge problem. 

The other case, we may deny an entire wind project over 180 
acres of BLM ground that they need to run the supply line to pri- 
vate land. How do we address these issues? 

Ms. Grueneich. I have spent 4 years on transmission permit- 
ting. 

I will just say, it is not in the bill. I think one of the most signifi- 
cant provisions that somebody needs to put in the bill on trans- 
mission — the planning part is great, and I will talk a moment 
about that, but we have huge problems with the Federal land use 
agencies in transmission permitting. And I hear a lot about the 
problem from the State agencies. 

Just about every land permit — every transmission project in 
California and it sounds like in Oregon, and it is a lot in the 
West — ends up going through Federal lands; and we need some- 
where in all these bills that are going through on transmission, 
something in my — this is my personal opinion — that really talks 
about the Federal land use, agencies having to streamline their 
transmission permitting projects. 

We do MOUs with BLM and U.S. Forest Service on a regular 
basis that have schedules, and they never stick to the schedules. 
We have had projects that an entire year has been lost after we 
have permitted them under our sequel, our environmental review, 
which is tough, and we still wait another year to finish the Federal 
permitting. 

So I am a strong believer that this cuts both ways, that it is the 
Federal land use agencies, and a little bit of language in there that 
has them streamlining some of their processes could help. 

There is a terrific process — I will just be real quick — going on in 
the entire western United States called western REZ, Renewable 
Energy Zone 

Mr. Walden. Right. 

Ms. Grueneich [continuing]. That is looking at every single 
State; and nobody is worried about red, green, blue anything that 
is really going down to the level again of transmission planning we 
need, of what are those resources in the States. And we are finding 
some really good information. 

We talk about, we think that States are resource poor on renew- 
ables. When we are actually spending time looking at this, we are 
finding that there is a lot more, frankly, than we thought about. 

And so I do think that this is a ray of hope that we are going 
to be able to come together. And once we know those resources, 
that is, where we are able to look at what are the transmission 
lines that are going to make sense, and then get our act together; 
and if they are the ones we need, let’s get them built. 

Mr. Reicher. Mr. Walden, if I could just add, one of other as- 
pects of this is improving citizen engagement, getting people in- 
volved earlier, giving them the information they need to under- 
stand what the options are in terms of transmission. 

We have been working with some organizations, including 
NRDC, at actually building mapping capabilities using Google tools 
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and other kinds of tools to get this information to people. If you en- 
gage them earlier, if you give them the options, walk them through 
the process, often some of this, some of the opposition can he over- 
come. 

But I would second what Commissioner Grueneich said about the 
critical need to engage Federal agencies more readily. 

Mr. Walden. Mr. Chairman, I know we are over. Are we going 
to have a second-round opportunity for questions? This is such a 
great panel, but there are so many of them. 

Mr. Markey [presiding]. Okay. And there are so few of us that 
I think we can do that then as a result. I think it works out well. 

Mr. Walden. Thank you, Mr. Chairman. 

Mr. Markey. The Chair will recognize himself at this point for 
a round of questions. And, you know, I think there are two ways 
you can look at the renewables issue. You can look at it in a rear- 
view mirror or you can look out the windshield at the future as it 
is arriving. 

So you can use two sets of numbers. One set of numbers can be, 
oh, my goodness, only 1 or 2 or 3 percent of our electricity comes 
from renewables, excluding hydro. That is not a good picture. How 
are we ever going to be able to provide the electrical generation we 
need for our country in the future? 

Of course, another way of looking at it is 2008. 8,500 new 
megawatts of wind generated in our country, 400 new megawatts 
of solar generated in our country, 205 new megawatts of biomass 
generated in our country, 138 new megawatts of geothermal gen- 
erated in our country; only 1,100 new megawatts of coal and 9,700 
megawatts of natural gas, zero in nuclear. So, my goodness, when 
you add it all up, 45 percent of all new electrical generation in the 
United States in 2008 was from renewables, and that is before we 
pass a national renewable electricity standard. 

If we were looking out the windshield, looking ahead, and we had 
a national renewable electricity standard and we had the incen- 
tives that were put on the books in order to give incentives for 
States and individual companies to deploy renewables; if you look 
at the State of Texas having the legislature authorize $5 billion to 
build a transmission system out to the west in the State to capture 
the wind and the solar; if you look at Florida Power and Light ini- 
tiatives — how many new megawatts of solar in Florida, Mr. Robo? 

Mr. Robo. One hundred ten. 

Mr. Markey. One hundred ten. 

You can see that all over the country there is massive new inter- 
est. 

And, Dr. Kunkel, you have a technology that you believe is going 
to give coal a big future, as well, because you believe that we can 
capture the carbon that is generated from coal burning; is that cor- 
rect? 

Mr. Kunkel. No. That is right. And we think there are tech- 
nologies we can get financed and go to construction next year. 

Mr. Markey. I am feeling so good, you know, after this panel. 
And that is why I do want a second round. This is just — you know 
this is — you guys are like walking antidepressant pills sitting at 
this panel. So thank you for coming in today. 

Mr. Trisko. 
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Mr. Trisko. Thank you, Mr. Chairman. We didn’t comment di- 
rectly in our prepared statement on the RES requirements, but 
your question recalls 

Mr. Markey. Can I say this, that was not a question. My ques- 
tion there was in the form of an answer, okay, so I was just laying 
out what the answer is going forward. 

But you can take it as a question, and please comment. 

Mr. Trisko. I will interpret it as such, Mr. Chairman. 

It calls to my mind Commissioner Kerr’s comments regarding the 
effects of a cap-and-trade program on providing significant incen- 
tives in the market to bring new renewable energy supplies on; and 
that very much will be the case, particularly if allowances, as we 
advocate, are given to the wires companies and to the distribution 
companies. 

The first power sources that they will want to obtain to sell to 
their customers will be power sources for which they don’t have to 
give up an allowance, that are zero carbon-based sources. So that 
will create the correct market incentives in the resource, the re- 
newable resource-rich States that the Commissioner referred to, in 
order to develop those in a very cost-effective and rational manner. 

Mr. Markey. Thank you, sir. Very much. 

So in listening to the testimony — and, Mr. Robo, you are making 
money on this all across the country. You are very optimistic about 
the vast capacity for our country to generate electricity from renew- 
able sources? 

Mr. Robo. That is right. 

Mr. Markey. It is going to be a profit-making business? 

Mr. Robo. It is a profit-making business and — you can be suc- 
cessful being green, and I think that has been a critical part of our 
strategy over the last decade. 

Mr. Markey. Thank you. 

And again back to you. Dr. Kunkel. Do you have reason to give 
really a sense of confidence to the coal miners, to the coal industry 
that there is a real future ahead for them, and the technology will 
catch up and make them compatible with our goals in reducing 
greenhouse gases? 

Mr. Kunkel. We do look at it differently. We are developers of 
power projects. That is what we do for a living. And for us, the im- 
pediment is not these rules, but the lack of rules. What we need 
is a set of rules where we can move forward. We can finance 
projects knowing what the rules are going to be in the future. And 
in the absence of those rules, is quite an impediment to coal-based 
development. 

Mr. Markey. So in your opinion the best friend of the coal indus- 
try will be that we put predictable, consistent rules on the books 
and then the technology will come into place that makes that elec- 
trical generating source compatible with the goals that we are set- 
ting for the country? 

Mr. Kunkel. I think there have been legitimate concerns about 
the viability and the technology. Things that we are doing are 
going to be, you know, many times larger than the next largest 
one. 

And so we do need some time to go through this scale-up process, 
but we are convinced we can do it. And we can move forward. And 
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then once those pioneering projects have demonstrated themselves, 
I think the opportunities for broad deployment are definitely there. 

Mr. Markey. Great. 

And again, I would like — and maybe, perhaps you, Mr. Briggs, 
you could deal with that decline in the cost of generating renew- 
ables that Mr. Robo was talking about earlier, this 25 percent de- 
cline that has occurred over the last decade. 

Do you see the same thing happening over in CCS? Do you see 
the — kind of the once the marketplace established that we will see 
a development of a technology, but then a decline in cost curve for 
the deployment of that technology? 

Mr. Briggs. I believe so, yes. The main thing is to get out there 
and start getting on the learning curve. I wanted to go on record 
and answer the question you just asked. Yes. Yes. 

Mr. Markey. Thank you, sir. 

Mr. Briggs. The technology is there today. 

Mr. Markey. Thank you. My time has expired. 

Let me turn and recognize the gentleman from Texas, Mr. Bur- 
gess. 

Mr. Burgess. Thank you, Mr. Chairman. I don’t want to create 
any new depression for you, but actually 

Mr. Markey. He is a physician so he won’t do it. I know he won’t 
do it. 

Mr. Burgess. I find myself agreeing with you. 

Mr. Markey. It is the Hippocratic Oath. 

Mr. Burgess. I am so happy that you have recognized the vision 
and contribution of not just our current governor of Texas, but our 
former governor — that would be George W. Bush — who had the 
foresight and vision to create this renewable portfolio and standard 
which allows us to be the number one wind-generating State in the 
country. 

Mr. Markey. I come here to praise Governor Bush for what he 
did in the 1990s. 

Mr. Burgess. And I will have to tell you too, I didn’t expect to 
be encouraged today, but I have been. It is probably more muted 
than your encouragement. 

But, Dr. Apt, your testimony — and I really appreciate your hon- 
esty and recognize that there are a lot of areas where we disagree. 

But your last two thesis statements that you have in your writ- 
ten testimony, that you related to us, probably may be the most im- 
portant testimony that we have received in the last 1,000 hours of 
testimony we have had on this subject in this committee: Focus on 
reducing carbon dioxide rather than singling out renewables as the 
answer. The simplicity is almost — I am going to use it like a — as 
a haiku or something that I can repeat for myself. 

This is the correct direction for us to go. I have been terribly dis- 
turbed by what I see are some of the inequities in the draft lan- 
guage for a State like Texas that has made the incredible invest- 
ment to get to where it is. And yet if we have the federally man- 
dated renewable energy standard, we may not produce a percent- 
age that is going to be required, although as far as the number of 
megawatts we are producing with the renewable energy, we are far 
ahead of everyone else. 
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But your concept of, let all technologies compete in satisfying the 
goals would mean to me then that the technology of energy con- 
servation and some of the newer things that are happening with 
attic systems and insulation, low-heat glass, high-efficiency air con- 
ditioners, tankless water heaters, those should be eligible to be con- 
sidered just the same as the newest nanotechnology, photovoltaic 
solar cell. 

So I am encouraged when I hear you say that. Unfortunately, the 
chairman was out of the room. That is why I wanted to be sure I 
repeated it; the chairman was out of the room when you gave your 
testimony. 

I think this is something that I would like to see us work on in 
that draft language, to limit the number of — the percentage that a 
State like Texas could take credit for in creating efficiencies does 
not seem to me to be fair; the creation of a standard that is almost 
unattainable in a State that is as large as Texas and produces as 
much power as we do, those concepts have been very troubling to 
me, that we may mandate a Federal system that sends our already 
robust State system and moves it into a condition of noncompliance 
or one where our ratepayers may be punished because we can’t 
quite get up to the percentage standard. 

I am and I remain concerned about some of the distributional 
problems we have — again, a State as large as Texas. 

Mr. Reicher, I apologize. I was out of the room when you gave 
your testimony, but picking up on what you were discussing with 
Mr. Walden, clearly there are more innovative ways of going about 
site and providing the transmission capacity than what historically 
has happened in the past. And our good friend, Boone Pickens, 
back home, who is anxious to get his electrons from Amarillo back 
to the Metroplex, perhaps there are ways to do that without dis- 
rupting all of the farmers and ranchers and landowners who live 
betwixt and between, and that has been the tension and that has 
been the problem. And then, of course, it is not just Amarillo and 
Dallas. It is out Interstate 10 and back to the Houston metropoli- 
tan area, the San Antonio metropolitan area. 

So we have a lot of wind generation capacity. It is just not where 
the folks are, and then bringing the electrons back to where the 
folks are has been the challenge. Not that they haven’t made great 
strides; in the last 10 years, they have. 

Yes, sir. 

Mr. Reicher. Congressman, by way of another antidepressant, 
let me point out that your State of Texas — I am looking at actually 
the resource map for enhanced geothermal systems. You have an 
extraordinary resource in Texas. Your total generating capacity 
today is about 100,000 megawatts; that is all sources — coal, gas, 
wind. Two percent of your EGS, Enhanced Geothermal Source, 
would represent over 175,000 megawatts. 

I learned something that you probably know well. You have a 
quote-unquote problem in Texas called “hot oil.” It turns out, what 
hot oil is is when you drill down you find high temperature oil in 
many parts of the State, and that is because there is a really ro- 
bust geothermal resource down there. 

What oil companies in your State are now beginning to look at 
quite carefully is how can we both continue to extract oil and gas 
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but how can we also begin to develop the geothermal resource? 
And, as I say, yours is a very vast one. It is well distributed. You 
would reduce the need for transmission. 

So I actually think you can get to a 25 by 25 quite read readily. 
Given the wind resource, given this geothermal resource, given the 
solar resource, you can get there and you can be making money at 
it. 

Mr. Burgess. I don’t disagree with that. But I would also — to Dr. 
Apt’s point, there is no point in discriminating one technology over 
another. If we have two nuclear plants, one which is being doubled 
in size over the next several years, why not get credit for that as 
well? If we have a robust program in going back and retrofitting 
homes with energy, products of increased energy efficiency, why 
not get credit for Siat as well? 

Mr. Reicher. You do, absolutely. The RPS, as written, would 
allow you to get one-fifth mandate through energy efficiency. That 
is, in fact, quite clear and, in my mind, quite an improvement. 

Mr. Burgess. Let me just ask a question of Dr. Apt. 

The fact that it is restricted to one-fifth, does that really comply 
with your philosophy of treating all carbon equally? 

Mr. Apt. My view is that renewables are absolutely a part of the 
solution. But by mandating a particular technology, whether it be 
EGS or solar or biomass, you are constraining the problem so that 
you increase costs and may have other effects. 

EGS, the big effect in Texas will be water. I think that, in gen- 
eral, you have got to focus on one issue, and here it is reducing 

CO2. 

Mr. Burgess. And if we use the reduction of CO2 as the cur- 
rency, then — whether it is from energy efficiency whether it is from 
other areas; it does not all have to be wind, solar and biomass. New 
hydro. 

Yes, sir. 

Mr. Kerr. If I might add, one of the points I wanted to make, 
if you are going to have an RES, it will be favored and disfavored 
States based on the availability of the paper technologies. If you 
are going to have an RES — and again I am not sure if it is con- 
sistent with the cap proposal — but if you would allow efficiency to 
operate in an unfettered manner, efficiency is available every- 
where. It should be put on equal footing with generation, would 
smooth out some of those resource discrepancies and then the asso- 
ciated costs, inefficiencies and discrepancies. 

If you are going to persist, and I am not sure you should, I think 
it would be a huge improvement to allow efficiency to operate in 
an unfettered manner. 

Mr. Burgess. I really think it is the common ground that I have 
with Mr. Markey. And you can see I have depressed him by going 
over time. 

Mr. Markey. Not at all. Again, I have nothing to do. I am willing 
to go on indefinitely on this subject. I love this subject. I find it ex- 
citing. 

So the gentleman from Utah, Mr. Matheson. 

Mr. Matheson. Well, thank you, Mr. Chairman. 

Ms. Grueneich, I should tell you, as someone who represents a 
large public land State, your comments about the challenges of 
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dealing with Federal lands agencies and permitting are certainly — 
I am sympathetic to what you are saying. I think as part of a dis- 
cussion about encouraging opportunities for new types of genera- 
tion, renewable energy to have an opportunity to get to market in 
this country, we do have to have a serious discussion in this com- 
mittee and legislation about how to encourage siting of trans- 
mission, because it is not happening now. And there are impedi- 
ments to it and I think it is something where the draft legislation 
is a little light right now. 

So any suggestions people have in that to beef up that part of 
the bill, to encourage development of transmission infrastructure, 
I think would be very welcome to everyone. I think that is one of 
the least — I think everybody on this committee, actually on both 
sides of the aisle, has a pretty strong feeling about the need for en- 
hanced transmission infrastructure. 

At the risk of going a little bit off topic for what this panel was 
asked to talk about, which was low-carbon electricity and carbon 
capture and storage and renewables, I wanted to at least frame the 
issue as also associated with the renewable fuel standard that was 
passed by this Congress previously. 

Do you think that this legislation ought to revisit that issue? And 
I may be asking this panel the wrong question. But it seems to me 
that the corn ethanol policy we had in this country is actually cre- 
ating far more greenhouse gases in the life cycle context than peo- 
ple first anticipated. A lot of organizations have come up with in- 
formation to help validate that. 

The subsidy of corn ethanol, in my opinion, is — personally, I 
think it is bad Federal policy at this point. Do people think that 
we ought to take a look at opening that up as part of this effort 
as we look at broad-based energy legislation? And again, I apolo- 
gize if folks on this panel, it is not their area of expertise. Has 
somebody got a thought on that? 

Mr. Hawkins. Thank you. Congressman Matheson. I am Dave 
Hawkins from NRDC, and NRDC is part of U.S. Climate Action 
Partnership, and USCAP has recommended a low-carbon fuel 
standard and recommended that it be one that is implemented as 
we transition from the renewable fuels standard. 

Mr. Matheson. Right. 

Mr. Hawkins. And the speed of that transition, the timing of 
that transition, the conditions of that transition are things that 
this committee will need to wrestle with. But we do think that hav- 
ing a low-carbon fuel standard that applies to all of the transpor- 
tation fuel options, including electricity — which actually does con- 
nect to the topic of this because if we do produce electricity with 
carbon capture and storage and use it to run plug-in hybrids, we 
can back out oil that way, as well, and that should be regarded as 
a low-carbon fuel. 

Mr. Matheson. And I concur. I think the low-carbon fuel stand- 
ard is the way to go and I think that the current RFS should be 
phased out so I think that is helpful. 

Mr. Apt. May I make one comment? We have done some analysis 
of the California low-carbon fuel standard. It is superb. It is really 
an excellent way to reduce greenhouse gas. And it has the right 
structure. 
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Ms. Grueneich. And here I was going to just bring it up. So I 
will defer to Dr. Apt. 

Mr. Matheson. But I think it is consistent. As you said before, 
you are not picking a specific technology; you are saying, set the 
standard and let the market figure out the best way to reach it. 
I think that that is what we have seen, as opposed to Congress say- 
ing, Oh, well, let’s make ethanol from corn. 

Mr. Apt. Let me make just one remark that harks back to some- 
thing that was said earlier about transmission. 

Bringing in the folks early is really crucial. A Federal eminent 
domain is unlikely to do anything more than get people to dig in 
their heels. It is just not going to go down that well. 

Mr. Matheson. Well, those are fighting words where I come 
from: Federal eminent domain. 

Mr. Apt. You know what actually happens, when you look at a 
lot of the transmission that has gotten built is that people monetize 
their pain. And it happened in Connecticut with a crosstown cable; 
it is happening in West Virginia with AEP’s line. And folks get in- 
volved and they get their pain recognized. They get people to re- 
spect them, and then the transmission gets built. It doesn’t get 
built with eminent domain. 

Mr. Matheson. Okay. Mr. Chairman, my time is about to expire. 
I will yield back. Thanks. 

Mr. Markey. I thank the gentleman. 

So we need Dr. Burgess back again because now we are at the 
pain management. 

But it can be managed. Okay? Willing to pay the price? 

The gentleman from Florida, Mr. Stearns. 

Mr. Stearns. Thank you, Mr. Chairman. And I obviously wel- 
come Mr. Robo, who is CEO of Florida Power and Light. I don’t 
know when you got hired whether they told you this is part of your 
job description to sit here on a Thursday afternoon at 5:15 answer- 
ing these questions. But we appreciate your being here. 

And also Florida Power and Light is one of the leaders in Florida 
in renewables. So that they are in a way ahead of the curve. So 
they saw this in advance. 

But my question is for Mr. Hawkins and Mr. Kunkel. In Poe 
County, Florida, which is a little south of my congressional district, 
we have a state-of-the-art coal gasification plant that has success- 
fully produced electricity since 1996. This technology is well suited 
to carbon capture. And so as we look to coal gasification and other 
clean coal technologies as part of the climate solution, the question 
would be, what do you see as the best way to incentivize these 
technologies so that we can continue to have them available, con- 
sidering their efficiency? 

Mr. Hawkins. Thank you. Congressman Stearns. Yes, the Poe 
County plant run by Tampa Electric is certainly one of the leaders 
in doing gasification in the United States and one that has pro- 
vided a great deal of operational experience. The first couple of 
years of that plant had some operational difficulties, but they have 
learned how to run that plant, run it reliably. 

I think that their testimony today, if they were here, would be 
that it is the most reliable unit on their system and the one that 
is dispatched the most. It was built with some Federal support. It 
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doesn’t capture its carbon. And if we want to create a structure 
that will allow plants to be built that actually capture their carbon, 
then we are going to need the kind of policy package which is in 
the Waxman-Markey discussion draft, a policy package that com- 
bines clear regulatory requirements both for the storage of the CO 2 
and also for the performance of the new coal-fired power plants and 
coupling it with financial incentives that are bankable financial in- 
centives for the early deployment opportunities in this area. 

And it is very important that they be bankable, which means a 
different model than applying to the Federal Government for an 
award and hope that you win. The odds are better than the lottery, 
but they are not all that much more certain than the lottery. 

We need something that — if you want to go to Wall Street and 
get your project financed, you need something that is better than 
the lottery. And the structure that is in the Waxman-Markey bill 
I would commend to your consideration because what it says is 
that if you have a project which captures the CO 2 , you are entitled 
to get a payment of X dollars per ton, captured. 

There is no government uncertainty there. There is no sort of, 
you know, “file your application and hope that you win the lottery.” 
You have an expectation that you can go to Wall Street with, and 
that will help finance the project. 

Mr. Stearns. Why haven’t the folks in Poe County done this? 

Mr. Hawkins. We don’t have the policy enacted yet. But with 
your help, maybe they will. 

Mr. Stearns. So you say you need a policy before you do it with 
the coal sequestration or the carbon capture? You wouldn’t do this 
on your own; you would need the incentives? 

Mr. Hawkins. That is exactly right. We operate in an electricity 
generating system where the marginal operating costs determine 
how much the plant gets run. And if you don’t have the marginal 
operating costs covered for this additional cost of capturing the car- 
bon, then you are not going to install that kind of capture. It will 
only happen if you get the economics right. And for the early 
projects, that means that you need a financial incentive payment. 

Mr. Stearns. Mr. Trisko, I was going to ask Mr. Kunkel and 
then I will ask you. Thank you. 

Dr. Kunkel. 

Mr. Kunkel. Yes. I really agree with that very much. The types 
of project development we do are project-financed projects. In other 
words, we will sell the entire output of electricity for a 25 - or 30- 
year project life right up front with our, you know, some customer 
to whom we are selling this power. And then we will operate that 
plant for them over the long term. 

These are large, large financings. Each of these projects we are 
working on is over $3 billion. So these are very large financings. 
And one of the things that is happening to us in looking at this fu- 
ture commodity market of carbon dioxide is that it will be a highly 
volatile potential commodity market. 

So if there are incentive systems that give us kind of a known 
stream of financial support for these new technologies, and early 
on, the program when — if it is designed right, carbon prices should 
actually be pretty low. If there is a known stream for that, then 
that is something I can take to my finance guys to put in their pro 
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forma, and they can persuade investors and lenders that that is 
real. 

So those aspects are critical to really moving these projects for- 
ward. 

Mr. Stearns. Mr. Trisko. 

Mr. Trisko. Yes, Congressman. Thank you. 

And I have also had the pleasure of visiting the Poe County 
plant. It is a marvel of technology. I was just going to point out 
that we have a precedent in Title IV of the Clean Air Act, in the 
acid rain title that was added in 1990 for the provision of bonus 
allowances for utilities that employed scrubber technology early in 
Phase I rather than later in Phase II, and that bonus allowance 
program was so popular that it was oversubscribed. 

It was known before the allowances were to be given out that 
there was more demand for them than supply. And the Utility Air 
Regulatory Group basically did an allocation of the available pool 
among its membership so that everybody had certainty as to the 
amount of allowances that they would receive. And that pool, which 
was not nearly as large as the one that the United Mine Workers 
had advocated, was responsible for putting about 13 gigawatts of 
scrubbers on in Phase I rather than waiting until Phase II. 

Mr. Stearns. Thank you. 

Mr. Briggs wants to answer and then thank you, Mr. Chairman. 

Mr. Briggs. Very briefly Congressman. I concur with the 
MLDC’s comments and also add, if one of the reasons why, in the 
early phases of these projects, you are looking for all the value you 
can get to supplement the value of CO 2 as a commodity value in 
the absence of incentives. 

And it is obviously dependent on States. One of the reasons we 
are in California is, you are looking at States who will go ahead 
of that policy mechanism and take the lead. 

Mr. Stearns. Thank you, Mr. Chairman. 

Mr. Markey. Could I just ask, Mr. Robo, what do you think by 
2025 is the achievable goal for Florida under a national renewable 
electricity standard? Do you think Florida has capacity for 25 per- 
cent of its electricity to come from renewables? 

Mr. Robo. Chairman Markey, I am very bullish, solar PV eco- 
nomics. And we have seen just in the last year the cost of solar 
photovoltaic come down from July — from our first project to the 
ones we are proposing right now — come down from 20 percent; and 
I think by the middle of this decade we are going to see grid parity 
with solar PV in Florida. 

And so I think we have a real opportunity to have a big penetra- 
tion of solar in Florida, but certainly by the middle of the next dec- 
ade. 

We have been very 

Mr. Markey. By 2025. But by 2025 do you think 25 percent is 
possible? 

Mr. Robo. I do think it is possible, depending on how quickly the 
technology comes down the cost curve. But I have been — actually, 
I have been personally surprised at how quickly it has come down. 

Mr. Markey. But is your gut now telling you that that decline 
in the cost curve now is now inexorable, and you can see how their 
economies of scale are kicking in? 
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Mr. Robo. Yes. Yes, sir. 

Mr. Markey. The Chair recognizes the gentleman from Vermont, 
Mr. Welch. 

Mr. Welch. Thank you, Mr. Chairman. 

The discussion draft includes energy efficiency resource stand- 
ards, as you know, requiring the utilities to achieve a certain level 
of electricity or natural gas savings. In many cases, energy effi- 
ciency measures more than pay for themselves by reducing elec- 
tricity bills. Not all, but I want to ask a couple of questions about 
that; and I will start with you, Ms. Grueneich. 

California has its own energy efficiency resource standards, so 
you have had some experience with this type of policy. Do you 
think that the energy efficiency resource standard in this discus- 
sion draft strengthens our prospects for success? 

Ms. Grueneich. Absolutely. The energy efficiency performance 
standard is certainly among the top three items that need to 

Mr. Welch. I would like to elaborate on this because the debate 
we are having here is whether the action we take creates jobs or 
causes jobs, reduces costs or increases costs. And we are deeply di- 
vided on that. And those States that have taken steps that we are 
proposing be taken nationally are in a special place, I think, to 
offer some practical experience. 

Ms. Grueneich. Certainly. 

First of all, we in California, as in — everywhere in the United 
States and just about everywhere in the world, we are in terrible, 
terrible economic times. I haven’t heard one person say, “And the 
reason why California is having all these problems is because you 
have got ahead of the country on clean energy.” I mean, the eco- 
nomic problems we are suffering from are not stemming from the 
fact that we have engaged in clean energy. In fact, a lot of the jobs 
that we have that we still have are because people are still pur- 
suing energy efficiency; and they are expanding because people are 
looking at installing solar. 

And so the whole job conundrum actually, I think, in the little 
bit I have been listening yesterday and today, to me is turned 
around, quite frankly. We should be looking at the jobs we have 
been able to grow. And here, just quickly, a study that came out 
from the University of Berkeley for the jobs that we have created 
in California over our — from 1972 to 2006 — on our energy efficiency 
is that we have created about 1.5 million full-time equivalent jobs 
with a total payroll of over $45 billion, driven by well-documented 
household energy savings of $56 billion. 

As a result of this, it was able to direct a greater percentage of 
its consumption to in-state employment-intensive goods and serv- 
ices, whose supply chains also largely reside within the State, cre- 
ating a multiplier effect of job creation. 

I want to take a moment to recognize Vermont. You have got a 
terrific energy efficiency program and you are doing the same thing 
too. You are keeping the jobs within the State and growing them. 
And that is what this is all about. 

Mr. Reicher. Congressman, could I add that 

Mr. Welch. I was going to ask you a different question, Mr. 
Reicher. Good to see you. 

Mr. Reicher. Good to see you. Congressman. 
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Mr. Welch. Some folks are arguing we should just include effi- 
ciency in the renewable electricity standard and skip the energy ef- 
ficiency resource standard. And I am asking your thoughts on that. 

Mr. Reicher. I think that what is proposed makes sense, both 
standards, but with a — the carve-out of around 20 percent within 
the renewable energy standard. I think that how those get inte- 
grated is not completely clear in the bill right now and needs some 
further fleshing out. But I think the two concepts, as multiple 
States have adopted renewable energy standards — as we know, 
multiple States have adopted energy efficiency resource standards; 
they are working well — I think it makes sense for the Federal Gov- 
ernment to step up and do both, but as I say, make sure that there 
is integration across there. 

I just wanted to add one quick thing about energy efficiency. The 
hot new opportunity in the venture capital — the clean technology 
venture capital world right now is indeed energy efficiency. As we 
sit here in Washington, there is a whole conference out in Cali- 
fornia called the Energy Efficiency Finance Forum. This is bringing 
financial people to the table saying, all right, how can we bring 
even more capital to energy efficiency? Because that is the low- 
hanging fruit right now. 

And California, as the Commissioner said, has made great 
strides keeping energy use flat per capita for the last 20 years 
while it has grown 50 percent in much of the rest of the country. 

Mr. Welch. Okay. Thank you. 

Mr. Robo, how do you see the renewable electricity standard? 
Bottom line: job creator or job killer? 

Mr. Robo. We see it as a large job creator. Congressman. 

Mr. Welch. Thank you. 

I yield back. My time has expired. Thank you. 

Mr. Markey. The gentleman from Oregon is recognized for a sec- 
ond round. 

Mr. Walden. Thank you, Mr. Chairman. I want to pick up on a 
couple of comments here. Ms. Grueneich, you talked about how we 
can create and grow jobs. I want to get back to my soap box on bio- 
mass. I can’t resist because Harney County, Oregon, is up to sea- 
sonally unadjusted 20 percent unemployment; Oregon is second to 
Michigan in unemployment overall. 

My district has 11 national forests. There is a lot of interest in 
biomass. But when you have got a county that is 70 or 80 percent 
controlled by the Federal Government and you have got 20 percent 
unemployment, they don’t get where Mr. Hawkins is coming from. 
And why when you have a forest like this — may look good on a 
poster like that, but it is completely out of sync with nature in 
terms of being managed for old growth characteristics for Pon- 
derosa pine. That is a fire waiting to happen. 

That forest, exact same scene, has now been thinned. And that 
is how an old growth forest should be managed. 

The issue before us is, after you have done this work and thinned 
it out to where the biologists and botanists and everybody else say 
it should be, why shouldn’t you be able to take the waste material 
that came out of that thinning project and have it count toward 
biomass in renewable energy? And this is the frustration we have. 
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There was a biomass facility with green investors ready to go 
into Harney County, who could not get a guaranteed supply of 
woody biomass to make their investor satisfied. And yet the forest 
there, at the rate they are treating, will take 25 to 28 years at the 
current rate of treatment to get it in balance. 

So you see why they don’t get where Mr. Hawkins’ organization 
is at when it comes to saying, nothing off this Federal ground can 
you count as woody biomass for renewable energy consideration? 
Does California have that standard? 

Ms. Grueneich. I honestly don’t know. I will be happy to look 
into it. 

It seems to me that the difficult issue here is the balancing that 
we know forests are a way in which we are helping to reduce 
greenhouse gases because of 

Mr. Walden. If they are properly managed and don’t go into fire. 

Ms. Grueneich. And what we want to avoid doing is on the one 
hand having more forests cut down in order to then produce the 
biomass fuel to meet the renewable standard to satisfy the climate 
change, and then on the other hand to think about how are we 
going to continue to have sustainable forests. 

I am not a forestry expert, so where you draw the line going into 
the forests or not 

Mr. Walden. Here is the deal. Here is the deal. This legislation 
is so poorly written on those areas. 

First of all, it directs the Departments of Interior and Agri- 
culture to come up with adaptive management plans for the forest 
dealing with carbon and do so in 1 year. Each forest already has 
to come up with its own management plan, follow full NEPA, and 
that is just to do the planning process. Those often take 5 to 8 
years, to develop a 10-year plan. I am not making this stuff up. 

Ms. Grueneich. That, I am aware of 

Mr. Walden. You understand this. 

So this legislation says to every agency in all Federal ground, 
you will create a plan in 1 year and report back. That is just never 
going to happen. I mean these timelines in this bill are embarrass- 
ingly poorly constructed, to be honest with you. 

But then I go to like page 368 and it talks about electricity 
sources. And it excludes renewable biomass from, I guess, the base 
load. And have you all by the way read the full text of the bill? I 
have asked every panel this. Yes or no. 

Have you read the whole bill. Dr. Apt. 

Mr. Apt. I read the parts a nonlawyer can understand. 

Mr. Walden. I stayed in a Holiday Inn, but I am not even a law- 
yer. Mr. Kerr. 

Mr. Kerr. Not all parts. 

Mr. Briggs. Not all parts, no. 

Mr. Trisko. Not all parts, sir. 

Mr. Hawkins. I have got mine already tabbed and indexed. 

Mr. Walden. So you have read the whole bill? 

Mr. Hawkins. I have skimmed the whole thing and some pages 
faster than others. 

Mr. Walden. I understand. I am struggling too. 

Mr. Kunkel. Not all parts. 

Mr. Robo. Not all parts. 
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Ms. Grueneich. Just about the whole thing, but I have to con- 
fess, I think I skipped over the biomass definition. 

Mr. Walden. Go back to that. 

Mr. Reicher. 648 pages. I have looked at every page. 

Mr. Walden. Yes, sir. 

Mr. Grueneich. Absolutely not. 

Mr. Walden. Perfect. All right. As I say, I wore out one pair of 
reading glasses. I have got another in my desk. 

I am trying to figure out, even on page 368 when it talks about 
compliance obligations and then talks about electricity sources, it 
excludes renewable biomass as an electricity source. 

Now renewable biomass is already defined early on to be all — to 
exclude all Federal lands and all this. So can somebody tell me why 
renewable biomass would be excluded in this electricity source? 

Mr. Hawkins. I can answer that one. 

It is because if you make electricity from renewable biomass, you 
don’t have to turn in an allowance. This is the compliance obliga- 
tion section of the bill, and this is a benefit for renewable biomass. 

Mr. Walden. Okay. Good. But now we know that if you make 
it from woody biomass off Federal ground, which is occurring in my 
district now, where they are heating — they replaced an oil-burning 
stove in a high school in Enterprise; using hog fuel wood chips, 
they are saving an enormous amount of fuel, replace it with wood, 
very few emissions, a lot less than that, it doesn’t qualify. How 
does that make sense? 

Mr. Hawkins. Well, you know what I would say? These hearings 
are educational experiences for the witnesses sometimes too. 

And you have obviously thought a lot about this issue. Congress- 
man. Arid I am not the organizational expert on the biomass issues. 
But if you have the time, we would very much like to come in and 
visit with you. 

Mr. Walden. I would be happy to do that. My door is always 
open. 

Because the hospital in Harney County, where this biomass — 
they switched to a wood pellet-burning stove, and they cut their 
fuel costs by two-thirds. And DEQ, our Department of Environ- 
mental Quality — at least the hospital folks told me this — it has vir- 
tually no emissions; and they take out a garbage-can size of ash 
every 2 to 3 months, and it is from wood chips. 

In Sweden, 18 percent of their renewable energy now is from 
woody biomass. 

You have said, from the energy information, this is where we are 
going. We have got the Federal land, 47 percent of the Forest Serv- 
ice budget spent fighting catastrophic fire. You know that in Cali- 
fornia. We know that in Oregon. 

And my time is way over. You have been most generous, sir. 

Mr. Markey. I am learning a lot too. It is an interesting subject. 

Does the gentleman from Vermont wish to be recognized again? 

Mr. Welch. Thank you, Mr. Chairman. 

I want to talk a little bit about carbon capture sequestration, and 
address my questions to Mr. Hawkins. 

Mr. Hawkins, I just wish if you would elaborate on why U.S. Cap 
members believe that we need a set of complementary policies in 
place for carbon capture and sequestration and, more broadly, I 
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guess, for coal; and, what would happen if we don’t have a com- 
prehensive approach? 

Mr. Hawkins. Yes. The cap-and-trade program by itself in the 
early years, especially one that has a substantial number of offsets 
and cost containment provisions, is likely to have a fairly modest 
economic signal. And as Dr. Kunkel and others have testified, these 
early projects, whether it is for carbon capture or some advanced 
forms of renewables, these early projects are likely to have incre- 
mental costs that are higher than the carbon clearing price in the 
early years of these programs. 

So if you rely solely on the market signal from the cap as the 
only device, you are likely to get a bunch of decisions which look 
optimal from the standpoint of the individual investor, but in fact, 
are suboptimal from the standpoint of where society needs to head. 

We have got to — this is a marathon. Controlling carbon is a mar- 
athon. And if you run it like a sprint, which is what tends to hap- 
pen when you have these short-term economic signals and a high 
discount rate, you are not going to finish the race. 

So we tend to think that having a multiple set of strategies, 
which are enabled by the bill and incented by the bill, is very pow- 
erful. I say that a bicycle is more stable than a pogo stick, a tri- 
cycle is more stable than a bicycle, and a wide-stanced four-wheel 
vehicle is more stable than all of them. And we have a bunch of 
platforms here that can be used to drive home CO 2 reductions. 

And so my variant on Dr. Apt’s point is, yes, the focus needs to 
be on CO 2 , but sometimes it is good to have a turtle strategy, have 
a lot of eggs on the beach, because you are not entirely sure right 
now what is going to be the one that is going to get you to victory, 
and you probably need more than one. And having a strategy that 
gets all of these in the game so that you have as many things to 
pick from we think is the right way to do it. 

Mr. Welch. So just describe, what will happen with the deploy- 
ment of the new coal-based power plants these provisions are 
adopting? And one of the concerns folks have been — things we need 
to do, one of the concerns folks have expressed is this dash for gas 
and what the displacement would occur and how that would affect 
the price in a very disruptive way. Could you comment on that? 

Mr. Hawkins. Yes. We discussed this at great length in the U.S. 
Cap group, and everyone was concerned about the dash to gas 
being something to be avoided. And that is why there is a package 
that says there is an emission performance standard for new coal 
and there is a financial incentive, the stream of payments for car- 
bon capture. And our view is that that payment stream ought to 
be sized at a level where an investor that is looking at a fossil in- 
vestment plant says, you know, this is a better business proposition 
to build a coal plant that captures its carbon and we get that finan- 
cial incentive than it is to build a natural gas plant that vents its 
carbon and we get no financial incentive. 

Mr. Welch. And there has been lot of concern raised about the 
timing of the deployment of the carbon capture and storage tech- 
nology, saying that commercial deployment is not expected until 
2025. But those estimates assume there is no cost to emitting glob- 
al warming pollution, no requirement to use carbon capture and 
storage technology, and no significant financial support for the 
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technology. What do these estimates tell you about the timing for 
deployment of CCS technology if this legislation in its draft form 
or close to it is adopted? 

Mr. Hawkins. Well, what we do is pay attention to witnesses like 
Dr. Kunkel from Tenaska and Hydrogen Energy. And Dr. Kunkel 
has testified that they could break ground next year on their 
project if they have the right policy support, and that could be up 
and running as fast as any coal plant that breaks ground next 
year. 

Our view is that this can happen very quickly. There are a bunch 
of commercial operators that are ready to go as soon as the policy 
signals get straightened out. 

Mr. Welch. Mr. Trisko. 

Mr. Trisko. Congressman, if I could elaborate on David’s point. 

First, from a practical standpoint. If you were talking about hav- 
ing a plant, an operating advanced coal plant equipped with carbon 
capture and storage that was online and producing electricity in 
the year 2020, that plant in effect would need to be in the permit- 
ting stage today leaving aside all of the issues concerning financial 
incentives in the bill and the like. To get a plant on line by 2020, 
the plant needs to be in permitting today. We do not have at this 
point, beyond the number of plants such as AEP, the Duke plant, 
the Tenaska facilities, we do not have any assurance of significant 
penetration at a commercial scale by the year 2020 beyond the 
kind of three gigawatt level that is proposed in the Boucher bill. 
And the Boucher bill is designed to handle the demand, if you will, 
for commercial scale demonstration facilities between now and 
2020. It is after the year — it is after the year 2020 when we would 
anticipate that the second suite of financial incentives, those that 
are to be defined by what is now the open-ended section 115 that 
David has spoken about, those plants would come online after the 
year 2020. And the indications are that there would be significant 
demand for them going out to 2030 and 2040. 

Mr. Welch. Dr. Kunkel, do you agree with the 2020 timeline as- 
sessment? 

Mr. Kunkel. Well, not for us. And, of course, we are in permit- 
ting, and our project in Illinois has received a permit and so on. 
And, of course, it does take time to develop these projects. 

One of the things I would point out is that in the post-combus- 
tion capture technologies that we are looking at as opposed to 
IGCC, that the period of time required to build that piece on the 
back of an existing power plant as a retrofit might be something 
like two and a half years of construction time. I mean, these things 
all take significant amounts of time. But it is less than the full con- 
struction cycle of a power plant. 

So if we could demonstrate that technology at commercial scale, 
let’s say, at Trailblazer, by 2015, and run it for a year and convince 
people this really works, then the designs and so on could be per- 
fected and a new generation could be online and operating as retro- 
fits within a couple of years after that point. So maybe that gets 
you around to the 2020 time frame for that. But, maybe let hydro- 
gen energy talk more about the IGCC opportunity. 

Mr. Welch. Yield back to the chairman. 
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Mr. Markey. The gentleman’s time has expired. The Chair recog- 
nizes the gentleman from Texas. 

Mr. Barton. Thank you, Mr. Chairman. I really came down here 
just to ask you to give this panel a meal voucher since they have 
been here all day and probably didn’t get to eat much lunch or 
whatever. But as long as I am here, I thought I would ask one 
question. 

I want to ask Dr. Apt, I believe — first, thank you for your service 
to the country as an astronaut and all that you have done. But I 
am told that you testified that you think a performance-based 
standard based on the Clean Air Act model is much better to use 
in terms of some very complex cap-and-trade scheme. I just got a 
synopsis of Congressman Boucher’s letter to Congressman Waxman 
that is single-spaced, four pages of changes to the proposed cap- 
and-trade legislation. And that is just a summary of the changes. 

So, in the Republican alternative that has yet to be unveiled, we 
are waiting to see the allocation scheme in the main bill, but we 
are going to have a Republican alternative. We use a performance- 
based standard for coal based on the best available clean coal tech- 
nology, and then put some incentives in in terms of beating that 
standard of accelerated depreciation so that we could encourage 
new technology but at the same time allow coal to be used as a fuel 
source for electricity. Could you comment on that? 

Mr. Apt. Sure. Thanks very much. 

In my view, best available technology has frozen technology in a 
lot of areas. I would encourage you to look, rather, at an emissions 
standard that lowers with time. As you know, the California stand- 
ard is 1,100 pounds per megawatt hour. That has the effect of say- 
ing, okay, we will freeze things at natural gas or better. And that 
is okay if you just take a snapshot in time. But it would be better 
if it declined in time so that you know you have got to take 80 per- 
cent of the CO 2 out of the electric power industry by let’s say 2040, 
2050, so that if you had something like that that declined, then Mr. 
Briggs’ plant that emits 400 pounds per megawatt hour looks pret- 
ty good. 

On the other hand, if you think it is going to freeze at 1,100, it 
doesn’t look so good. So that is a modification that I hope you 
would consider. 

Mr. Barton. Thank you, Mr. Chairman. 

Mr. Markey. Does the gentleman from Vermont have any other 
questions? Okay. Well, let’s do this then, with my apologies to the 
ranking member. I was going to give each one of these witnesses 
one minute to tell us what they want to remember. But given the 
size of the panel, that is double the time which any member would 
have to question a witness. But, with unanimous consent, I will 
make that motion that we give each one of you a one-minute oppor- 
tunity to tell us what it is that you want the committee to retain 
as we go through the drafting and ultimate markup of this legisla- 
tion. We will go in reverse order of the original panel. And we will 
start with you Dr. Apt. 

Mr. Apt. Well, since I have got to go back to Pittsburgh, I will 
be short. Two things. Focus on CO 2 . Renewables and low carbon 
aren’t synonyms. And two, allow efficiencies all through the sys- 
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tern, generation and transmission, as well as on the customer side 
of the meter, to count. 

Mr. Markey. Thank you. Mr. Kerr. 

Mr. Kerr. I would adopt those two points. And I would also say 
focus on what you are trying to do, and not put inconsistent or con- 
tradictory pieces of policy together in a way that will operate to 
make things less efficient, more expensive to ratepayers. And, also, 
that aren’t just jobs following renewables, there are jobs that are 
followed by CCS and nuclear and other noncarbon-emitting tech- 
nologies. And a job is a job. They don’t distinguish between renew- 
able jobs or CCS or other sorts of jobs. 

Mr. Markey. Thank you. Mr. Briggs. 

Mr. Briggs. Well, first of all, I am very pleased that CCS seems 
to be given as part of the mix. I would also say there is a distinc- 
tion, we haven’t really touched on it too much, between our tech- 
nology and Tenaska’s technology pre and post. It doesn’t really 
matter. CCS is available today. But I think the right incentive 
mechanism is important as we have covered, I think. And then one 
regulator to cover the actual policy framework around it is also 
vital. 

Mr. Markey. Mr. Trisko. 

Mr. Trisko. Ensure that the targets and time tables that are 
adopted in the bill, particularly in the short term, are consistent 
with the expected widespread availability of CCS technology, so as 
to avoid the result, for example, evident in EPA’s analysis — pre- 
liminary analysis of the bill that suggests that generation from fos- 
sil-based electricity would decline from 4.3 terawatt hours in the 
year 2050 to 1.3 terawatt hours in the year 2050 under scenario 
three. That, to us, is an unacceptable outcome. 

Mr. Markey. Thank you. Mr. Hawkins. 

Mr. Hawkins. First, I would say avoid focusing on technologies, 
but keep in mind the facts on the ground that need to change to 
cut carbon emissions. And I feel quite confident in predicting that, 
regardless of technology pathways, 50 years from now we are going 
to have electricity, we are going to have vehicles, we are going to 
have fuels, and we are going to have buildings. And we need strate- 
gies that are going to drive decarbonization in each one of those 
areas. And you have got a lot of policies in the bill that are aimed 
at doing just that, and there can be good and useful debate about 
how to focus on harmonizing those so they integrate well. But 
those are the four big linemen that we have to think about, elec- 
tricity, vehicles, fuels, and buildings. 

Mr. Markey. Thank you. Dr. Kunkel. 

Mr. Kunkel. One of the most relevant things we can do as 
Americans on this large problem is to tackle the problem that the 
Chinese and Indians will have, which is CCS, basically. They are 
building a lot of coal-fired power plants, new ones, pretty good ones 
I bet, and improving ones. But they don’t have this technology. If 
we can find cost-effective ways to employ it, if we can develop that, 
then that will be a huge contribution. 

Mr. Markey. Thank you. Mr. Robo. 

Mr. Robo. Enacting a renewable electricity standard is really 
critical for the U.S. to continue to drive its success in the clean en- 
ergy economy and to retain its competitiveness globally. Clean tech 
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is the way of the future, and we need to be competitive as a Nation 
in that industry. 

Mr. Markey. Thank you. Ms. Grueneich. 

Ms. Grueneich. Four points. One, the bill, you got it right. Let’s 
get it passed. Two is we do need the renewable portfolio standard. 
We can’t just say let’s have carbon standards. To do transmission, 
you need to plan for something. And we are just not going to be 
able to get the transmission we need unless we have that renew- 
able standard set out there. Three, States are your partners. In all 
of this legislation, think about how you can be really utilizing the 
States, helping the States working together. And four as I have two 
15-year-olds, and they thank you. I don’t want to go home without 
being able to say, you know, we have been working hard at the 
state level; we need the Federal level to step up, and my children 
need that. Thank you. 

Mr. Markey. Mr. Reicher. 

Mr. Reicher. Mr. Chairman, there are a broad array of ways 
that we can get at this climate crisis that we are facing, and there 
are smart ways from both an environmental and an economic per- 
spective. Energy efficiency is indeed the low-hanging fruit. We 
ought to go out and pick it. It does grow back because of the im- 
provements in technologies. Renewable is coming on strong. There 
was a huge array of opportunities. The resource base is vast in this 
country. We do need to crack the code on transmission, or a lot of 
what we need to get done isn’t going to happen. I think the sub- 
committee’s bill is headed in the right direction. Please do look at 
this issue of making sure there is adequate capital. And I do com- 
mend the work that Congressman Inslee and also Senators Binga- 
man and Murkowski are doing on that front. 

And, lastly, let’s take a look at this geothermal stuff. It is the 
sleeping giant. Whether it is Texas or it is Alaska or it is Florida, 
there is a lot there. The oil and gas industry is interested in it. 
Let’s do a hearing and explore it. 

Mr. Markey. Thank you. And Dr. Gruenspecht. 

Mr. Gruenspecht. Mr. Chairman, beyond endorsing Mr. 
Reicher’s surprise endorsement of my agency, I would say that EIA 
looks forward to providing the committee, both sides of the com- 
mittee, with data and analyses to support your policy deliberations. 
EIA’s first administrator, Lincoln Moses — great name — once said 
there are no facts about the future. However, I think policymakers 
can definitely benefit from considering how transparent and objec- 
tive, if not always prescient, projections are affected by the dif- 
ferent policies that they have under consideration. So, I am from 
the Federal Government, the executive branch. I am here to help 
you. 

Mr. Markey. Thank you. Doctor. And we will leave you out of 
this final quick question. 

I will ask each one of you, yes or no, do you think we can con- 
struct a cap-and-trade system that can work and can be done con- 
sistent with the long-term economic goals of our country? Mr. 
Reicher. 

Mr. Reicher. We can and we must. 

Mr. Markey. Ms. Grueneich. 

Ms. Grueneich. Ditto. 
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Mr. Markey. Mr. Robo. 

Mr. Robo. Absolutely. 

Mr. Markey. Dr. Kunkel. 

Mr. Kunkel. I think we can. I think the guy on the street needs 
to see the benefit to him, and he doesn’t quite see it yet. 

Mr. Markey. Mr. Hawkins. 

Mr. Hawkins. Absolutely. This is the most important work that 
you will do in your career. 

Mr. Markey. Thank you. Mr. Trisko. 

Mr. Trisko. Absolutely. And the devil will always remain in the 
details. 

Mr. Markey. Mr. Kerr. 

Mr. Kerr. Absolutely. But timing, technology, and the avoidance 
of severe economic disruptions in the early years are key to gaining 
the public support for the long-term success. 

Mr. Markey. Thank you. Dr. Apt. 

Mr. Apt. Yes. I think it can. But I worry that you will labor 
mightily and give forth with a cap-and-trade that will produce a 
carbon price that is too low to affect physical change. And that 
really worries me. 

Mr. Markey. Thank you. By the way. Doctor, you were born in 
Springfield, Massachusetts, and an astronaut. Congratulations. We 
are proud of you. Thank you. This is just a fantastic panel. Thank 
you all so, so much for your great contributions to this discussion. 
Thank you. 

[Whereupon, at 5:58 p.m., the subcommittee was adjourned.] 
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Mr. Markey. Good morning, and welcome to this historically im- 
portant hearing. 

When people look at Vice President A1 Gore, they think of an 
award winning movie, “An Inconvenient Truth.” I think, however, 
of a different movie, “Back to the Future.” Thirty years ago, I sat 
in this same room with A1 Gore, who left this committee to become 
an outstanding Vice President and to win an Oscar and a Nobel 
Prize for, imagine this, a documentary on climate change. 

And with Henry Waxman and John Dingell and I, who, while we 
are kind of like Peter Pan, we stayed behind and debated a new 
generation, as others went off. But this is our Back to the Future 
moment, except today, we gather at a time when the Good Earth 
is calling us to energy Independence Day, and that goal should not 
take us From Here to Eternity. 

Long before greenhouse gases and global warming became a sub- 
ject of daily discussions, A1 Gore, Henry Waxman, John Dingell, 
and I debated ways to improve the Clean Air Act. Vice President 
Gore was a leader of the debate in the 1980s, and now, the whole 
world knows that he has long been a visionary. It is sometimes 
said that a prophet is someone who is right but too soon. A1 Gore 
is an example of someone who not only was right early, very early, 
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in fact, but who dedicated his life to educating our country, so that 
they, too, saw the threat he foresaw decades ago. 

I am equally pleased to welcome Senator John Warner to our 
committee. Late last year, I was fortunate to be at a dinner hon- 
oring John Warner for his outstanding career in public life. His 
speech that night confirmed for me that John Warner is an out- 
standing leader, who is committed to our national security and our 
environmental security. He has given great service to his state and 
our country, as someone who stood for what he saw as the right 
policy, and did not bend to the politics of the day. His leadership 
on climate change legislation was the culmination of a great career, 
and we are indeed honored to have him here with us today. 

So, we welcome you both to our committee, and I don’t know if 
you have any welcoming comments. 

Let me turn to the full committee chairman, Mr. Waxman, if you 
would like to 

Mr. Waxman. Well, thank you very much, Mr. Chairman, and 
thank you for all those references to the movies that are made in 
my district. 

And I won’t try to top you with any film references, but I think 
it is a great honor to welcome our two witnesses this morning. 
They are very distinguished gentlemen. Senator Warner, who has 
had an illustrious career in serving his country in many capacities. 
And Vice President Gore, we are always pleased to see and wel- 
come back to the committee on which he served in the beginning 
of his Congressional career. He has gone on to do great things, and 
has become a spokesman for an issue that is very important to our 
deliberations. 

Thank you both for being here. 

Mr. Markey. Thank you. Chairman. Let me recognize Fred 
Upton, the Ranking Member of the subcommittee. 

Mr. Upton. Well, thank you. We welcome you gentlemen. This 
is, obviously, a timely issue. This is the third day of where we have 
had more than 60 witnesses this week. This is a day that we are 
not in session with votes on the House floor. I would ask unani- 
mous consent that members not on this subcommittee have an op- 
portunity to ask questions following the regular order of the sub- 
committee members, if I might. 

Mr. Markey. Without objection, so ordered. 

Mr. Upton. We welcome your testimony, and we hope that you 
can be here a good part of the day to answer our many good ques- 
tions. 

Welcome, both of you. 

Mr. Markey. Would the Ranking Member of the full committee 
like to 

Mr. Barton. Simply to echo your introduction and Mr. Waxman’s 
introduction, since you talked about Back to the Future, one of our 
questions that Dr. Burgess is going to ask the Vice President is if 
he is the inventor of the flux capacitor. But we welcome both of you 
gentlemen. 

Mr. Markey. We thank the gentleman very much. 

Now, we turn to our extremely distinguished panel. We welcome 
you back. Vice President Gore. Whenever you are ready, please 
begin. 
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STATEMENTS OF HONORABLE ALBERT GORE, JR., FORMER 

VICE PRESIDENT OF THE UNITED STATES; AND HONORABLE 

JOHN WARNER, FORMER UNITED STATES SENATOR 

STATEMENT OF ALBERT GORE, JR. 

Mr. Gore. Well, thank you, Chairman Markey and Mr. Upton, 
Chairman Waxman and Congressman Barton, Chairman Emeritus 
John Dingell. 

I was telling Senator Warner in the cloakroom here that it was 
one of the greatest honors of my life to he a member of this com- 
mittee, and my principal mentor in the Congress was John Dingell, 
and I told Senator Warner that just about everything I learned 
about the legislative process came from John Dingell, and it is with 
great emotion that I come back to this hearing room, and members 
of the committee, members of the subcommittee, members of the 
full committee, it is an honor to be able to appear before you here 
today. 

Mr. Markey. Could you move the microphone in just a little bit 
closer, please? 

Mr. Gore. Sure. 

Mr. Markey. Thank you. 

Mr. Gore. It is also my great honor to testify with my friend and 
former colleague in the Senate, John Warner. I served on the 
Armed Services Committee under his chairmanship, and his long 
record of service to the Senate and the country is truly remarkable. 

Senator Warner has consistently looked with a steady gaze past 
the politics of the day, to thoughtfully and intensely focus on the 
national interest. His approach really reminds me of another great 
American from another era, the great Senator Arthur Vandenberg 
from Michigan, who helped to create the United Nations and 
NATO and the Marshall Plan. He understood that our Nation, 
when faced with great peril, must rise above partisanship to meet 
the challenge. 

Mr. Markey. Mr. Vice President, can you push that button. Is 
the microphone 

Mr. Gore. There we go. 

Mr. Markey. There. Good. Thank you. 

Mr. Gore. You want me to repeat all of my words about Senator 
Warner? 

I believe that we have arrived at another such moment. Our 
country is at risk on three fronts. The economic crisis is clear. Our 
national security remains at risk, so long as we remain dan- 
gerously dependent on flows of foreign oil from reserves owned by 
sovereign states that are vulnerable to disruption. The rate of new 
discoveries, as members of this committee know, is falling, even as 
demand elsewhere in the world is rising. 

Most importantly, of course, we are, along with the rest of hu- 
manity, facing the dire and growing threat of the climate crisis. It 
is at the very heart of those threats that this committee and this 
Congress must direct its focus. I am here today to lend my support 
to what I believe to be one of the most important pieces of legisla- 
tion ever introduced in the Congress. I believe this legislation has 
the moral significance equivalent to that of the civil rights legisla- 
tion of the 1960s and the Marshall Plan of the late 1940s. By 
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repowering America with a transition to a clean energy economy, 
and ending our dangerous overreliance on carbon-based fuels, 
which is, after all, the common thread running through all three 
of these crises, this bill will simultaneously address the climate cri- 
sis, the economic crisis, and the national security threats that stem 
from our dependence on foreign oil. 

We cannot afford to wait any longer for this transition. Each day 
that we continue with the status quo sees more of our fellow Amer- 
icans struggling to provide for their families. Each day that we con- 
tinue on our current path, America loses more of its competitive 
edge, and each day that we wait, we increase the risk that we will 
leave our children and grandchildren an irreparably damaged plan- 
et. Passage of this legislation will restore America’s leadership of 
the world and begin, at long last, to solve the climate crisis, and 
it is truly a moral imperative. Moreover, the scientific evidence of 
how serious this climate crisis is becoming continues to amass 
week after week. 

Let me share with you just a few recent examples. The Arctic is 
warming at an unprecedented rate. New research, which draws 
upon recently declassified data collected by U.S. nuclear sub- 
marines traveling under the Arctic icecap for the last 50 years, has 
given us for the first time a three-dimensional view of the icecap, 
and researchers at the Naval Postgraduate School have told us 
that the entire Arctic icecap, which for most of the last three mil- 
lion years has covered an area the size of the lower 48 States, may 
completely and totally disappear in summer in as little as five 
years. 

Almost half of the ice in the Arctic cap has already melted during 
the last 20 years. The dark ocean, once uncovered, absorbs 90 per- 
cent of the solar heat that used to bounce off the highly reflective 
ice. As a direct consequence, some of the vast amounts of frozen 
carbon in the permafrost in the land surrounding the Arctic Ocean 
are beginning to be released as methane, as the frozen tundra 
thaws, threatening a doubling of global warming pollution in the 
atmosphere unless we take action quickly. 

Melting of the Greenland ice sheet has reached a new record, 
which was a staggering 60 percent above the previous high in 1998. 
The most recent eleven summers there have all experienced melt- 
ing greater than the average of the past 35 year time series. Gla- 
cial earthquakes have been increasing on Greenland as the melt 
water tunnels down through the ice to the bedrock below. Were the 
Greenland ice sheet to melt, crack up, and slip into the North At- 
lantic, sea level worldwide would rise almost 20 feet. 

We already know that the Antarctic peninsula is warming at 
three to five times the global average rate. At the time when I par- 
ticipated in one of the first hearings on global warming on this 
committee in the 1970s, a researcher warned that an early alarm 
bell that this crisis was reaching emergency proportions would be 
if we saw the breakup of large ice sheets on the Antarctic penin- 
sula. That is why the Larsen — and this warming has already 
caused the Larsen B ice shelf, which was the size of Rhode Island, 
to collapse. Several other ice shelves have also collapsed in the last 
20 years. Another large shelf, the Wilkins ice shelf, which is rough- 
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ly the size of Northern Ireland, is now beginning to disintegrate 
right before our very eyes. 

A recent study in the journal Science has now confirmed that the 
entire West Antarctic ice sheet is warming. Scientists have told us 
that if it were to collapse and slide into the sea, we would experi- 
ence global sea level rise of another 20 feet. Each meter of sea level 
increase leads to 100 million climate refugees. Recent studies have 
shown that many coastal areas in the United States are at risk, 
particularly Southern Florida and Southern Louisiana. 

Also, carbon dioxide pollution is now changing the very chemistry 
of the world ocean. Ocean acidification is already underway and is 
accelerating. A recent paper published in Science described how the 
seawater off the coast of Northern California has now already, for 
some periods of the year, become so acidic from CO 2 that it is actu- 
ally corrosive. To give some sense of perspective, for the last 44 
million years, the average pH has been 8.2, and the scientists at 
Scripps have now measured levels off the north coast of California 
and Oregon at a pH of 7.75. Now, the lower the pH, the more acidic 
the ocean water. 

Coral polyps that make reefs, and everything in the ocean that 
makes a shell, are now beginning to suffer from a kind of 
osteoporosis, because the acidification levels have reached the state 
that it begins to dissolve the shells as they are formed. Salmon 
have now disappeared off the coast of California. Researchers are 
now working to determine the cause, and whether or not this is 
due to acidity and the relationship between acidity and the so- 
called “dead zones” of extreme oxygen depletion that now stretch 
from the West Coast of North America, Central America, and 
South America, almost all the way across the Pacific, in a wedge 
that stretches to the West. The health and productivity of the en- 
tire ocean is now at risk. 

The Union of Forest Research Organizations, with 14 inter- 
national collaborating partners, have reported that forests may lose 
their carbon regulating service, and that “it could be lost entirely 
if the Earth heats up 2.5 degrees Centigrade.” Throughout the 
American West, tree deaths are now at record levels, with the 
records being broken year after year. That is the reason why Can- 
ada’s vast forest has now become a net contributor of CO 2 to the 
atmosphere, rather than absorbing it. The Amazon, the forests of 
Central Africa, Siberia, and Indonesia, are all now at risk. 

This year, a number of groups, ranging from the National Audu- 
bon Society to the Department of Interior, released the U.S. State 
of the Birds Report, showing that nearly a third of the Nation’s 800 
bird species are now endangered, threatened, or in significant de- 
cline, due to habitat loss, invasive species, and other threats, in- 
cluding climate change, the major shift attributed to the climate 
crisis related to the migratory patterns, and a large, consistent 
shift northward among a vast range of bird species in the United 
States. 

Some of the most intriguing new research is in the area of ex- 
treme weather events and rainfall. A recent study by German sci- 
entists in the publication Climate Change, projects that extreme 
precipitation will increase significantly in regions that are already 
experiencing extreme rainfall. Manmade global warming has al- 
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ready increased the moisture content of the air throughout the 
world, causing bigger downpours. Each additional degree of tem- 
perature causes another 7 percent increase in the moisture content 
of the world’s air, and leads to even larger downpours when storm 
conditions trigger heavy rains and snows. 

To bring an example of this home, 2009 saw the eighth ten year 
flood of Fargo, North Dakota since 1989. Last year, in Iowa, Cedar 
Rapids was hit by a flood that significantly exceeded the 500 year 
floodplain. All time flood records are being broken in regions 
throughout the world. Conversely, those regions that are presently 
dry are projected to become much drier, because higher average 
higher temperatures also evaporate the soil moisture. 

The American West and the Southeast have been experiencing 
prolonged, severe drought and historic water shortages. In a study 
published in January 2008 in Science, scientists from the Scripps 
Institute estimated that 60 percent of the changes in the water 
cycle in the American West are due to increased atmospheric, man- 
made greenhouse gases. It predicts that although Western states 
are already struggling to supply water for farms and cities, more 
severe climatic changes will strain the system even more. Agri- 
culture in our largest farm state, California, is at high risk. 

Australia has been experiencing what many there call a thou- 
sand year drought, along with record high temperatures. Some cit- 
ies had 110 degrees for four straight days two months ago. And 
then, of course, they had the mega-fires that caused so much death 
and destruction. 

Federal officials from our own National Interagency Fire Center 
report that we have seen twice as many wildfires during the first 
three months of this year, compared to the same period last year. 
Due to the worsening drought, the outlook for more record fires, es- 
pecially in Texas, Florida, and California, is not good. 

A number of new studies continue to show that climate change 
is increasing the intensity of hurricanes. Although we cannot at- 
tribute any particular storm to global warming, we can certainly 
look at the trend. Dr. Greg Holland, from the National Center for 
Atmospheric Research, says that we have already experienced a 
300 to 400 percent increase in Category 5 storms in the past ten 
years in the United States. Last August, hundreds of thousands of 
people had to evacuate as Hurricane Gustav hit the Gulf Coast, 
and then, of course, there is the destruction of Galveston and areas 
of New Orleans, where the residents are still recovering. 

The same is happening in the rest of the world. Last year. Cy- 
clone Nargis killed 20,000 people in Myanmar, and caused the suf- 
fering of tens of thousands more. For these, and many, many other 
reasons, now is the time to act. And luckily, positive change is on 
the way. 

In February, when the Congress voted to pass the stimulus bill, 
it laid the groundwork for critical investments in energy efficiency, 
renewables, a Unified National Smart Grid, and an historic transi- 
tion to clean cars. This was a crucial downpayment that will create 
millions of new jobs, hasten our economic recovery, strengthen our 
national security, and begin solving the climate crisis. 

But now, we must take another step together, and pass the 
American Clean Energy and Security Act. Chairman Waxman and 
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Chairman Markey have pulled together the best ideas in the Con- 
gress, to begin solving the climate crisis, while increasing our en- 
ergy independence, and stimulating our economic recovery. 

Let me highlight just a few items in the bill that I believe to be 
of particular importance. First, it promotes the rapid introduction 
of the clean and renewable technologies that will create new, good, 
sustainable jobs, and reduce our reliance on carbon-based fuels. It 
is time to close the carbon loophole, and begin the steep reductions 
that we need to make in the pollution that causes global warning. 

Second, it helps us use energy more efficiently and transmit it 
over a secure, modernized, digital smart grid system. Of course, 
this move to repower America must also include adequate provi- 
sions to assist those Americans who would face a hardship. For ex- 
ample, we must recognize and protect those who have toiled in 
dangerous conditions to bring us our present energy supply. I be- 
lieve we ought to guarantee good jobs for any coalminer displaced 
by impacts on the coal industry. 

And this bill also focuses on intensive R&D to explore carbon 
capture and sequestration, to determine whether and where it can 
be a key part of the solution. I have always strongly supported in- 
tensive R&D on carbon capture and sequestration and demonstra- 
tion projects, and I am happy that at long last, this committee has 
found a way to do that. 

Our country cannot afford more of the status quo, more gasoline 
price instability, more job losses, more outsourcing of factories, 
more years of sending $2 billion every 24 years to foreign countries 
for oil, and our soldiers and their families cannot take another ten 
years of repeated troop deployments to regions that just happen to 
have large oil supplies. Moreover, the best way to secure a global 
agreement that guarantees that other nations will also reduce their 
global warming pollution is for our country to lead the world in 
meeting this historic challenge. 

The United States of America is the world’s leader. We are the 
only Nation in the world that can lead. Once we find and reestab- 
lish the moral courage to take on this issue, the rest of the world 
will come along. Now is the time to act, before the world gathers 
in Copenhagen this December to solve this crisis. Not next year, 
this year. 

I strongly urge bipartisan support of this crucial legislation. 

Thank you, Mr. Chairman. 

[The prepared statement of Mr. Gore follows:] 
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Statement to the Subcommittee on Energy and Environment 

Committee on Energy and Commerce 

As Prepared by 

Hon. A1 Gore 

Friday, April 24, 2009 

Mr. Chairman, Members of the Committee, distinguished guests; it is my great honor 
today to testify with my friend and former colleague, John Warner, whose long record of 
service to the Senate and to our country is remarkable. 

Senator Warner has consistently looked with a steady gaze past the politics of the day to 
thoughtfully and intensely focus on the national interest. 

His approach reminds me of another great Republican from another era, the great Senator 
Arthur Vandenberg, from Michigan, who helped to create the United Nations, NATO, 
and the Marshall plan. He understood that our nation, when faced with great peril, must 
rise above partisanship to meet the challenge. 

I believe we have arrived at such a moment. Our country is at risk on three fronts. The 
economic crisis is clear. Our national security remains at risk so long as we remain 
dangerously dependent on flows of foreign oil from reserves owned by sovereign states 
that are vulnerable to disruption. The rate of new discoveries, as you know, is falling 
even as demand elsewhere in the world is rising. Most importantly, of course, we are — 
along with the rest of humanity — facing the dire and growing threat of the climate crisis. 
It is at the very heart of those threats that this Committee and this Congress must direct 
its focus. I am here today to lend my support to one of the most important pieces of 
legislation ever introduced in the Congress. I believe this legislation has the moral 
significance equivalent to that of the civil rights legislation of the 1960’s and the 
Marshall Plan of the late 1940’s. 

By Repowering America with a transition to a clean energy economy and ending our 
dangerous over-reliance on carbon-based fuels, which is the common thread running 
through all three of these crises, this bill will simultaneously address the climate crisis, 
the economic crisis, and the national security threats that stem from our dependence on 
foreign oil. 

We cannot afford to wait any longer for this transition. Each day that we continue with 
the status quo sees more of our fellow Americans struggling to provide for their families. 
Each day we continue on our current path, America loses more of its competitive edge. 
And each day we wait, we increase the risk that we will leave our children and 
grandchildren an irreparably damaged planet. 

Passage of this legislation will restore America’s leadership of the world and begin, at 
long last, to solve the climate crisis. It is truly a moral imperative. Moreover, the 
scientific evidence of how serious this climate crisis is becoming continues to amass 
week after week after week. 
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Let me share with you just a few recent examples: 

-The Arctic is warming at an unprecedented rate. New research, which draws upon 
recently declassified data collected by U.S. nuclear submarines traveling under the Arctic 
ice cap for the last 50 years, has given us, for the first time, a three-dimensional view of 
the ice cap, and researchers at the Naval Postgraduate School have told us that the entire 
Arctic ice cap may totally disappear in summer in as little as five years if nothing is done 
to curb emissions of greenhouse gas pollution. For most of the last 3 million years, it has 
covered an area the size of the lower 48 states. Almost half of the ice has already melted 
during the last 20 years. The dark ocean, once uncovered, absorbs 90 percent of the solar 
heat that used to bounce off the highly reflective ice. As a direct consequence, some of 
the vast amounts of frozen carbon in the permafrost surrounding the Arctic Ocean are 
beginning to be released as methane as the frozen tundra thaws, threatening a doubling of 
global warming pollution in the atmosphere. 

-Melting of the Greenland ice sheet has reached a new record, which was a staggering 60 
percent above the previous high in 1998. The most recent 1 1 summers have all 
experienced melting greater than the average of the past thirty-five year time series 
(1973-2007). Glacial earthquakes have been increasing as the meltwater tunnels down 
through the ice to the bedrock below. Were the Greenland ice sheet to melt, crack up and 
slip into the North Atlantic, sea level would rise almost 20 feet. 

-We already know that the Antarctic Peninsula is warming at three to five times the 
global average rate. That is why the Larsen B ice shelf, which was the size of Rhode 
Island, already has collapsed. Several other ice shelves have also collapsed in the last 20 
years. Another large shelf, the Wilkins ice shelf — which is roughly the size of Northern 
Ireland — is now beginning to disintegrate right before our very eyes. A recent study in 
the journal Science has now confirmed that the entire West Antarctic Ice Sheet is 
warming. Scientists have told us that if it were to collapse and slide into the sea, we 
would experience global sea level rise of another 20 feet worldwide. Each meter of sea 
level increase leads to 100 million climate refugees. Recent studies have shown that 
many coastal areas in the U.S. are at risk — particularly Southern Florida and Southern 
Louisiana. 

-Carbon dioxide pollution is changing the very chemistry of our oceans. Ocean 
acidification is already underway and is accelerating. A recent paper published in the 
journal Science described how the seawater off the coast of Northern California has 
become so acidic from C02 that it is now corrosive. To give some sense of perspective, 
for the last 44 million years, the average pH of the water has been 8,2, The scientists at 
Scripps measured levels off the north coast of California and Oregon at a pH of 7.75. 
Coral polyps that make reefs and everything that makes a shell are now beginning to 
suffer from a kind of osteoporosis because of the 25 million tons of C02 absorbed the 
oceans every 24 hours. 

-Salmon have now disappeared off the coast of California. Researchers are now working 
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to determine the cause and whether or not this is due to acidity and the relationship 
between acidity and “dead zones” of extreme oxygen depletion that now stretch from the 
west coast of North, Central, and South America almost all the way across the Pacific. 
The health and productivity of all the world’s oceans are at risk. 

-The Union of Forest Research Organizations, with 14 international collaborating 
partners, reported that forests may lose their carbon-regulating service and that it “could 
be lost entirely if the earth heats up 2.5 degrees Centigrade.” Throughout the American 
west, tree deaths are now at record levels, year after year. For the same reason, Canada’s 
vast forest is now contributing C02 to the atmosphere rather than absorbing it. The 
Amazon, the forests of Central Africa, Siberia, and Indonesia are all now at risk. 

-This year, a number of groups ranging from the National Audubon Society to the 
Department of Interior, released the U.S. State of the Birds report showing that nearly a 
third of the nation’s 800 bird species are endangered, threatened or in significant decline 
due to habitat loss, invasive species and other threats including climate change. The 
major shift attributed to the climate crisis related to the migratory patterns and a large 
shift northward among a vast range of bird species in the U.S. 

-Some of the most intriguing new research is in the area of extreme weather events and 
rainfall. A recent study by German scientists published in Climatic Change projects that 
extreme precipitation will increase significantly in regions that are already experiencing 
extreme rainfall. Man-made global warming has already increased the moisture content 
of the air worldwide, causing bigger downpours. Each additional degree of temperature 
increase causes another seven percent increase in moisture in the air, and even larger 
downpours when storm conditions trigger heavy rains and snows. 

-To bring an example of this home, 2009 saw the eighth “ten year flood” of Fargo, North 
Dakota, since 1989. In Iowa, Cedar Rapids was hit last year by a flood that exceeded the 
500-year flood plain. All-time flood records are being broken in areas throughout the 
world. 

-Conversely those regions that are presently dry are projected to become much dryer, 
because higher average temperatures evaporate soil moisture. 

-The American West and the Southeast have been experiencing prolonged severe drought 
and historic water shortages. In a study published in January 2008 in the journal Science, 
scientists from the Scripps Institute estimated that 60 percent of the changes in the West’s 
water cycle are due to increased atmospheric man-made greenhouse gases. It predicts 
that although Western states are already struggling to supply water for their farms and 
cities, more severe climatic changes will strain the system even more. Agriculture in 
California is at high risk. Australia has been experiencing what many there call a 
thousand-year drought, along with record high temperatures. Some cities had 110 
degrees for four straight days two months ago. And then they had the mega-fires that 
caused so much death and destruction. 
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-Federal officials from our own National Interagency Fire Center report that we have 
seen twice as many wildfires during the first three months of 2009 as compared to the 
same period last year. Due to the worsening drought, the outlook for more record fires in 
Texas, Florida, and California is not good. 

-A number of new studies continue to show that climate change is increasing the intensity 
of hurricanes. Although we cannot attribute any particular storm to global wanning, we 
can certainly look at the trend. Dr. Greg Holland from the National Center for 
Atmospheric Research says that we have already experienced a 300-400 percent increase 
in category 5 storms in the past 10 years in the United States. Last August, hundreds of 
thousands of people had to evacuate as Hurricane Gustav hit the Gulf Coast. And then, of 
course, there is the destruction of Galveston and areas of New Orleans, where the 
residents are still recovering. The same is happening in the rest of the world. Last year, 
Cyclone Nargis inflicted catastrophic death tolls in Burma (Myanmar) killing twenty 
thousand people and leading to the suffering of many more. 

For these and many other reasons, now is the time to act. And luckily, positive change is 
on the way. 

In February, when the Congress voted to pass the stimulus bill, it laid the groundwork for 
critical investments in energy efficiency, renewables, a unified national smart grid and 
the move to clean cars. This was a crucial down payment that will create millions of new 
jobs, hasten our economic recovery, strengthen our national security, and begin to solve 
the climate crisis. 

Now, we must take another step together, and pass the American Clean Energy and 
Security Act. Chairman Waxman and Chairman Markey have pulled together the best 
ideas in the Congress to begin solving the climate crisis while increasing our energy 
independence. 

Let me highlight a few items in the bill that I believe to be of particular importance: 

It promotes the rapid introduction of the clean and renewable technologies that will create 
new jobs and reduce our reliance on carbon-based fuels. 

It is time to close the carbon loophole and begin the steep reductions we need to make in 
the pollution that causes global warming. 

It helps us use energy more efficiently and transmit it over a secure, modernized, digital 
smart grid system. 

Of course this move to Repower America must also include adequate provisions to assist 
those Americans who would unfairly face hardship. For example, we must recognize and 
protect those who have toiled in dangerous conditions to bring us our present energy 
supply. We ought to guarantee good jobs for any coal miner displaced by 
impacts on the coal industry. 
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And this bill also focuses on intensive R & D to explore carbon capture and sequestration 
to determine whether and where it can be a key part of the solution. 

Our country cannot afford more of the status quo, more gas price instability, more job 
losses, more outsourcing of factories, and more years of sending $2 billion every 24 
hours to foreign countries for oil. And our soldiers and their families cannot take another 
10 years of repeated troop deployments to regions that just happen to have large oil 
supplies. 

Moreover, the best way to secure a global agreement that guarantees that other nations 
will also reduce their global warming pollution is for the U.S, to lead the world in 
meeting this historic challenge. The United States is the world’s leader. We are the only 
nation in the world that can. Once we find the moral courage to take on this issue, the 
rest of the world will come along. Now is the time to act before the world gathers in 
Copenhagen this December to solve the crisis. Not next year, this year. 

I urge bipartisan support of this crucial legislation. 
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Mr. Markey. Thank you, Mr. Vice President, very much. And 
now, we turn to welcome our other distinguished American, Sen- 
ator John Warner. Thank you, sir. 

STATEMENT OF JOHN WARNER 

Mr. Warner. Thank you. Chairman Waxman, Chairman Mar- 
key, and our good friend. Chairman Dingell, and the distinguished 
Ranking Members, Mr. Upton, Mr. Barton. 

It is really a privilege to come back to the Congress in the retired 
status. I assure you that I checked the applicable laws and so forth, 
and I am delivering a statement this morning consistent with those 
regulations, which I shall follow carefully. 

But I want to say a word about the fine gentleman on my left. 
We breakfasted together this morning, just as if we were still in 
the Senate together. Talked about the many men and women that 
mentored us in our legislative careers, and I just want to say to 
you, my dear friend, you have had an extraordinary public service 
career, and you are charging ahead as strongly today as you have 
ever done in the history of that career. And as you said, our par- 
ents are rather proud of both of us. So, I thank you, and I thank 
those in this room that I have served and worked with these years, 
and for the gracious statements. 

This is serious business, very, very serious business. Having 
served 30 years in the other body, I have seen the panorama of leg- 
islative challenges in that period, and indeed, prior thereto, I 
served for five years in the Pentagon, in the Department of De- 
fense, and testified before the Congress. But this particular mo- 
ment in our history is critical, and future generations will look 
back at this day and tomorrow and in the future, and see what we 
did, and maybe, what we didn’t do. So, I thank the leadership, both 
the Democrats and Republicans of this committee, for taking the 
initiative, and the members to make it work. 

I think, also, the committee should pause to express its apprecia- 
tion to the extraordinary number of organizations, largely the ones 
I work with today are the nonprofits, but indeed, the corporate and 
business center, sectors of our country, have come together, and I 
think there is a good, strong, constructive dialogue going on. 

Unfortunately, we are greeted, the Vice President and I were 
talking this morning, by articles like the one in the New York 
Times this morning, but let us hope that is behind us, and that as 
Members of Congress, and as witnesses, we come here and speak 
the absolute truth, and if I may underline, speak in such a way 
that all levels of America can understand what the challenges are 
before us, the complexity, the long, rough road ahead to reach 
those goals, that hopefully this legislation will establish, and that 
my beloved Senate will join in a conference, and we will get a law. 

All too often, I have watched and each of us have, the advertise- 
ments today. And they oversimplify the problem. I mean, you see 
very attractive actors and actresses get out and say well, clean coal 
technology is just around the corner. We know it is not around the 
corner. They talk about well, wind power, wind and solar are vital 
parts of working a way out of this situation, but each of those re- 
quires substantial planning, engineering, tax subsidies, support. 
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Take, for instance, we are talking about the smart grid. It looks 
to be a quicker approach to begin to correct things with that smart 
grid, but to do it, we are going to have to work through condemna- 
tion laws, to get the land over which those grids have got to travel, 
particularly, to convey the energy from the very valuable and abun- 
dant source of wind. 

I saw the other day where, in California, the solar panels are 
using an extraordinary amount of water, so when you go into one 
situation, you have got to figure out what it affects adversely in the 
other. So, this is a tough road ahead of us, and I am glad the lead- 
ership of this House of Representatives has tackled it and is going 
to move forward. 

The Vice President very carefully carried a lot of the factual ma- 
terial here this morning, and I won’t try and repeat it. I would ask 
unanimous consent my entire statement go in. 

Mr. Markey. Without objection. 

Mr. Warner. Because I want to move through, somewhat swiftly, 
so we can take the questions, and actually hear from the member- 
ship. Since I have retired or left the Senate, I have continued to 
work in this area, and will continue to do so, because I feel very 
strongly committed. 

I was privileged, for 14 months in the Senate, to join with my 
very good friend, Joseph Lieberman, an extraordinary, courageous 
legislator, in putting together our bill, and with the support of our 
chairman. Senator Boxer, and a lean, but nevertheless majority of 
the Senate, I was the only Republican that cast a vote to get that 
bill out. And I don’t say that in any derogatory sense towards my 
colleagues. I respect their views, but I think, as we go along, and 
one of the things that, as I go back and wish we had done, was to 
give a little territory to get that bill through, and we didn’t perhaps 
give enough territory to begin to get at least a greater deliberation 
than the few days on the Senate floor, to have laid a stronger foun- 
dation for this committee and other elements of the Congress to 
cover this subject. 

I want to talk about that foundation. In my judgment, this sub- 
ject of climate change, the future of energy, and our national secu- 
rity are all interwoven very closely, and I hope that the Congress 
recognizes that they have got to build their legislation on a founda- 
tion with three legs on it: the energy leg, the global climate change 
leg, and the national security leg. 

And it is that national security that I want to dwell on here for 
a few minutes, because I think that is the most significant con- 
tribution I can make. I want to credit many national security ex- 
perts who have expressed their concerns, most of which I share. 
Many senior retired officers, and I say with a sense of humility, I 
have had an opportunity, many years in the Pentagon, many years 
in the Congress on the Armed Services Committee, to work with 
the same officers today who are retired. They don’t have a political 
bone in their system. They are only speaking out in terms of their 
projection of the responsibilities for the Armed Forces of the United 
States, as this global situation appears to worsen. And I will ad- 
dress the specifics on that. 

But I want to take, I don’t often like to take quotes, but this one, 
I think, is worthy of your attention. One extraordinary soldier, one 
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I worked with, and you did, too, Mr. Vice President, the former 
Chief of Staff of the United States Army, General Gordon Sullivan, 
who chaired the Military Advisory Board on the Center for Naval 
Analysis — that Center has done a lot of valuable work in this 
area — succinctly framed the situation as follows: “The Cold War” — 
and he is referencing, of course, our, the former Soviet Union — “the 
Cold War was a specter, but climate change is inevitable. If we 
keep on with business as usual, we will reach a point where some 
of the worst effects are inevitable. Back then, the challenge was to 
stop a particular action. Now, the challenge is to inspire a par- 
ticular action. We have to act if we are to avoid the worst of the 
effects.” 

If I may, I was hoping that Chairman Dingell would be here 
today, I want to go back and, just a brief personal recollection. I 
grew up during the Great Depression, and then, the years of World 
War II. I was privileged to, in the last year of the War, wear the 
uniform of a young sailor, when my distinguished colleague. Chair- 
man Dingell, was really in the thick of the fighting. Well, you are 
now. 

Our generation was referred to as the Greatest Generation, but 
the thing about it is, and I don’t want to be too prosaic, but I think 
back, of the inspiration that it took to get through those periods in 
American history. Went back and read that wonderful speech given 
by Franklin D. Roosevelt in his first inaugural. “The only thing we 
have to fear is fear itself.” 

There is a very substantial element of fear attached to this sub- 
ject. Now, we are, as a Nation, together with other nations in the 
world, facing one of the most unprecedented and difficult economic 
situations ever in history. We also have our brave men and women 
of the Armed Forces fighting two wars. And the question is raised, 
is this the time to challenge an issue of this magnitude, which has 
ramifications of cost to everyone here in this country, and is going 
to require sacrifices? And I say to you, as my distinguished col- 
league said, yes, it is the time. 

I witnessed personally the Nation survive those trials of the De- 
pression and the War, and it emerge and redevelop itself, and be- 
come a stronger Nation, stronger than any of us ever imagined we 
could achieve in the late ’40s and ’50s. We can do that again, but 
it is going to take your leadership. We will do it again. We have 
to, because every day that goes by increases the cost, as I under- 
stand it, involved in this situation. 

Let me say that one thing that we have got going for us as legis- 
lators, is that there is a desire among a broad cross-section of the 
American people to do something. They want it done. They don’t 
understand all of the complexity and all the technical things, but 
instinctively, they are saying we are with you. But the duty we 
have is to be honest with them, tell them it is going to be a burden, 
and tell them it is going to take time. I mean, clean coal tech- 
nology, which is so important to my state, Virginia, and I have 
looked into this question of capture and sequestration, and transfer 
and sequestration. 

That is going to take big bucks and a lot of time to perfect it, 
so I say to you most respectfully, as I look back at the legislation 
that we put forward in the Senate, we had in there provisions, and 
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I used to characterize it, is that the President of the United States 
is the engineer driving this big train. He had the throttle to push, 
he had the brake to slow down. In order to allow our power sector, 
our engineering sector, transportation sector, manufacturing sector, 
to do the job that I think in their heart instinctively they want to 
do, we have got to give them the assurance that the timetables we 
establish have got to be such that they can keep pace with their 
responsibility to meet the needs of the citizens today, and at the 
same time, engage in the research and development of the solu- 
tions that we have, but do it in a timely fashion. 

The most challenging thing for this committee in this legislation 
is to devise that language, to give the President, and the President 
has stepped forward, and shown a measure of strong leadership on 
this subject, and a willingness to work with the Congress, but we 
have got to devise that language that enables the President, indeed 
the people in this country, to do the work that has got to be done 
in such a way that we don’t put on the burden that they have to 
bear before the technology has been done and the infrastructure in- 
stalled for them to continue. 

I mean, in the coal industry, if we move too swiftly, coal is likely 
to switch to natural gas. Now, natural gas, people think is, you lis- 
ten to some of them, it is fewer, but it has 50 percent of the green- 
house carbon and so forth, am I not correct, as does coal, and we 
don’t have identified yet the sources of gas to meet the demand if 
the power industry suddenly were forced, as a matter of necessity, 
so as not to violate the law, to shift to gas. 

So, give to the President the language, I wrote it in the previous 
bill, and I hope that you can even do a better job, to give the Presi- 
dent the authority to correct certain situations if this country can- 
not meet its obligations under the law. 

So, if I were in the Senate today, I would be doing one other 
thing, and that is, I would be working to try and incorporate lan- 
guage, I hope in both bodies, that would recognize the enormous 
benefit of bringing to the table, you had commerce, you had energy, 
you had transportation at this table, but bring to the table the de- 
fense sector, the Department of Defense, the intelligence commu- 
nity, and certain elements of the infrastructure in the private sec- 
tor that support our defense, and let them express their views. Let 
them be charged by the Congress in this legislation for the account- 
ability to do their share to reach these goals, because as the Vice 
President recited, the effects of climate change, and I am not here 
to argue the science, but certainly, the reality, he spoke about the 
Arctic, the Antarctic and the North Pole and so forth. We were 
talking about those submarines, and how they had to do the sci- 
entific work to determine the thickness of the ice, and how that 
database, which was begun in 1958, now shows you how much that 
has shrunk over a period of time. 

But it is the members of the military that will be called upon to 
help those nations who, as a consequence of the erratic nature of 
climate change, could be losing their sovereignty, suffering mass 
migrations, political instability, creating a vacuum. So, many of 
these nations are now on the verge of political collapse, and this 
push from a climatic condition could shove them over where they 



865 


lose their sovereignty. Somalia is an example of that with the 
drought, on that littoral of Africa. 

We have got to he sure that we are doing everything to alleviate 
these situations, because we are the only country that has the mili- 
tary capability, particularly the lift capability, the transportation 
capability, to get there in a timely way, and do what we can in a 
humanitarian way to alleviate the suffering that is occasioned by 
these situations. 

Stability in the world is absolutely critical, and we are called 
upon, as you said, Mr. Vice President, we are the leader, we are 
the one that has the strongest of the militaries, and we will be 
called upon. To the extent that our military has to perform mis- 
sions occasioned by climatic conditions or others, is the extent to 
which they have less ability to do missions elsewhere, so there is 
a direct cause and effect between what our military are called upon 
to do, to do our normal role of protecting freedom in the world, and 
to meet these situations. Whether it is crop failures or famine, dis- 
ease, mass migration of people across borders, destruction of the 
vital infrastructure, all of these things can lead to failed nations 
and instability. 

So, I just want to conclude by saying we are the best equipped. 
We are prepared. The United States has always been of a soft 
heart, to help those less fortunate than ourselves, and this poses 
a real problem. 

I go back to one other admiral. I served with him when he was 
NATO Commander, NATO South. And he said, as part of the Mili- 
tary Advisory Board, national security and the threat of climate 
change, he said, this is Admiral Joseph Lopez, I think Joe has only 
voted. I don’t know if he has ever done anything in the political 
world. I have known him that well. And he said: “You have a very 
real change in natural systems that are most likely to happen in 
regions of the world that are already fertile ground for extremism.” 
That sums it up, and delaying action on this just raises costs, 
leaves us less prepared to try to alleviate the stress that we have 
put on our military. 

So, I strongly urge that you look at the possibility of injecting in 
this record somewhere the views of our departments, and hopefully, 
language which will hold them accountable, and make them as 
much a partner as the other departments and agencies of our gov- 
ernment. And I am sure my good friend Congressman Ike Skelton, 
can work with you to see that happens. 

Thank you very much. 

[The prepared statement of Mr. Warner follows:] 
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Testimony by Senator John Warner (Retired) 

House Energy and Commerce Committee 
April 24, 2009 

Mr. Waxman, Mr. Markey, Mr. Burton, and Mr. Upton, thank 
you for the invitation to provide this important committee with 
my thoughts on the pressing issues of a new energy future, 
global climate change, and the potential consequences to 
national security, of not only the United States, but the security 
of many nations worldwide. 

The views that 1 express are my own and do not necessarily 
represent the views of my law firm, Hogan and Hartson, and 1 
provide them consistent with the rules of the U.S. Senate and 
the statutes which are applied to all retiring members of the 


U.S. Senate. 
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It is a particular pleasure to appear with my former colleague, 
whom I served with in the Senate, the former vice president, A1 
Gore. We shared many years working together on two 
important Senate Committees, the Environment Committee 
and the Armed Services Committee. 

On behalf of the people of the United States, I thank the 
Committee for recognizing the need for America to have a 
framework of laws to guide our future on these issues of 
energy and climate change. 

Having had the privilege of serving my state of Virginia and 
indeed the people of the United States for 30 years in the U.S. 
Senate, I believe this framework of issues poses one of the 
greatest challenges to the Congress that 1 have ever witnessed. 

I thank Vice President Gore for his leadership in bringing not 
only attention to the issue of climate change but providing 
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recommendations and solutions to this Committee on tackling 
this difficult subject matter before you today. His leadership 
benefits many nations beyond our borders. 

Mr. Chairman and members of the committee, I believe that it 
is the duty of this Committee, the witnesses who have shared 
and continue to share their views, and the Congress at large to 
engage the American public in a straightforward and honest 
manner. These are highly technical and complex issues before 
us today, and we must find a way to have a continuing dialogue 
with the public in a manner - and with words -- that can be 
understood by all. 

It is the level of enthusiasm of the American pubic, their 
willingness to listen and learn, and reach into their pockets and 
give that measure of financial support required, that will 
continue to drive forward the solutions to reach our goals. 
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As the Committee well knows, in the last Congress, 1 was 
privileged to work with an extraordinarily capable legislator, 
Senator ]oe Lieberman, with members of the Senate 
Environment Committee, under the able chairmanship of 
Senator Barbara Boxer, to produce the only climate change bill 
to reach the Senate floor. 

1 have continued my study and work and now realize that we 
should have incorporated in our legislation a greater emphasis 
on national security. 

Accordingly, 1 firmly believe that the challenge before us is to 
build a foundation resting on three legs: energy, climate change 
and national security. Eventual success requires all three legs 
to remain equally strong. 

The very comprehensive body of opinion and fact that has 
been submitted to this committee by witnesses this week 
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covers the energy and climate change legs of the foundation; I 
address the third leg -- national security. 

I want to credit the many national security experts who have 
expressed their concerns, which I share. Many senior retired 
officers, from all branches of our services, have come forward 
and joined in the public debate, expressing clearly their views 
in support of action on climate change. One extraordinary 
solider, the former Chief of Staff of the United States Army, 
General Gordon Sullivan, who chaired the Military Advisory 
Board of the Center for Naval Analysis, succinctly framed what 
we face: "The Cold War was a specter, but climate change is 
inevitable. If we keep on with business as usual, we will reach 
a point where some of the worst effects are inevitable... back 
then, the challenge was to stop a particular action. Now the 
challenge is to inspire a particular action. We have to act if we 
are to avoid the worst effects." 
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Mr. Chairman and members of the Committee, I would like to 
share a personal experience. 1 grew up with the World War 11 
generation and was privileged to serve in the U.S. Navy, at the 
age of 18, in the last year of that conflict. 

Americans were inspired in the darkest hours of the Great 
Depression, and that war, by the immortal comments of 
President Franklin D. Roosevelt, given in his first inaugural 
address, in 1933: "the only thing we have to fear is fear itself." 
The U.S. emerged from a depression. World War 11, and rebuilt 
a strong nation that exceeded all our dreams and expectations 

Today our nation and much of the world is in the grips of an 
economic crisis without precedent. The brave men and women 
of our armed forces and that of other nations are engaged in 
two wars. Understandably there is a measure of fear in our 
hearts as to whether we should undertake at this time such an 
enormous and uncertain challenge as posed by the issues 
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before us in this hearing. But I say, in the spirit of the past 
generation, that it is our duty to dispel fear and press on. 

We as a nation can do it again, provided we come up with 
sound solutions, solutions understood and acceptable to the 
American people. 

Our President has committed to work with the Congress, and I 
hope the resulting legislation will rest on the tripod that 1 have 
described. 

If I were serving in the Senate today, I would be working with 
others to incorporate legislative language in any future bill that 
would give a seat at the table - equal to other cabinet 
members who testified earlier this week -- to the Department 
of Defense, to the Intelligence Agencies and to representatives 
of the industrial complex which supports our national security. 
They bring to this issue a very different and critical 
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perspective, but also vast knowledge and resources to get this 
job done. 

I urge members of this committee to see whether or not, as 
part of the forthcoming markup, you add this concept to your 
bill. 

Looking back, we should have included such language in the 
Lieberman-Warner bill. We could have garnered more 
support. A reasonable objective analysis of polling data today 
shows that the American public is motivated toward action on 
climate change by the likelihood that more jobs will be created 
and our national security strengthened. 

To be specific, in the arena of national security, one of the most 
critical components is maintaining stability in the world. 
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Many factors can lead to instability. To name a few associated 
with global climate change: severe droughts, excessive sea 
level rise, erratic storm behavior, deteriorating glaciers, 
pestilence, shift in agriculture ranges. 

These factors can result in water wars, crop failures, famine, 
disease, mass migration of people across borders, and 
destruction of vital infrastructure, all of which can further lead 
to failed nations, rise in extremist behavior, and increased 
threat of terrorism. Much of this is likely to happen in areas of 
the world that are already on the brink of instability. In other 
words, climate change is a "threat multiplier” making worse 
the problems that already exist. 

Global climate change has the potential, if left unchecked, of 
adding missions to the already heavy burdens of our military 
and other elements of our nation’s overall national security. 
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To the extent we can plan today how best to minimize these 
contingent disasters means, the less we may have to call upon 
our armed forces tomorrow. 

Whose military is best equipped, most capable to help with the 
evacuation of distressed areas? Who is going to be called upon 
to intervene in such humanitarian disasters? The United States 
military will be called to action. Such action will not only bear 
financial costs to our military, and thus our taxpayers, it will 
divert resources and troops from other areas of the world. 

For those volatile nations that are not capable of dealing with 
the pressures of climate change, governments can fail and 
extremism and terrorism can fill the void. 

In 2007, the Military Advisory Board (MAB) of the Center for 
Naval Analysis, a non-profit think tank, issued a report titled 
"National Security and the Threat of Climate Change.” The MAB 
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is comprised of many of the most distinguished and highest 
ranking retired military leaders in the United States. They 
made several of the conclusions I have shared with you in 
today's remarks. To quote from that report, in the words of 
Admiral T. Joseph Lopez, USN (Ret), "You have very real 
changes in natural systems that are most likely to happen in 
regions of the world that are already fertile ground for 
extremism," 

Delaying action on global climate change will exacerbate these 
threat multiplying effects and will cost the U.S. more in the long 
run. The difference is that these later costs will not only be 
economic; there will be a human cost. 

On the battlefield, we never wait until we have 100 percent 
certainty or wait for the conditions to be 100 percent ideal. We 
have to act when we have enough information to act. And I 
think the information we have is clear. 
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The last point I would like to make is that we cannot and 
should not wait for other countries to take the lead. Their 
participation in a global treaty is critical, but the United States 
is a world leader, and it is upon us to act now and join other 
nations in exerting leadership. Only then can we expect others 
to follow. 

Thank you. 
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Mr. Markey. Thank you, Senator, very much. 

And now, we will turn to questions from the committee, and the 
chair will recognize himself, and let me ask you this. Vice Presi- 
dent Gore. 

We are in an economic recession right now. Our energy policies 
in the past have not protected us against price spikes, or the im- 
pact on our economy, our national security. Could you talk a little 
bit about what your view is with regard to how the legislation 
pending before this committee could actually have a positive impact 
upon the workers of our country, in the long run? 

Mr. Gore. Mr. Chairman, thank you. 

I believe that one part of the answer to the economic crisis is to 
create jobs with public investments in infrastructure. Economists 
across the spectrum, from liberal to moderate to conservative, all 
agree that these are the unusual circumstances where both sides 
say yes, we need to have public investment to get the economy 
moving more quickly again. And all sides agree that the best short- 
term investments to create jobs quickly is in infrastructure. 

The focus on green infrastructure, to lay the foundation for our 
21st century economy, is the logical place to make those invest- 
ments. Prior to the current era, the largest surge in economic 
growth and productivity was the Industrial Revolution. Historians 
say that one among many reasons for the onset of the Industrial 
Revolution was the perception in England and Scotland, where it 
began, that they were running out of trees, and so, that gave them 
an extra impetus to go for the coal, and the new steam engine and 
the other devices ran on coal. 

Now, it is obvious that we are either at or near peak oil, espe- 
cially for, people argue about this, but the affordable light, sweet 
oil, of course there is more of this heavy, dirty oil that is very high 
priced, and that is a different story altogether. But we are at or 
near the peak for the oil that dominates the market today. 

As the rate of new discoveries declines, the secular demand in 
places like China and India is rising. If we didn’t have a global re- 
cession today, the oil price would be truly at all time record levels. 
For the last 35 years, since the fall of 1973, when President Rich- 
ard Nixon responded to the Arab OPEC oil embargo by saying we 
have got to have, become energy independent, we have been on a 
rollercoaster, with the price going up, delivering body blows to our 
economy, and just as we summon the political will to do something 
about it, the price collapses again, and that political will dissipates. 

As President Obama put it, we have gone from shock to trance. 
But this rollercoaster is headed toward a crash, and we are in the 
front car. So, when you talk about energy prices, remember last 
summer, and what happened then. And remember what is going to 
happen as the global economy recovers, and the price skyrockets 
again, what are you all going to say to your constituents about 
what you can do then? Well, you can say well, we don’t have any 
control over OPEC. We don’t have any control over the world oil 
markets. 

Well, this bill makes it clear that we do have some control over 
OPEC. We can form a bipartisan national will to shake off the 
trance and keep our eyes on the ball, and protect the American 
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people from the skyrocketing prices that are in our future if we just 
do the same old thing, and expect the same old results. 

So, we can create jobs by putting people to work, building the 
Unified National Smart Grid, building the solar panels, building 
the windmills, building the geothermal installations, insulating 
homes, changing out the heating and lighting systems. And those 
jobs can’t be outsourced. They are here, right here, and as the work 
is done, it makes our country stronger, and positions us to lead the 
world in this new energy revolution. 

Mr. Markey. ok. Thank you. My time has expired. I am going 
to turn and recognized the Ranking Member, Mr. Upton. 

Mr. Upton. Thank you, Mr. Chairman. I want to ask two ques- 
tions. 

I will ask them in somewhat rapid fire, and let both of you re- 
spond, but it may take me a minute to finish the first one. All of 
us here want to reduce emissions, and we want to reduce emissions 
without losing jobs, and we want to do it in such a way that the 
costs will not impact our Nation’s capability to be competitive with 
other countries overseas. But we know that the most contentious 
issue is cap and trade, which may of the panelists, the last two 
days, have said, in fact, it would increase costs. Last year. Senator 
Warner, you knew well your bill failed to get the necessary votes 
to pass with cloture. Another 12 that voted for that said that they 
would vote no on final passage in a letter, including my two Sen- 
ators, Senator Debbie Stabenow and Carl Levin. 

This month, April, by almost a two to one margin, the Senate re- 
jected cap and trade as part of reconciliation, which of course, 
would have required only 50 votes instead of 60. You have seen the 
headlines. This from last week in the Washington Post, India re- 
jects calls for emission cuts. The same has been broadcast as it re- 
lates to China. And I would note that it is pretty interesting to me 
that some of the same folks in the Congress who were opposed to 
entry of the WTO of China, because the conditions on China 
weren’t tough enough, now are in favor of, in fact, believing that 
the WTO will have the framework to provide for the tariffs on 
goods produced in China. 

But there is a legitimate fear that there is going to be serious 
leakage of jobs to China and India, and frankly, my state can’t af- 
ford to lose any more. We have lost 150,000 jobs in Michigan this 
year already. If somehow, cap and trade defied all the odds and got 
to the President’s desk, legal challenges probably taking years will 
start, not knowing how many jobs will depart, as it relates to WTO. 

As it impacts the planet, by the way, the steelworkers have indi- 
cated that they emit only 1.4 tons of carbon for every ton of steel 
produced in the U.S., versus about 4 tons of carbon per ton in 
China. What would be wrong with the WTO taking up the cap and 
trade debate, and requiring all member nations to, in fact, have a 
plank, an enforcement plank, as part of their participation in WTO, 
so that we know in advance whether or not they would comply or 
not, and would be in agreement? 

The second question that I have is, doesn’t nuclear have to be 
part of this equation? Senator Gore, when you testified, or Vice 
President Gore, when you testified before this committee in the last 
Congress, many of us noted that there wasn’t a word in your book. 
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or a scene which would have been worth a thousand words, right, 
a picture, in the movie about nuclear. EPA’s own analysis said that 
in order to meet the targets set in this bill, there has to be a 200 
percent increase in nuclear. The President has called for doubling 
or tripling renewables. Shouldn’t we be doing the same thing with 
nuclear? 

Mr. Warner. I will be very brief. 

On the nuclear, I am proud to say I was part of a Navy that ran 
ships all over the world with those plants. We had the best safety 
record, still have it. Nuclear power is safe. It is relegated to the 
sidelines because of the cost and lack of the industrial base, and 
fear. We have got to do a frontal assault, and explain the safety 
is there, that it is zero greenhouse emissions, but the cost initially 
is pretty heavy, and we have got to encourage the Congress to put 
forth the tax provisions, the guarantees, and other legislation is 
needed to jumpstart this industry. I couldn’t agree with you more 
the need to have nuclear power as a part of it. 

As to the WTO, we recognize that greenhouse emissions know no 
border. They come from all the countries, and if we in the United 
States and other countries begin to take up and burden our tax- 
payers with costs to achieve some reduction, and the others go full- 
bore in the opposite direction, they will just cancel out our efforts. 
The WTO provides a forum in which we can begin to induce, par- 
ticularly for China and India, to come and join. I somehow hope 
there is a sense of consciousness in those governments that they 
are duty bound to step up this time, at the fourth time inter- 
national conference in Copenhagen, and begin to pull on the oar 
with the rest of us. 

Mr. Gore. Thank you. Congressman Upton. 

First of all, I am glad you cited the steelworkers, because the 
steelworkers have formally endorsed this. They are strongly in sup- 
port of this legislation and the cap and trade approach generally. 

Secondly, you mentioned India and China. I think it is important 
to have that discussion, and while they are often lumped together, 
in my view, they are actually very different, as they relate to the 
challenge of the climate crisis. Partway through this century, India 
will surpass China in population, and at some point, may rival 
China in industrial power. 

But the reality today and for the near term future is very dif- 
ferent. China is one of the two largest emitters, along with us. 
India really is not. It is growing, but the significance of China is 
way larger than that of India, where this crisis is concerned. And 
while it is true the headline you quoted, with respect to India. I 
gave my slideshow in the Indian parliament. I have met with them 
and their leaders numerous times, and I can tell you, there is a lot 
of movement in India. But the position you quoted, at present, is 
correct. 

With China, it is a little bit different. They are now actively mov- 
ing. They have far larger investments in green infrastructure than 
the United States does, even after the stimulus bill, even after this 
bill is adopted. They see the future. They have, by far, the largest 
solar installations. They are moving on every single front, and 
there have been active discussions between Beijing and the provin- 
cial governments about internal reduction targets, a kind of re- 
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gional cap, region by region, in China. And they have left the door 
open to a very different approach at the meeting in December, com- 
pared to what they have done in the past. 

Just last week, the head of the International Energy Agency, in 
consultation with Chinese authorities, issued a report showing why 
it is absolutely essential for China to reduce their CO2 emissions. 
So, I think that if the United States takes the lead, I think it is 
very likely we will see a very different response from China this 
time. 

Now, on the WTO issue that you mentioned, there are provisions 
in this bill that accomplish substantially the result that you talk 
about in your question, and there are those who say a nondiscrim- 
inatory approach, taken by a country that has established limita- 
tions on carbon, if it is applied evenhandedly, might well survive 
in the WTO. I wouldn’t leave it up to them to come to an answer, 
because it might be like the Doha Round. It might be endless. 

I think we can’t turn it over to the WTO. I think we have got 
to be in charge of our own destiny, and then, if it has an inter- 
national dimension, where we say oK, we have got to even this out, 
if some Country X doesn’t have any limitations, we will find a legal 
way to even that out. This bill puts in place mechanisms to go 
down that road, if it becomes necessary. So, I think that is excel- 
lent. 

Now, finally, the nuclear discussion would take more time. I 
don’t want to impose on the time restrictions here. But I will give 
you a brief answer. I am anti-nuclear. I am skeptical that will play 
a much larger role than it does now. And I won’t go through all 
the reasons. Let us assume, for the moment, that we solve the nu- 
clear waste storage problem. Let us assume that we solve the prob- 
lem of accidents by the people who are operating these reactors. 
They are all one-offs. There is not a single one that is like another 
one, so they are a little bit vulnerable. But let us assume that we 
can solve that. 

For the eight years I was in the White House, every single nu- 
clear weapons proliferation problem we had to deal with was con- 
nected to a reactor problem, and though the technologies are some- 
what different, if you are a dictator in a country that has a reactor 
program, and you have got a team of scientists and engineers capa- 
ble of managing that and a fuel cycle, you can force them to work 
secretly at night to build you nuclear weapons. That is what North 
Korea did. That is what Iran is trying to do. That is what has hap- 
pened elsewhere. 

So, in some of these unstable regions, if we modeled the behavior 
to put these nuclear reactors everywhere in the world, we would 
rue that day. We would also run out of fuel pretty quickly, and 
have to go to these other cycles that enrich the fuel even more, 
which would make the weapons problem much, much worse. 

But the final issue is cost. There is not a single engineering or 
construction firm anywhere in this country who can give you an ac- 
curate cost projection for what it takes to build a nuclear reactor, 
not a single one. And the utilities are scared of those overruns. 

And there is another issue. Along with the expense, they only 
come in one size, extra large, because the economies of scale for the 
foreseeable decades ahead mandate a very large size. I know that 



882 


there are research projects on smaller reactors. They are at least 
15, 20 years away. I hope they get one. 

But here is the problem that the current generation of reactors 
poses. The utility managers face an uncertain future on demand 
projection. You had a witness earlier this week who pointed out 
what the projections for energy use in the 1970s were, and how 
high they went, and what the actual results were. I remember in 
the Tennessee Valley, TVA, in response to demand projections 
showing an annualized compounded 7 percent increase in elec- 
tricity demand, started 20 some odd reactors, and then after that 
embargo that I mentioned earlier, oil prices shot up, coal prices 
ought not be tied to oil, but they are, because of the substitution, 
and then electricity prices went up. That 7 percent figure went 
down to 1 percent, and most of those reactors had to be canceled, 
and that is the real reason why there weren’t any orders after 
1973. It is the expense, and the lack of flexibility. If you are looking 
15 years out, in a time which like the 1970s, once again has a lot 
of uncertainty about what the future demand is going to be, and 
what the future price is going to be, you want more flexibility, 
smaller increments. 

That is why for each of the last two years, the largest new incre- 
ments for electricity generation in the LJnited States were wind, be- 
cause they are going for these smaller increments that give them 
more flexibility. So, again, I am not opposed to nuclear. I think it 
ought to compete in the marketplace. I do think that for all of those 
reasons, it is likely to play only a small increased role from what 
it does now. 

Mr. Markey. The gentleman’s time has expired. The chair recog- 
nizes the chairman of the full committee, Henry Waxman. 

Mr. Waxman. Thank you, Mr. Chairman. To Vice President Gore 
and Senator Warner, I thank you for your testimony, and for your 
leadership on the energy and the global warming issues. 

Two days ago, we had testimony from a group called the United 
States Climate Action Partnership. It is a coalition of industry and 
environmental leaders, and their testimony was remarkable, be- 
cause instead of corporate CEOs and environmental leaders oppos- 
ing each other, which is what usually happens when we deal with 
environmental bills, they were united in calling for strong, effective 
energy and climate legislation. 

And your testimony today is remarkable in a similar way. You 
come from opposing political parties, yet you are united in calling 
for enactment of market-based controls on carbon emissions. To 
succeed, we are going to have to bridge differences between envi- 
ronmentalists and industry. Democrats and Republicans, and your 
testimony shows that we can do that. 

In my conversation with my colleagues, I often hear from Mem- 
bers who tell me they want to do something, but they are worried 
about their districts and what will happen in the transition to a 
clean energy economy. They are concerned about meeting the costs 
of this transition. 

How would each of you answer Members of Congress who raise 
those concerns? They are legitimate concerns. What would you tell 
them, Mr. Gore and Mr. Warner? 
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Mr. Warner. I would give a short answer. I was privileged to be 
in the Senate when we did the Clean Air Act, second round, the 
Clean Air Act, and I watched that unfold. I was privileged to work 
with George Mitchell, Pat Moynihan, John Chafee. They were the 
three, the triumvirate, the three, they were sort of the Four Horse- 
men. And it was strong leadership from the top down in the Sen- 
ate. 

When the bill came to the floor out of the committee, we recog- 
nized that it was bogged down. George Mitchell then undertook 
around the clock, to see Members individually, singly, and so forth, 
to try and work through their constituencies, which oftentimes is 
different, as we well know, in different portions of the country. But 
it was that strong leadership that got it done, and you ought to go 
back and research some of the rhetoric and the press at that time. 
They thought the sky was going to fall in if that Clean Air Act 
were passed. 

Well, what is the result? Energy and the clean air did survive. 
The industrial base formulated a means to do it, and are doing it 
far below the original cost projections. So, I would just say we have 
to muster the courage, and point to those chapters in history when 
the Congress has led forcefully and achieved it, and this time, I 
think fortunately, the President is going to be a strong ally. 

Mr. Gore. I think that the cost of energy will come down when 
we make this transition to renewable energy. Look at electric cars, 
for example. The internal combustion engine, for most of the time 
it has been used, has had an efficiency of about 15 percent. An 
electric motor has an efficiency of about 90 percent. You can run 
an electric car on the equivalent of $1 a gallon gasoline. 

How do we get from here to there? We have to make the invest- 
ments, and make the adjustments in the energy marketplace to ac- 
complish this transition. We have two paths that we can pick. One 
is to keep on being hostage to OPEC, even as we know this market- 
place is leading to sky high prices, as the oil reserves begin to de- 
plete, and as the demand rises. Or we can decide we are going to 
control our own destiny, and put in place this infrastructure that 
will allow us to give the American people lower energy prices. 

Now, what is the cost of the transition? The latest and most, 
what I regard as the most authoritative estimate of the cost of the 
transition, is about $0.30 per day. As you said, Mr. Chairman, the 
cost of a postage stamp. And that doesn’t even take into account 
the savings that the same household paying that $0.30 a day can 
make if they take advantage of the other provisions that will allow 
them to insulate and change out the windows and lighting, and 
have sharp decreases in their energy consumption. 

Mr. Waxman. Well, I think you are making a very valid point. 
We do have regional differences. We represent different parts of the 
country and different constituencies, but we have a national inter- 
est to figure out how to get this done, and to recognize that we 
have to reconcile these concerns, that are very legitimate. 

I think the two of you illustrate that. As we heard from the 
USCAP the other day, we have got to keep working at it. I remem- 
ber that Clean Air Act reauthorization. We worked hard on this 
committee, and under the leadership of Chairman Dingell, we got 
a bill out 41 to 1 out of committee, and the first cap and trade pro- 
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gram was in that legislation to deal with the acid rain problem. In- 
dustry told us it would cost billions of dollars, and instead, it was 
a tenth of what they predicted. So, I think we need to push things 
forward, do it in a responsible way, try to bring everybody along 
with us, because we all have a national concern, international con- 
cern, as we address our regional ones as well. 

Thank you, Mr. Chairman. 

Mr. Markey. Thank the gentleman. The chair recognizes the 
gentleman from Texas, the ranking member of the full committee, 
Mr. Barton. 

Mr. Barton. Thank you, Mr. Chairman. I want to point out, 
since we keep talking about the Clean Air Act, amendments of 
1990, that I was on the committee, and I was one of those Repub- 
licans who voted with Chairman Dingell. In fact, I was a cosponsor 
of the bill, and I know most people think I have gone over to the 
dark side now, but at least in my early years in the Congress, I 
was in the light. And I think I still am, in some regards. 

I want to point out, before I ask my question, that we have Lord 
Monckton in the audience. Republicans had asked that he be al- 
lowed to testify today, and that wasn’t possible. He did testify ear- 
lier, as Mr. Markey has pointed out, but we appreciate you coming 
over from London to at least observe the hearing. 

I was somewhat taken aback, Mr. Vice President, by your listing 
of current environmental problems attributed to global warming. 
You did miss a few, though. The Dallas Cowboys have not won a 
playoff game in ten years. You didn’t mention that. And you also, 
as Mr. Markey pointed out to me, the Boston, the New England Pa- 
triots didn’t make it to the Super Bowl. I would add those to the 
list of problems that you enumerated. 

I do want to directly go to one of the problems that you talked 
about. You talked about CO 2 concentrations rising in the oceans, 
and the effect that that is, or could be having. I have a book here, 
called CO 2 , Global Warming and Coral Reefs, by Dr. Craig Idso, I- 
d-s-o, who has a magazine that he publishes each month called CO 2 
Science, and I am going to read the summary from the book, and 
I will put it in the record. “The rising CO 2 content of the atmos- 
phere may induce changes in ocean chemistry pH that could slight- 
ly reduce coral calcification rates, but potential positive effects of 
hydrospheric CO 2 enrichment may more than compensate for this 
modest negative phenomenon. Theoretical predictions indicate that 
coral calcification rates should decline as a result of increasing CO 2 
concentrations by as much as 40 percent by the year 2100. How- 
ever, real world observations indicate that elevated CO 2 and ele- 
vated temperatures are having just the opposite effect. In light of 
the above observations, and in conjunction with all the material 
presented, it is clear that climate alarmist claims of impending ma- 
rine species extinctions, due to increases in both temperature and 
atmospheric CO 2 concentration are not only not supported by real 
world evidence. They are actually refuted by it.” 

Now, I just put that into the record, to point out that some of 
the phenomena that you indicate are obviously occurring. You 
know, if they are occurring, they are occurring, but to lay that at 
the feet of global warming is not substantiated by the science, and 
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some of these alarmist predictions are just that. They are pre- 
dictions. They will not he fact. 

Now, let us get to some things that are fact. We know that the 
United States each year creates manmade CO 2 emissions in the 
neighborhood of 7 billion metric tons, 7 billion. If you cost that 
manmade CO 2 at $100 a ton, which most of the experts who have 
looked at the cap and trade system say that the tons cost is going 
to be between $100 and $200 billion, if you take the $100 a ton 
number, that is $700 billion a year. Now, my friend Mr. Markey 
and Mr. Waxman are engaging in some trading right now. They 
are trying to give free allowances to perhaps get votes. I won’t say 
they are doing that, but it appears to me that they are doing that. 
So, they are going to give some allowances away. Let us say they 
give 3.5 billion tons of allowances away. That still means that there 
is going to be 3.5 billions of tons that have to be costed. 

Let us say that we take the EPA estimate, that it is only $20 
a ton, not $100. I think it is going to be a lot more than $20, but 
we will take the EPA number. That is still, if they give away half 
the allowances, and they only cost $20 a ton, that number is $70 
billion a year. How in the world can we have a cap and trade sys- 
tem that doesn’t cost jobs and doesn’t cost the economy, even if it 
is only half the tons at $20 a ton? 

Mr. Gore. Congressman Barton, I want to address your, the 
point that you made about the science. I don’t question your sin- 
cerity for one moment. 

Mr. Barton. And I don’t question yours, so we are equal on that. 

Mr. Gore. Thank you. I believe that it is important to look at 
the sources of the science that we rely on. With all due respect, I 
believe that you have relied on people you have trusted, who have 
given you bad information. I don’t blame the investors who trusted 
Bernie Madoff, but he gave them bad information. And 

Mr. Barton. I have never talked to Bernie Madoff. 

Mr. Gore. I am not saying that you have. But he gave them bad 
information, and committed a massive fraud that ended up hurt- 
ing, most of all, the people who trusted him. 

Senator Warner made reference in his opening statement to the 
story on the front page of the New York Times this morning. Abso- 
lutely incredible. The largest corporate carbon polluters in America, 
14 years ago, asked their own people to conduct a review of all this 
science, and their own people told them what the international sci- 
entific community is saying is correct. There is no legitimate basis 
for denying it. 

Then, these large polluters committed a massive fraud far larger 
than Bernie Madoff s fraud. They are the Bernie Madoffs of global 
warming. They ordered the censoring and removal of the scientific 
review that they themselves conducted, and like Bernie Madoff, 
they lied to the people who trusted them in order to make money. 
And the CEO 

Mr. Barton. Mr. Vice President 

Mr. Gore. — of the largest, if I could just finish my response. 
Congressman. 

Mr. Barton. Well, I don’t — look, I will stipulate that CO 2 con- 
centrations are going up. There is no debate about that. There are 
about 380 parts per million, and they are going to rise in the neigh- 
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borhood of 500 parts per million in the next 50 to 100 years. I will 
stipulate that. Now, the consequences of that, and whether that is 
because of manmade CO 2 , I think are debatable, and I don’t know 
about this scientific peer review that you just talked about, but if 
somebody lied about something 14 years ago, I am sure Mr. Wax- 
man and Mr. Markey will conduct an investigation and oversight 
hearing into that. 

My question to you was about the cost of the allowance system. 
How are we going to pay for it, and how many jobs are we going 
to lose? Now, if you have got information about something that 
happened 14 years ago, I am sure, again, our chairman and sub- 
committee chairman, Mr. Stupak, who is the Oversight Sub- 
committee chairman, we will look at it. But answer my question 
about the cost, please. 

Mr. Gore. Yes, it is on the front page of the New York Times 
today, by Andrew Revkin. 

The leading corporate carbon polluters themselves conducted a 
review of the science and found that it is valid, and to the point 
you made a moment ago, they verified in their own studies that 
manmade global warming is raising temperatures and causing this 
crisis. 

Mr. Barton. I don’t think that can be proven. 

Mr. Gore. Like Bernie Madoff, they lied about it in order to 
make money, and they themselves profited. The CEO of the largest 
got a onetime payment of $400 million. Now, again, those who have 
trusted them and believed them are due an apology. These corpora- 
tions ought to apologize to the American people for conducting a 
massive fraud for the last 14 years. 

Mr. Markey. The gentleman’s time 

Mr. Barton. My time has expired, Mr. Chairman. 

Mr. Markey. The gentleman’s time has expired. The chair recog- 
nizes the Chairman Emeritus of the committee, the gentleman 
from Michigan, Mr. Dingell. 

Mr. Dingell. Mr. Chairman, thank you for holding this hearing. 
Thank you for recognizing me. You have made me very happy 
today. I get to welcome back two very dear friends, great public 
servants, real patriots, men of distinction and ability, wonderful 
leaders. My old friend John Warner, who lived down the street 
from me, and who has shown himself to be a man of extraordinary 
courtesy and decency in all of his activities. My very special friend 
Albert Gore, whose father and my father and families were friends 
for many years, who served with distinction on this committee, and 
I want to say we had a lot of fun here working on the same ques- 
tions in earlier days that we are today. And I want to say how 
proud I am to see him back, and to thank him for being here with 
us today. 

Gentlemen, when I was at Kyoto, the Chinese, I asked them, I 
said now, you are not going to be covered by this agreement. They 
said no. And they said, I said when will you be covered? They said 
well, we are a developing country, so we are not going to be, we 
are not going to ever be covered by it. And they indicated that they 
really didn’t intend to be covered by it. 

So, now, we have got ourselves in a situation where we are going 
to go forward, and I think we have to go forward, but the question 
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is how are we, if we go forward, are we going to see that we don’t 
carry the burdens of the whole situation? Kyoto gave us the situa- 
tion where the Eastern Europeans were out, because they were 
former Communists, and they were excluded. The Europeans all 
had rightly excluded themselves from coverage. The developing na- 
tions were excluded. And when I looked around the room to see 
who was going to be covered by this proposition, I found it was only 
one country, the United States. 

Now, how do we see to it that these other countries do things, 
that we are going to do and that we agree have to be done, and 
that we are not the only country who is going to suffer the eco- 
nomic penalties of going forward on this, while these other folks 
ride on our back? 

Mr. Gore. Congressman Dingell, thank you for your kind words. 

Mr. Dingell. I meant them. 

Mr. Gore. Senator Warner — I know, and I appreciate it. Senator 
Warner mentioned your work, others did on the Clean Air Act. I 
want to also recall that you were the principal author of the Na- 
tional Environmental Policy Act, and in the same year that was 
passed, the first, the original Clean Air Act was carried by Ed 
Muskie, and our good friend Howard Baker, my fellow Tennessean. 
It passed 425 to 4 on the House floor, and because of the bipartisan 
leadership in the Senate, I believe it passed unanimously, and I 
think, I would just express the hope that we can find our way back 
to that kind of bipartisanship. 

Now, on your question. I believe that the provisions in this bill 
put in place a mechanism for dealing with any recalcitrant nation 
that does not go along, and I believe we have the legal authority 
under the WTO to do that. But before we ever get to that stage, 
I honestly believe that when the United States leads the way, we 
are going to see a big shift with a momentum toward a truly global 
agreement. We talked a little bit about India and China earlier. 
There was a story and a study last week showing, according to one 
scientist, 75 percent of all the ice and snow in the Himalayas could 
be gone in a decade, partly because of global warming and the 
black 

Mr. Dingell. I want to make it clear, I don’t quarrel with 
the 

Mr. Gore. I know you don’t, sir. 

Mr. Dingell. You and I know each other for a long time, and I 
am concerned that other folks are going to skin us. 

Mr. Gore. Yes. 

Mr. Dingell. We are going to do the things, and they are going 
to derive the benefits, and we are going to spend the money, and 
we are going to lose the jobs. Now, how do we protect our people, 
and how do we see that we provide protection for the trade exposed 
industries? 

Mr. Gore. Right. 

Mr. Dingell. And I am not satisfied that this bill has an ade- 
quate protection for our workers and our industries in those area, 
particularly given the attitudes of other countries, which expect us 
to carry the load, while they get a free ride. 

Mr. Gore. Well, just to briefly finish the point, because it is in 
direct response to that question. I was citing that particular science 
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study as an illustration of why I believe that China in particular 
is moving much closer to joining a global agreement. And I believe 
that if the United States leads, we will get a global agreement that 
avoids the problems that you are talking about. 

Were it not to unfold in that way, I believe that we would have 
the means to protect against the problems that you worry about 
rightly, and I believe that we should afford ourselves of that protec- 
tion, and use those tools. 

Mr. Dingell. Now, let me get to one more question, because the 
time is running out. 

We have a choice between, we have got to finance this, and we 
have got to enforce it. Cap and trade is one mechanism. Energy tax 
is another. Every economist says that a carbon tax is a better, 
more efficient, fairer way of doing it. The Europeans have had two, 
and maybe three, fine failures in their application of cap and trade. 
How do we avoid the mistakes that they made, and how do we 
come up with something that gets us the best? 

Nobody in this country realizes that cap and trade is a tax, and 
it is a great big one. And so, I want to get a bill that works. How 
do we choose the best course, cap and trade, carbon tax? At times, 
my dear friend Albert, you have been an advocate of a carbon tax 
as the better way to go. How do we address this problem? 

Mr. Gore. Well, I have, for 20 years, supported a CO 2 tax that 
is given back to the people, so that it is revenue neutral, but ac- 
complishes the desired effect, but I have never proposed it as a 
substitute for cap and trade. I am in favor of both. 

And a number of the countries around the world that have done 
the best job of addressing the climate crisis and strengthening their 
economies, have in fact put both in place. But I believe that the cap 
and trade approach is the essential first step, partly because it is 
the only basis upon which we can envision a truly global agree- 
ment, because it is very difficult to imagine a harmonized global 
tax. 

Mr. Dingell. I apologize, my dear friend, for interrupting you, 
but how do we avoid the mistakes that the Europeans made? They 
screwed it up twice real good. How do we avoid those? How do we 
get a program that really carries out our responsibility and our 
trust to the American people? 

Mr. Gore. I know Senator Warner wants to make a comment, 
but just briefly, I think by learning from the mistakes that they 
made, as they themselves have learned from their own mistakes. 

Mr. Dingell. I am not satisfied 

Mr. Gore. Their initial allocation was off. They have gone back 
and made significant changes. I think that it is beginning to work 
very effectively there, and country by country, we are seeing the re- 
sults there. So, I think we can learn from what they have already 
learned. 

Mr. Warner. Just a brief reply on the issue of China. You put 
your finger on, the man on the street out here is asking us that 
very same question. And my response would be as follows. Because 
of our inability to reconcile differences in the last international 
round, the United States gave cover, they gave protection to China 
and India, to stand back behind us and say they are not going to 
go, we are not going to go. 
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That is why I urge this committee, in its deliberations, you may 
not achieve all that you set out to do in this very courageous bill 
thus far, but as we say, get a beachhead on this issue in this Con- 
gress, because it is only going to get more complicated and tougher 
for successive Congresses. Lay the beachhead, and let us hope that 
we can build on that foundation, and go forward in the coming 
years and achieve totality of our goals. 

Mr. Markey. Thank you. Senator, very much. The gentleman’s 
time has expired. The chair recognizes the gentleman from Penn- 
sylvania, Mr. Pitts. 

Mr. Pitts. Thank you, Mr. Chairman. Welcome, Mr. Vice Presi- 
dent and Senator. Since we don’t have the allocation language yet. 
It hasn’t been released. Whether it is auction or allocation of free 
credits or carbon tax, do you think that Congress and the American 
business community, and the American people would benefit from 
a complete and open hearing on this allocation language once it is 
released, whatever it might be? Should we have open, transparent 
hearings on this before we act? 

Mr. Gore. I mean, I support the leadership of the committee and 
its approach to gathering information, and that would be my an- 
swer. 

Mr. Pitts. OK. Senator Warner. 

Mr. Warner. Well, I would join my colleague on that point. I 
mean, I think transparency is more vital with this legislation than 
anything I have seen in recent times, because 

Mr. Pitts. So, we should have a hearing if — once we have the 
language 

Mr. Warner. Well, I am presumptuous to come over here, as a 
member of the former body, and tell you how to go about your busi- 
ness. 

Mr. Pitts. All right. 

Mr. Warner. I just strongly urge you to do something in this 
Congress. Now, the cap and trade is tough. It is a tough issue, but 
we don’t want to appear that we are using cap and trade as a 
means to just tax those who can pay to distribute it all over. 

Mr. Pitts. OK. Thank you. Senator. 

Mr. Warner. Thank you. 

Mr. Pitts. Mr. Vice President, I did not hear your answer to Mr. 
Barton’s question. What is the cost of this bill to every American 
family? 

Mr. Gore. Well, the study that I think that is most authori- 
tative, before taking into account the savings in their energy use 
that this bill will occasion, is around $0.30 a day. But again, let 
me emphasize that I think there will be actual reductions. And the 
reason is actually very simple. During the days of very cheap en- 
ergy earlier in the century, we developed patterns that led to huge 
amounts of waste in energy that we all began to just kind of take 
for granted. And with the better engineering and the better science, 
the retrofitting and installation of more efficient ways of using en- 
ergy really allow sharp reductions. 

In the State of California, which adopted some of the provisions 
that are similar to those in this bill, for the last 30 years, there 
has been a zero increase in energy use per capita, but while the 
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economy has grown in California, GDP by 80 percent over the same 
period of time. 

Mr. Pitts. OK. Is that $0.30 per family per day, or per person? 

Mr. Gore. I believe it is per household. 

Mr. Pitts. Per household. 

Mr. Gore. Yes. 

Mr. Pitts. And do you concur with that. Senator Warner? 

Mr. Gore. About a postage stamp per day, but again, I think 
that much more than that will be saved by implementing the other 
provisions of the bill. 

Mr. Pitts. And can you supply us with the study, or the ref- 
erence to the study? 

Mr. Gore. I believe that it is the EPA study that was produced 
two days ago, three days ago. 

Mr. Pitts. All right. Thank you. 

Mr. Gore. And I believe it has been presented to the committee. 

Mr. Pitts. Thank you. William Nordhaus, one of the most distin- 
guished experts on the economics of climate change, has pointed 
out that the Kyoto Protocol would have imposed disproportionately 
large costs on the U.S., yet it would have had almost no effect on 
global temperatures. In large part, the lack of results stem from 
the refusal of China and India to adopt firm, binding caps on their 
domestic emission. How do you explain the statements of China 
and India, that they made at Bali, demanding that the developed 
world pay them for any greenhouse reduction costs that they incur? 
They have demanded that the developed world pay them for any 
greenhouse gas reductions that they make. 

Mr. Gore. Well, the rhetoric between the developed and the de- 
veloping countries has been in a rut for years and decades. The re- 
ality of the world today is that China has moved a long way. China 
is ready to move at Copenhagen. I think you have got a very dif- 
ferent situation with China today. 

Mr. Pitts. So, you do not feel that this principle of income trans- 
fers to the developing countries is valid. 

Mr. Gore. I think that technology assistance and adaptation, I 
think adaptation to the impacts of climate change is particularly 
important, and I think the way it is addressed in this bill is excel- 
lent. 

Mr. Warner. I associate myself with the comments of my col- 
league here. We just dismiss that type of argument out of hand. I 
think world condemnation of China and India will come about 
shortly, if there is some foundation in fact, and I believe it is, of 
the EPA finding that this is detrimental to health, those two na- 
tions ought to high on the areas where that health is going to 
be affected, and this may change their thinking. 

Mr. Pitts. Thank you, Mr. Chairman. Yield back. 

Mr. Market. The gentleman’s time has expired. The chair recog- 
nizes the gentleman from Washington State, Mr. Inslee. 

Mr. Inslee. Thank you. Mr. Vice President, I hope you will con- 
vey our thanks to Tipper Gore for her work on this cause as well. 
I have got two questions today. 

First, I want to ask about a position a relatively well known indi- 
vidual has taken at one time about a cap and trade position. I just 
want to read a question and an answer, a quote from February 15, 
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2007. This former Congressman was asked in 2000: “Candidate 
George Bush pledged mandatory carbon caps. It was a campaign 
pledge. What did you think of it at the time? Were you for that?” 
This former Congressman answered: “I think if you have manda- 
tory carbon caps, combined with a trading system much like what 
we did with sulfur, and if you have a tax incentive program for in- 
vesting in the solution, that there is a package there that is very, 
very good. And frankly, it is something I would strongly support.” 

This action plan is essentially what we are doing in this bill, of 
a carbon cap, a trading system, and incentives for the development 
of entrepreneurship. This former Congressman went on to say that 
caps with a trading system on sulfur has worked brilliantly, be- 
cause it brought free market attitudes, entrepreneurship, and tech- 
nology, and made it very profitable to have less sulfur. So people 
said wow, it is worth my time and effort. 

Now, that former Congressman who said that on February 15, 
2007 was former Congressman Newt Gingrich, who will shortly 
come into this room and testify that this bill is a combination of 
bubonic plague and Ebola virus for the U.S. economy. 

Is there any scientific reason, of which you are aware, that would 
make a carbon cap system, of the type we have proposed, produc- 
tive economically, and a wise move on February 15, 2007, and 
today, unfathomably destructive? 

Mr. Gore. I think I will try to dance around that question. 

Mr. Inslee. You are entitled to, as a former Vice President. You 
have that right. We will take that as a rhetorical question, and 

Mr. Gore. Well, see, I think that one of the great questions here, 
for those of us who believe in capitalism and the power of the mar- 
ketplace, is why don’t we use this great tool to solve the biggest 
crisis we are facing? CO 2 is invisible, tasteless, and odorless, and 
more importantly, it is not registered on the accounting ledgers. It 
has no price associated with it. So, the old aphorism, out of sight, 
out of mind, applies. As a consequence, we in this world, today, will 
put 70 million tons of it into the thin shell of atmosphere sur- 
rounding the planet. 

Scientists have known for 150 years that CO 2 traps heat, and for 
100 years, have worried that a massive increase would trap so 
much heat that it would cause big changes. And for the last 25 
years, we have had the preeminent scientific organization in the 
world, the 3,000 best scientists in the world, from 113 countries, 
have issued four unanimous reports saying we have got to deal 
with it. 

So, how are we going to deal with it? The best way to deal with 
it is to use the marketplace. 

Mr. Inslee. Mr. Vice President, I want to ask you about, in a 
local impact, how that would work. I was happening to talk a guy 
who runs Taylor Shellfish. They have an oyster farm in Puget 
Sound, really reputable business for a long time. They can’t grow 
oyster seed now in Puget Sound the last couple of years, and there 
is a very strong suspicion it is associated with the acidification of 
the ocean, which you educated us about. 

By the way, the NOAA research is that this is happening in the 
West Coast United States, probably twice as fast, which is now 30 
percent worse than preindustrial times, there is new research on 
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this. He could lose his business as a result of a policy of inaction, 
which some are suggesting here, that we should not act. And many 
of us believe that the costs of inaction here are much greater than 
the cost of action, that we will reduce the cost to the U.S. economy 
by actually acting. And I have got a lot of business in my district, 
like right across the right. Sapphire Energy. They are doing algae- 
based biofuels, Infinia Energy, doing Stirling Engine solar. We can 
grow the economy and avoid the devastation a lot of these busi- 
nesses, like the Taylor Oyster Farm may have. Is that a fair projec- 
tion of what the future could be? 

Mr. Gore. Well, I think it is, and it is a challenge to the moral 
imagination, to deal with the scope and scale of these changes. The 
idea that the entire world ocean would grow so acidic that every- 
thing that makes a shell will be unable to do so, unless we take 
action, is just astounding. And at the base of the food chain are 
these tiny little critters that have very thin shells. They are al- 
ready being affected. If the base of the food chain is affected, then 
everything up the food chain is affected. 

The coral reefs are already under stress, great stress. A study 
just came out showing the Great Barrier Reef of Australia, the 
largest reef system in the world, thousands of miles, will be func- 
tionally dead by 2050 without action. Now, it is a combination of 
the warming water temperatures and the acidification, but yes. No, 
I think you are right on target. We need to address this. 

Mr. Inslee. Thank you. 

Mr. Gore. And thank you. Congressman Inslee, for your out- 
standing leadership and initiative on this issue over the years. 

Mr. Markey. The gentleman’s time has expired. The chair recog- 
nizes the gentleman from Oregon, Mr. Walden. 

Mr. Walden. Thank you very much, Mr. Chairman, Mr. Vice 
President, Senator. It is good to have you before the committee. 

I wanted to just note that Mr. Vice President, your reference to 
$0.30 a day comes from an EPA study, I believe. Unfortunately, 
that EPA study also assumes 150 percent growth in nuclear power 
in order to achieve that $0.30 a day, and that nuclear part is not 
in this bill. 

I know there is concern about worker retraining. Mr. Vice Presi- 
dent, you have said you wanted every coal worker who lost his job 
to get a job. Unfortunately, the worker transition piece in this bill, 
all we have is in parentheses, to be supplied, page 568 of the bill. 
And I have asked every other witness this, have you each read the 
bill in its entirety? Can I get a yes or no? 

Mr. Gore. Congressman, I have read all 648 pages of this bill. 
It took me two transcontinental flights on United Airlines to finish 
it. 

Mr. Walden. And I get another one at 2:00. Senator Warner, 
have you read the bill? 

Mr. Warner. The answer is no, I have not. 

Mr. Walden. All right. Let us, then let us go on to a couple of 
points, because 

Mr. Warner. I am trying to 

Mr. Walden. Mr. Vice President, because you talked about an 
issue that is dear to my heart, and I have raised it at every hear- 
ing I have participated in, and that is the health of America’s for- 
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ests. I come from a district with 11 National Forests in it, with 20 
percent unemployment in some of these counties, because nothing 
is happening meaningful in these forests. I am a big advocate of 
biomass. Do you support, yes or no, because we are tight on time, 
biomass from federal forests as a renewable energy source? 

Mr. Gore. You know, I think the protection of the federal forest 
is important, and Congressman, as a matter of curiosity, are you 
seeing the tree death in your forests from the 

Mr. Walden. Yes. 

Mr. Gore. — ^beetles and the drying? 

Mr. Walden. In fact, this is from 1989. Tanner Gulch fire. It 
wiped out Spring Chinook Salmon Run in Oregon’s Upper Grande 
Ronde River. This is an overchoked forest, although it looks fairly 
healthy from this picture. In California federal forests, here is what 
happens after you treat it and get it in, sorry. I am sorry. Here is 
what happens when you treat it, and try and manage it for old 
growth. This is the Malheur National Forest. It is out in Harney 
County. They have 20 percent unemployment right now. This is 
what happens when you don’t treat it, and it burns. 

Mr. Gore. When you say treat it 

Mr. Walden. Get in and manage it the way the biologists believe 
it should be managed. We have a 79 year backlog at the rate we 
are treating right now, to get these forests into balance, to deal 
with the climate change that you outlined. And the Forest Service, 
as you know, has done terrific research work over the years, trying 
to figure out climate change, and what needs to be done as man- 
agement in these forests. 

That Malheur National Forest I referenced, they are at least 25 
years out, based on the limited amount of acreage. We had inves- 
tors that were ready to go into that county with 20 percent unem- 
ployment, and do woody biomass production of renewable energy, 
and they cannot even get certainty from the forest of supply. 

This legislation, on page 8, says woody biomass is not renewable 
if it comes off federal ground, period. Beyond that, the way it is 
written, I have had private land foresters tell me, even off their 
private land, it would shut down biomass facilities if you followed 
this. 

Does that make any sense to you? 

Mr. Gore. Yes, sure. Yes. No, I understand exactly what you are 
saying. 

Mr. Walden. Do you agree with shutting it down? Do you agree 
with this language? 

Mr. Gore. I don’t have a lot of confidence, based on what has 
happened in the past, when something, you know, I think that if 
you and I could sit down and talk about every little detail of which 
tree and so forth. You know, in Canada, they have this kind, a 
management approach. 

Mr. Walden. Right. 

Mr. Gore. And yet, their forests are being devastated. 

Mr. Walden. And why is that? 

Mr. Gore. It is primarily because the warmer temperatures are 
allowing that 

Mr. Walden. OK. So, doesn’t that 
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Mr. Gore. If I could finish my — you asked me a question. If I 
could finish my answer. It is primarily, according to them, because 

the warmer temperatures 

Mr. Walden. Right. 

Mr. Gore. — due to manmade global warming, are causing the 

pine beetles and bark beetles to 

Mr. Walden. Right. 

Mr. Gore. — go on the rampage 

Mr. Walden. Right. 

Mr. Gore. And they have lost many billions of dollars of 

Mr. Walden. Right. 

Mr. Gore. And when they die and get dry in the higher tempera- 
tures, they are vulnerable to fire 

Mr. Walden. Right. 

Mr. Gore. — and we have had all time record forest fires. 

Mr. Walden. So, doesn’t that speak to managing those forests, 
to thin them out, when you know you are going to have drought, 
to open up the stands, get them back in balance with nature, and 

to be able to — the thing I am fighting here is, when you take 

Mr. Gore. No. 

Mr. Walden. — that material out, to do exactly what Canada is 
doing, to do exactly what needs to happen on the Fremont-Winema 
National Forests, where you have more than 200,000 acres of fed- 
eral forestland that is exactly that way, bug-infested lodge pole 
pine, when that material comes out, why in the Devil do we say 
it is not renewable, and can’t be turned into pucks like this, to help 
reduce carbon from coal? This could be put in a coal plant in my 
district, if they could get enough of this made. This comes out of 
Canada, by the way. They are doing that. Why do we preclude it 
in this bill? 

Mr. Gore. Well, I think the record of what has happened when 
it has been opened up in the past has given a lot of people pause, 
and diminished their confidence that it could be managed in a way 

that resembles the right result, but 

Mr. Walden. Now, as you know, Mr. Vice President, every forest 
has a management plan, and every activity on that forest requires 
full NEPA. Mr. Chairman. 

Mr. Markey. I am just tapping you to just, I am not gaveling 
you, I am just tapping to let you know that you are past. 

Mr. Walden. Because a lot of these answers have gone on for 
twelve minutes after the five. I guess the point here is every activ- 
ity on a federal forest already is covered by NEPA, isn’t it? Every 
management activity. 

Mr. Gore. I don’t think those provisions of NEPA have been ef- 
fective in preventing some of the abuses that occurred during some 
times in the past. 

Mr. Walden. I will tell you this. I will close. Why don’t you come 
out, and I will take you to the Malheur National Forest. And to- 
gether, we will walk in these stands, or the Winema, Fremont- 
Winema National Forests, and we will meet with the professionals. 
Or up in the Wallowa- Whitman, where they are heating the school 
with biomass. Or the Harney County — apparently, I am out of 
time. 
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Mr. Gore. I appreciate your invitation, Congressman. I have 
been to the forests of Oregon. I would love to come back. I was ac- 
tive in forming the Forest Plan of 1994 for the Pacific Northwest. 

Mr. Walden. The Northwest Forest Plan. 

Mr. Gore. Yes. 

Mr. Walden. Which has its own set of issues being implemented. 

Mr. Gore. Yes, but it has been largely a great success. 

Mr. Walden. I dispute that. 

Mr. Gore. Well 

Mr. Markey. The gentleman’s time has expired. The chair recog- 
nizes the gentleman from North Carolina, Mr. Butterfield. 

Mr. Butterfield. Thank you very much, Mr. Chairman. Let me 
also thank both of you for your testimony today, and for your ex- 
traordinary service to our country. 

Let me try to go in a little different direction if I can, and this 
time goes very quickly, as you can imagine. But I represent a very 
low income district in Eastern North Carolina, Greenville, Rocky 
Mount, Elizabeth City, very low income district. We are the fourth 
from the bottom in the United States of America, in terms of me- 
dian family income. I think the income is like $30,400 per year. 
And so we are, essentially, a poor district. 

And so, I am obviously concerned about the costs of this legisla- 
tion, and what it will do to low income families, not just for elec- 
tricity, but for everything that we consume, plastics and rubber, 
and food and the like. And so, my question to you is, Mr. Gore, 
what do I tell a single parent, for example, in my district, with two 
children, two young children, making $8 an hour? What can I say 
to reassure her that she will be able to afford the cost of this legis- 
lation? 

And it may be $0.30 a day, it may end up being much more than 
that. I hope that you are right, and that the, those on the other 
side of the aisle are wrong, but if it happens to be expensive, my 
families, my low income families, cannot absorb the cost of this leg- 
islation. I need some help with that. 

Mr. Gore. Well, I think other provisions of this bill can lead to 
reductions in the cost for that family. And as we saw in Hurri- 
cane — 

Mr. Butterfield. But not immediate reductions. 

Mr. Gore. Well, it depends on how quickly they are imple- 
mented, and how they are taken advantage of. And let me say that, 
as we saw with Hurricane Katrina, low income families are often 
the most likely the suffer the harmful consequences if we do not 
address the global warming issue. And the new job creation that 
comes from the green energy jobs that are being created, are going 
to benefit the same communities of low income families. 

Mr. Butterfield. Well, that is very difficult to explain to a low 
income family that is already in the deficit, in deficit spending. It 
is very difficult, and we need to do a better job in crafting this leg- 
islation, to make sure that we have an economic offset, some type 
of assistance for low income families, to make sure that they do not 
pay an inordinate price for this legislation. 

Senator Warner, as you can see from the ebb and flow of the tes- 
timony today, there are some who criticize this legislation as a 
measure that will result in fewer American jobs and fewer invest- 
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ment opportunities. You talked a few minutes ago about creating 
a beachhead. I know what that means in military language, but 
how can we develop a political beachhead to make sure that the 
American people understand this, and to make sure that the ele- 
ment of fear does not dominate this conversation? 

Mr. Warner. I shared the burdens you have, of talking to my 
people when I was leading the effort in the Senate. It was a brand 
new concept, and we couldn’t establish clear cost parameters. But 
I would say to that wonderful family, the cost today, hopefully, will 
result in an America that they pass on to their children that they 
can enjoy, as did their parents. 

I do believe, and I say this respectfully, Mr. Chairman, and when 
we worked on our bill, I tried to resist a lot of the efforts, good in- 
tentioned, to take such funds that were going to be developed by 
the cap and trade concept, and spread them around in areas other 
than directly for the goals of increasing our energy, clean energy 
output. I think if you begin to try and utilize this bill as another 
means by which to take care of well deserving families and well de- 
serving causes, you are going to lose public support. 

They will pay if they are confident that the dollars in this bill 
go towards the goal of clean energy, cost effective energy, and im- 
proved health. 

Mr. Butterfield. So, you would not support the concept of off- 
setting the economic impact on low income families. 

Mr. Warner. Well, there may be other ways to do it than this 
piece of legislation. If we make this, I would say, when I talk to 
my colleagues, a welfare bill, I don’t think the public is going to 
begin to support it. 

Mr. Butterfield. On the question of the loss of jobs, the 

Mr. Warner. The loss of jobs 

Mr. Butterfield. Does taking action on this legislation come at 
the expense of American jobs? 

Mr. Warner. No, I think quite the contrary. There, authoritative 
polling that shows that the American public looks at this bill as a 
means to increase the number of jobs, as well as help improve 
health conditions, and they are quite anxious to see that it will 
help our national security. 

Mr. Butterfield. Thank you. Mr. Chairman, I yield back. 

Mr. Markey. The gentleman’s time has expired. The chair recog- 
nizes the gentleman from Texas, Mr. Burgess. 

Mr. Burgess. I thank the chairman. I appreciate both witnesses 
being with us today. I appreciate your willingness to hear from 
members of the subcommittee. 

Vice President Gore, when you were here in our subcommittee, 
maybe it has been two years ago, as you were leaving, I recall the 
statement was made that, about a carbon tax that would just re- 
place the existing payroll tax and income tax, and there is a, cer- 
tainly Tom Friedman writing in the New York Times a couple of 
weeks ago, asked the very same question. Would we not be better, 
rather than trying to play hide the ball with cap and trade, would 
we not be better just being honest with the American people, and 
saying we are going to tax energy? We are going to tax carbon. 

And perhaps to the extent that we tried to make that revenue 
neutral by replacing the payroll tax, replacing at least a portion of 
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the income tax with this new carbon tax, would that not be a 
straightforward way for us to go about this, rather than us try to 
pick winners and loser? 

Mr. Gore. As I said earlier. Congressman, thank you for your 
question, as I said earlier, I have supported a revenue neutral CO 2 
tax, with the money given back. It could be given back to the peo- 
ple in a variety of different ways. But I do not support it to the 
exclusion of cap and trade. I think that cap and trade is the essen- 
tial first step in order to use the market forces to address this prob- 
lem, and to secure a global agreement around that principle, which 
already has broad support throughout the world. 

Mr. Burgess. And I actually would dispute that concept, but 
here is part of our problem. I absolutely agree with both of you 
about the economic factors. There is no question that the energy, 
cost of energy, the burden of energy costs on our families has been 
significant, and it will be significant again in the future. So, finding 
ways to deliver energy at a reasonable cost is important, and I — 
no argument with that. 

No argument about the security question. Our good friend, Boone 
Pickens, said it so eloquently last summer, that we are funding 
both sides of the War on Terror. People get that. Our trade deficit 
that has been so high recently, people get the negative impact that 
that has on our economy, and I think one of you even references 
peak oil to some degree. At some point, oil likely is going to be a 
finite resource, and looking for other sources. Absolute agreement 
to that point. 

But we always, then, come down to arguing about, did global 
warming cause Katrina? Did global warming cause the death of a 
polar bear? And there are going to be arguments on both sides. 
Why not just leave that aside? Why not focus on the security? Why 
not focus on the economy? Why do we have to be in a position of 
picking winners and losers? 

We have just watched a financial meltdown in this country the 
likes of which hasn’t been seen in some time. Now, if people like 
credit default swaps, they are really going to like the carbon swaps 
that are going to occur, and the carbon futures swaps. We spent 
a full day in this committee last summer, talking about the manip- 
ulation of the energy futures market in oil. We are going to create, 
I fear, another such system that people who are, have an inclina- 
tion to react dishonestly to systems, are going to actually have a 
new opportunity. Is that not a problem? 

Mr. Gore. Well, let me look at your analogy in a slightly dif- 
ferent way. There were warnings that the credit default swaps and 
the subprime mortgages, and 9ie other activities that caused the 
financial crisis were going to bring us ruin if we didn’t address 
them, and nothing was done about it. If I could finish my answer. 

There are warnings now of a far worse catastrophe, and they are 
coming from a unified IPCC representing the global scientific com- 
munity, and if nothing were to be done about it, the results would 
be far worse. Now, let us look at the subprime mortgages. I remem- 
ber the days when you made a down payment and proved you could 
make the monthly payments. And the risk, we were told the risk 
was washed away by securitizing them and lumping them together, 
and that assumption collapsed. 
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We now have several trillion dollars of subprime carbon assets, 
whose value is based on an assumption that it is perfectly OK to 
put 70 million tons of that pollution up there every 24 hours 

Mr. Burgess. And this is what 

Mr. Gore. So, the reason, in answering your first question. 

Mr. Burgess. I am going to have to interrupt you. 

Mr. Gore. Why we — why can’t we ignore it 

Mr. Burgess. I am going to run out of time. 

Mr. Gore. — because it is the biggest crisis we have ever faced. 

Mr. Burgess. And no one who has come before this committee 
from a scientific basis can show us the smoking gun that mankind 
is causing this to happen. There are, you can create relationships 
between the number of sunspots and the partisan makeup of the 
Senate. Anything can be proven, if you are willing to take the time 
to have the numbers. 

Mr. Gore. Congressman Burgess. 

Mr. Burgess. Let me just go to another point, because it was a 
terribly important 

Mr. Gore. Could I respond to that? 

Mr. Burgess. No, I need to make this point. Dr. Apt, who was 
with us yesterday, and he said it so eloquently, that we have to 
focus on reducing carbon dioxide, rather than trying to pick win- 
ners and losers in this. If we will focus on what is the reasonable 
thing to do, whether we want to focus on security, whether we 
want to focus on the economy, or we can spend a lot more time ar- 
guing about the science of climate change. 

When we construct this bill, and Senator Lieberman, or Senator 
Warner said it so well, when we construct this bill, we have to have 
the flexibility that we give people credit for doing the energy effi- 
ciency things that we want them to do. We give people credit for 
creating the newer technologies that we want them to do, rather 
than us pick every jot and tittle of winners and loser in the bill, 
which is unfortunately the draft that we have in front of us. 

I will yield back, Mr. Chairman, thank you. 

Mr. Markey. Vice President? 

Mr. Warner. Could I have just a minute, less than a minute? I 
think a carbon tax is very simple, very understandable, but I think 
it would bring the bill down. I don’t think you will get the votes 
to support it. The inherent advantages 

Mr. Burgess. And just for the record, I would not support a car- 
bon tax. 

Mr. Warner. Yes, well, all right. The inherent, I think inher- 
ently, in a cap and trade system that can be devised, is the incen- 
tive for the industrial base of this country, the technological base, 
to solve the problems and to go forward. It also, if we have a bill, 
it begins to enable that same base to do its long range planning. 
The power industry has to look forward 10, 12, 15 years out, as to 
their requirements, and if we keep hanging over this, global warm- 
ing thing over their head, they can’t make their orderly planning. 
We have got to get the beachhead. We have got to tell them here 
is what we are trying to do, and can you do it, if we give you this 
flexibility and this support. And they did it in clean air. They can 
do it in this. 

Mr. Markey. The gentleman’s time has expired. 
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Mr. Burgess. I would just make the point, this bill does not have 
the flexibility inherent in the language as it is before us today. 

Mr. Markey. The gentleman’s time has expired. The chair recog- 
nizes the gentleman from California, Mr. McNerney. 

Mr. McNerney. Thank you, Mr. Chairman. First of all, I would 
like to ask the committee, with unanimous consent, that I be al- 
lowed to submit comments for the record on behalf of the National 
Association of Realtors. 

[The information was unavailable at the time of printing.] 

Mr. Markey. Without objection, so included. 

Mr. McNerney. Thank you. Mr. Gore, I have to. Vice President 
Gore, I have to just admire how you have been willing to put your 
personal reputation on the line year after year, for something that 
you truly believe in, despite the most vicious attacks on your char- 
acter, that are totally without merit. And that takes a great 
amount of bravery, and I have the greatest amount of respect for 
you for doing that. 

Mr. Gore. Thank you, sir. 

Mr. McNerney. Well, you have been pretty explicit about the 
economic rollercoaster that we have been on, due to energy insta- 
bility, the price instability of energies. Do you believe, that I be- 
lieve, like I believe, that by increasing energy efficiency, and find- 
ing new sources of energy, that we can get ahead of the energy cost 
problem, and ultimately, pay less for energy, for better results with 
the cap and trade system, which will also create jobs, and stabilize 
the economy, and get rid of that rollercoaster? 

Mr. Gore. I certainly do agree with that. I think that if we made 
up our minds to lead this transition, we would benefit not only 
with millions of new jobs, but also, with lower energy costs and a 
much more productive economy. I don’t think there is any question 
about it. The only question is whether we are going to lead the 
world, or whether we are going to follow those who provide leader- 
ship elsewhere. If we lead, we get the jobs. We get the technologies 
to sell elsewhere, and we get the productivity gains. That is the 
role I think we ought to adopt. 

Mr. McNerney. Thank you. Vice President. Senator, do you 
want to respond to that? 

Mr. Gore, you mentioned the smart grid as a part of the solution 
to reducing our carbon emissions. Can you explain the connection 
there? I think it is something that a lot of people don’t quite under- 
stand. 

Mr. Gore. Yes. The phrase smart grid is confusing to some, be- 
cause in many parts of the world, it is used to describe the dis- 
tribution of energy, and the use of smart meters that give home- 
owners and business owners a better way to reduce the wasteful 
use of energy, and use efficiency and conservation more effectively. 

But mayb^e we ought to call it a supergrid. That is what the Eu- 
ropeans call one of their proposals, because it essentially has two 
components. It makes it possible to transmit over high technology 
lines, over a long distance, renewable electricity from the areas 
with high sunlight, in the desert, for example, to the cities where 
it is used. And from the wind corridor, that my friend Boone Pick- 
ens talks about a lot, running up north and south along the High 
Plains and the Mountain States, and take that electricity to the cit- 
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ies where it is used, and from the geothermal areas. That is the 
first part, long distance, low loss transmission, from areas that 
don’t have a lot of people, but do have a lot of renewable resources, 
to the places where it can be used. 

The second feature of it involves the use of data processing, 
chips, a very cheap but very powerful and effective information 
technology, to empower the end users to use less and get more, and 
to sell electricity back into the grid, if they put photovoltaic cells 
on their roof, or use small wind, or other forms of what is called 
distributed power generation. 

Mr. McNerney. Thank you. That was a fairly detailed discus- 
sion. 

Do you have any comments about the value of using a Green 
Bank, in terms of making the transition easier for the American 
people, or for the individuals and families in our country? 

Mr. Gore. Well, that is not in the draft of this legislation, and 
I want to reiterate and make it clear that I support this legislation, 
but I am familiar with the proposal that my friend of 50 years, 
Reed Hunt, has put together, with others, called a Green Bank. I 
think it is a very imaginative, very excellent idea, and I commend 
it to your attention. 

Mr. McNerney. Well, thank you. You know, your list of impacts 
due to global warming was fairly sobering. And if we are marching 
along that path, it is fairly risky. Do you think that that is, do you 
think we are sort of on a steady state, or do you think we are accel- 
erating our march down that path? 

Mr. Gore. Well, we are presently accelerating in a direction to- 
ward a precipice. We still have time to change course, and I will 
answer in a way that is also relevant to the answer. The time ran 
out on the exchange that I was having with Congressman Burgess. 

Mr. McNerney. Feel free to end, to respond to that earlier ques- 
tion. 

Mr. Gore. Not too long from now, the next generation is going 
to look back at the beginning years of this century, and ask one of 
two questions. Either they will ask what were you thinking? Didn’t 
you hear the scientists? Why did you prefer to listen to some 
outlier quack that got money from these carbon polluters that were 
engaged in a massive fraud? Why didn’t you listen to the global sci- 
entific community? Just because you didn’t have access to the sci- 
entific studies of the carbon polluters themselves, because they hid 
them, is no excuse. What were you thinking? Why did you let this 
happen? 

Or they will ask a second question, the one I want them to ask. 
How did you find the moral courage to look past the short term 
controversies of the day, and rise to solve a crisis that so many said 
was inconvenient to address? Thank you. 

Senator Warner’s generation won a war in the Pacific and in Eu- 
rope simultaneously, and then put down the Marshall Plan and the 
United Nations and the post-War recovery. It wasn’t very conven- 
ient for them to do, but they did it because our national security 
was at stake. Our national security is at stake now, and it is a 
challenge that this Congress must rise to. 

I don’t know how to say it. I wish I could find the words, to get 
past the partisan divide that both sides have contributed to, but I 
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really wish I could find the words to, that would unlock this. It 
shouldn’t be partisan. It should be something we do together in our 
national interest. The next generations are calling out to us. 

Mr. Markey. The gentleman’s time has expired. The chair recog- 
nizes the gentleman from Louisiana, Mr. Scalise. 

Mr. Scalise. Thank you, Mr. Chairman. 

As we debate what I agree is a very important piece of legisla- 
tion, a piece of legislation, in my opinion, and many others would 
have very detrimental effects on our economy if it was imple- 
mented the way it has been drafted. We have been t^ing to get 
a quantifiable grasp on the cost of this bill, how much it would ac- 
tually cost American families, how many jobs would be created and 
lost, and we have, number one, on the science side, we have had 
very divergent views. We have had dozens of experts come over the 
last few days and testify, giving very different opinions on the 
science. 

On the economics of it, we have not had the same kind of diver- 
gence. In fact, most economists and experts that have testified on 
the cost acknowledge, in fact, I will refer to President Obama’s own 
budget, that was just passed two weeks ago. If you go to page 119 
of the President’s budget, he is anticipating generating $646 billion 
in new tax revenue from this bill. So, clearly, the President expects 
this bill to generate $646 billion in new taxes, that even his own 
Budget Director has said would be passed on to consumers. 

Senator Warner, we had seen numbers on the Lieberman- Warner 
Bill, the President’s Budget Director today, he was the head of 
CBO last year, when he testified on your bill, he said it would have 
cost consumers about $1,300 a year more in their average utility 
bills, in addition to everything else they buy that is related to elec- 
tricity, gasoline, food, anything else. 

Can you, and then Senator Gore, talk to the numbers that the 
Congressional Budget Office, and now, the President’s Budget Di- 
rector, gave to your bill, and how that would relate to this bill, in 
terms of the cost to American families, of implementing a cap and 
trade energy tax? 

Mr. Warner. I would say that the work done by the Budget Of- 
fice on the bill that I was privileged to be working with, is a good 
foundation, and that you can, I think many of the assumptions 
would carry over to this legislation. 

But Congressman, we have got to make a start. If we are looking 
for absolute certainty, we are never going to get a bill. We have to 
start the learning curve, start the process, and then build on it. 
And that is why I strongly urge that you incorporate language, to 
give to the Chief Executive Officer of this country the authority to 
move in when he believes that corrections have to be made. 

Mr. Scalise. And of course, we don’t see that in this, and I am 
sorry to interrupt, but I know my time is limited. Vice President 
Gore. 

Mr. Gore. Congressman, you began by denying that there is a 
consensus on the science. There is a consensus on the science. 

Mr. Scalise. Well, you mustn’t have been listening to our testi- 
mony that we have had for the last few days with dozens of experts 
that have come in, who have given completely different views. So, 
I would 
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Mr. Gore. Well, there 

Mr. ScALiSE. I would encourage you to go back and look at the 
testimony this committee has heard. 

Mr. Gore. There are people who still believe that the Moon land- 
ing was staged on a movie lot in Arizona. 

Mr. SCALISE. And neither of us are one of those, and I know you 
like giving those cute anecdotes. This is not a cutesy issue. We are 
talking about 

Mr. Gore. No. That 

Mr. Scalise [continuing]. Export millions of jobs out of our econ- 
omy, out of our country, and testimony has been given just to those 
numbers. And so, we are talking about a serious consequence that 
there would be on this country, and the carbon leakage that would 
occur, where the carbon would be emitted, but it would be emitted 
in China, in India, and the jobs would go to China and India. And 
that has been testified before this committee in the last few days 
as well. 

Mr. Gore. Man 

Mr. Scalise. Would you testify about the actual cost. Do you 
want 

Mr. Gore. Man 

Mr. Scalise [continuing]. To testify about the cost? 

Mr. Gore. Manmade global warming pollution causes global 
warming. That is not a cutesy issue. It is not an open issue. 

Mr. Scalise. And it is your opinion. Obviously, you have stated 
it many times. 

Mr. Gore. It is the opinion of 

Mr. Scalise. Would you talk to the cost? 

Mr. Gore [continuing]. The global scientific community, and 
more importantly 

Mr. Scalise. And not in unanimity. There are others on the 
other side. 

Mr. Gore. More importantly. Congressman, that opinion is the 
opinion of the scientific studies conducted by the largest carbon pol- 
luters 14 years ago, who have lied to you, and who have lied to the 
American people for 14 years. 

Mr. Scalise. And you talk about carbon — and I have got — I am 
running out of time. We talk about carbon polluters. You talk about 
them. It is my understanding that back in 1997, when you were 
Vice President, Enron’s CEO, Ken Lay, was involved in discussions 
with you at the White House, about helping develop this type of 
policy, this trading scheme. Is that accurate, is it inaccurate? It has 
been reported. 

Mr. Gore. I don’t know. But I met with Ken Lay, as lots of peo- 
ple did, before anybody knew that he was a crook. 

Mr. Scalise. Right. And clearly, you can see why so many of us 
are concerned about this type of cap and trade energy tax, that 
would be literally turning over this country’s energy economy 

Mr. Gore. I didn’t know him well enough to call him Kenny Boy. 

Mr. Scalise. Well — ^but you knew him well enough to help him 
devise this trading scheme, and obviously, we know what Enron 
and these big guys on Wall Street, like Goldman Sachs, and I know 
you have got interests with Goldman Sachs. 

Mr. Gore. No. 
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Mr. ScALiSE. These people — well, it is — that has been reported. 
Is that not accurate? 

Mr. Gore. No, I wish I did. I don’t. 

Mr. SCALISE. With executives from, you are partnered in compa- 
nies with executives from Goldman Sachs. Well, if you are not. Ei- 
ther way, Enron clearly had an interest in doing this. When they 
were around, we saw what they did, and when you see the types 
of people involved in wanting to set up this kind of scheme, you can 
see why so many of us are concerned about turning 

Mr. Gore. Are you 

Mr. Scalise [continuing]. Our energy economy over to a scheme 
that was devised by companies like Enron and some of these Wall 
Street firms 

Mr. Gore. Well, that — I mean 

Mr. Scalise [continuing]. That have wrecked our financial econ- 
omy. 

Mr. Gore. I don’t really know if you want me to respond to that. 
I guess what you are trying to say, you are trying to state that 
there is some kind of 

Mr. Scalise. I mean, clearly, there would be big winners and big 
losers. 

Mr. Gore. You are trying to say that there is some kind of 

Mr. Markey. Mr. Scalise, please allow the Vice President to an- 
swer. 

Mr. Gore [continuing]. Guilt by association. Is that your 

Mr. Scalise. Not association. I am saying that there are going 
to be big winners and big losers in this bill, and that has been dis- 
cussed by everybody talking. Big winners and big losers, but some 
of the big winners are some of the very financial experts that 
helped destroy our financial marketplace, and I think that should 
be noted, that companies like Enron helped come up with this trad- 
ing scheme that we are going to vote, in cap and trade. 

Mr. Gore. Enron didn’t create this proposal in any way, shape, 
or form. That is a false accusation. 

Mr. Scalise. Well, the details are not in this bill. The details are 
not in this bill, and I would suggest that they are. 

Mr. Warner. Mr. Chairman, I do need a few minutes. I really 
have had a marvelous opportunity to work with many, many inter- 
ested parties across this country on this subject, including cor- 
porate America and the business community. And I hope that those 
following this hearing don’t get the views that the wrongdoing by 
what I hope is a very small minority should not be brushed across 
the whole spectrum. 

Indeed, if we are going to solve this problem, we have got to rely 
on the corporate America, the financial America, the technical 
America, to work our way out within the constraints and directions 
of the legislation. But I find that there is far, in the majority, most 
people are trying to responsibly come up with solutions to this 
problem. 

Mr. Scalise. And here is an alternative. The American Energy 
Act, which was filed last year 

Mr. Markey. The gentleman’s time 

Mr. Scalise [continuing]. Which I still think is a better alter- 
native — 
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Mr. Markey. The gentleman’s time 

Mr. ScALiSE [continuing]. To cap and trade is still out there. 

Mr. Markey. The gentleman’s time has expired, and for the 
record 

Mr. SCALISE. I yield hack. 

Mr. Markey. For the record, the proposal that we are consid- 
ering has had the CEO of General Electric, of Alcoa, of Rio Tinto, 
of corporations across the country, who have testified in conjunc- 
tion with major environmental groups. That is the proposal that we 
are considering. 

The chair recognizes the gentleman from Vermont, Mr. Welch. 

Mr. Welch. Thank you, Mr. Chairman. Thank you. Senator. 
Thank you, Mr. Vice President. 

I am a new member of this committee, and as I have listened to 
the questions of my colleagues on both sides, I have come to the 
conclusion that there are those of us who, I think, basically take 
the view that you have advocated, that we have to act, and then, 
some of the opposition comes from folks who don’t believe it is nec- 
essary. They essentially deny the existence of the problem. But 
there are many good faith questions about what the impact will be 
on jobs, the dislocation, the economy. People like Mr. Burgess, Mr. 
Walden, have asked that questions that, frankly, I think those of 
us who are advocates have the burden of doing our best to answer. 

But at times, it sometimes seems as though those concerns be- 
come not so much addressed to solve the problem, but to avoid ac- 
tion. And Senator, I am going to ask you, based on your 30 years 
of service in the United States Senate, having to find common 
ground with people on the other side of the aisle, what advice do 
you have to those of us who share your view that this is a bill that 
has to be passed? How do we find a way to reach agreement with 
the good faith objections that come from people who don’t agree 
with us quite yet? 

Mr. Warner. Well, that has been the history of our Congress 
since its very inception. We are admired by the world for many rea- 
sons, and one is that we have the longest continuously surviving 
form of government, and it provides for healthy debate. It provides, 
to the extent possible, for full debate. 

Unfortunately, our chamber, the Senate, now has had less and 
less debate, because of resorting to certain rules which are on the 
book, created by ourselves, but it is important that the views of 
those in opposition be heard, respected, because I think most peo- 
ple are conscientious, who object to this. But we have got to find 
a way. You cannot just accept, throw up your hands. We can’t do 
it. We just must do it. 

Maybe you are not going to, and I hope you get as much as you 
think you can, but you are not going to get the whole loaf You are 
going to get a part of it, but you will have sent the signal across 
America that the Congress is ready to move forward on this issue, 
and that will get the attention here at home, and that will get the 
attention of the world. 

Mr. Welch. Thank you, and Mr. Gore, I want to ask you your 
thoughts on a couple of approaches that I think make sense to 
take, in order to try to build some of these bridges. 
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One is efficiency. You have talked about that. My view, and I 
have some aspects in this bill, that say we start addressing this by 
efficiency. It is within our control. We have got a provision in the 
bill, a small one, but important one, to allow homeowners to get tax 
credits, businesses to get tax credits and incentives, for saving. The 
more they save, the more of an incentive they get. It is the local 
jobs that you spoke about. I would hope that that would be a way 
of finding some common ground. 

And a second issue may be to incorporate into this legislation a 
monitoring device to basically ask these questions every three 
months or six months, about what is, in fact, the job impact, be- 
cause those are fair questions. 

And I want to get your advice and thoughts about suggestions 
you might have to try to provide some legitimate reassurance to le- 
gitimate questions that are raised about dislocation and economic 
impact. 

Mr. Gore. Yes. Well, I think the provisions of the bill in the cur- 
rent draft adequately and imaginatively address that question. I 
think there would be potentially massive job losses, if we did not 
adopt this legislation, because if we just continue on with business 
as usual, ignoring the warnings, and then, just sit and wait until 
the oil prices go sky high again, that is what would cause the mas- 
sive job losses. 

I think that the creation of jobs by this bill will far, far outstrip 
any losses that would be associated with it. I genuinely believe 
that. 

Mr. Welch. OK. And what do you think about having in the bill 
some provision to actually try to monitor that, some referee that 
is actually looking at the data, what is the impact of each provision 
of the bill, and providing, as we go along, some data that hopefully 
is credible? 

Mr. Gore. Well, that sounds like a good idea to me. I know that 
there are provisions in the legislation now that require regular re- 
ports and regular analyses of several matters, some of which do re- 
late to this. If they need to be fine-tuned, then maybe that is a 
good thing. 

Mr. Welch. OK. Thank you very much. Senator. 

Mr. Warner. While I haven’t read the whole bill, I have studied 
those portions I felt that would be addressed today, and particu- 
larly, the area of national security. 

So, I think you should monitor. In order to give the President the 
guidelines as to move forward with the throttle or pull back on the 
throttle. 

Mr. Welch. OK. Mr. Chairman, I will yield back, but I just want 
to tell the Vice President that my office in 1404 Longworth, I be- 
lieve was your dad’s, that is what they were saying, when he was 
in Congress. 

Mr. Gore. Oh, that is great. I didn’t know that. 

Mr. Welch. And I am living in an apartment that you may be 
familiar with, it is the Tennessee Apartment in the Methodist 
House with Congressman Cooper. 

Mr. Gore. Oh, great. 

Mr. Welch. And I don’t know if you left anything behind, but we 
will check. 
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Mr. Gore. Not that I know of, but thank you. 

Mr. Markey. ok. The gentleman’s time has expired. The chair 
recognizes the gentlelady from Wisconsin, Ms. Baldwin. 

Ms. Baldwin. Thank you, Mr. Chairman, and thank you to our 
witnesses, Mr. Vice President, Senator Warner. It is an honor to 
have you here, and we appreciate your knowledge and insights on 
this issue. 

Our Nation’s security, our planet’s sustainability, and our chil- 
dren’s future really do hang in the balance at this moment. And 
the world is watching our every step. They are looking to us, with 
the largest economy, the greatest innovations, the richest re- 
sources, to bring leadership and commitment to this issue, and to 
Copenhagen and beyond. I believe we absolutely cannot show up to 
Copenhagen empty-handed. 

Mr. Vice President, I know you have met with leaders from all 
over the globe on this issue and many others. And so, I would like 
you to speak, in perhaps a little bit of a crystal ball, looking into 
the future, how would the world respond to our bringing the poli- 
cies in this bill to the table in Copenhagen, and how would the 
world react if we fail to act, and we don’t have those policies to 
bring to the negotiating table in Copenhagen? 

Mr. Gore. I think the enactment of this legislation and the adop- 
tion of a position by the Obama Administration, that was in keep- 
ing with this legislation, would be met with great relief and ap- 
proval, although I must tell you that the reductions in this legisla- 
tion and those proposed by the Obama Administration are far short 
of what would cause cheering and celebration in the rest of the 
world, because so many other parts of the world have already gone 
much farther. 

But I think that it would be met with a sigh of relief. I think 
there would be, I think it would lead to a major shift by countries 
around the world, and would lead to an agreement that would put 
in place a mechanism for solving the climate crisis. 

Were this legislation not to pass, and if the Administration went 
to this global negotiation without this legislation, then I think we 
might well see a slow motion collapse of the negotiation, much as 
the Doha Round has all but collapsed. And I think that would be 
awful to contemplate. 

I have no idea how the world could regroup and come up with 
some other approach, without wasting decades, and of course, as 
many of you are well aware, some of the leading scientists in the 
world have said for some time now that we may be within a decade 
or so of crossing a tipping point beyond which this could unravel 
on us. 

I mentioned in my opening statement that the disappearance of 
the ice in the Arctic is already leading to methane releases from 
the thawing tundra. If that were to accelerate, it would be one of 
several tipping points that we really ought to avoid crossing. 

Ms. Baldwin. Well, I have fairly recent recollections of the De- 
cember 2007 round in Bali, where one negotiator, I think it was 
from Papua New Guinea, was famously quoted as saying to the 
U.S., we look to your leadership, we yearn for your leadership, but 
if you are not going to lead, please get out of the way. And I do 
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not want to see any sort of repeat of that type of thing on the world 
stage. 

Now, I want to relate to your struggle a few moments ago, to 
come up with the right words to define this moment, because we 
are talking and asking questions based on the concerns that our 
current constituents raise with us about this measure. And I won- 
der, what if the future generations had a voice, and if people living 
in our districts in 2080 or 2090 could speak to us now, what would 
they be saying? And I think we would be acting fairly hastily, if 
indeed, we could hear their voices as we hear our constituents 
today. 

I will give you one piece of poetry, actually, that I think brings 
it out pretty well, by a fellow named Drew Dellinger. He says: “It’s 
3:23 in the morning, and I am awake, because my great great 
grandchildren won’t let me sleep. My great great grandchildren ask 
me in my dreams, what did you do when the planet was plun- 
dered? What did you do when the Earth was unraveling?” 

And with that, I want to ask Senator Warner if 

Mr. Markey. If you could ask one quick question. 

Ms. Baldwin. I had heard an anecdote, and I wanted to hear 
from you if it was true, that you came to your position on climate 
change, and your leadership role, at the urging of your grand- 
children. Is that correct? 

Mr. Warner. Yes, that is quite true, in many ways. But I also, 
the gentleman that came from forest country, I went out in 1943, 
of course, that was before you were born, and worked in the forest 
as a firefighter and a trailblazer. And those were pristine forests. 
A couple of years ago, I was out there in the same region. I asked 
the Forest Service to take me in. I didn’t know where I was. I 
couldn’t recognize it any. We drank out of the streams. We swam 
in the streams. We enjoyed the pristine forests. It is gone. 

So, my children and grandchildren hold me accountable, and in- 
deed, my own personal experiences were a factor. But it came al- 
ways back to national security, as I am urging this committee to 
incorporate. 

Mr. Markey. The gentlelady’s time has expired, and all ques- 
tions from the subcommittee members has now expired. Now, con- 
sistent with a prior unanimous consent request to allow members 
of the full committee, who are not members of the subcommittee, 
to ask questions of our two witnesses, we will proceed to recognize 
those members. 

However, I want them to know that I am going to rigidly employ 
the five minute rule with those four members, and I urge you, if 
you want an answer from the witnesses, not to have a five minute 
statement with a question at the five minute point, because you 
will not be receiving an answer, because we have Speaker Gingrich 
waiting for us in the anteroom, and each of you will be given five 
minutes, so please try to give the witnesses time to answer your 
question in the five minute time period. 

We will begin by recognizing the gentleman from California, Mr. 
Radanovich. 

Mr. Radanovich. Thank you. Chairman Markey, and I want to 
welcome Mr. Vice President and Senator to the committee hearing. 
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I was born and raised in the Sierra Nevada Mountains in Cali- 
fornia, right next to Yosemite, and I just, this debate, listening to 
this debate is very interesting, but I am very intimate with forest 
policy, forest management practices in the Sierra Nevada Moun- 
tains, very intimately involved with the California drought and 
what is going on out there. And I can tell you that the things that 
more adversely affect California’s water supply and forest manage- 
ment practices in California is environmental alarmism, and it has 
resulted in some very bad management of our national forests. Has 
led to fuel buildups, more intense fires, that leave the area more 
devastated. 

In the San Joaquin, in the water supply in California, it is due 
to three different lawsuits that have restricted water deliveries for 
agriculture for a delta smelt, a worthless little worm in the delta 
that needs to go the way of the dinosaur, you know, and they have 
shut pumps down and restricted water deliveries to California over 
that thing, when what is eating it is a striped bass, which is a non- 
native species in the delta, and yet, the collaboration between envi- 
ronmentalists and sport fishermen has led to the dealing with the 
truth of the situation in the delta. As a result of that, there are 
zero water deliveries to my farmers. It is costing 40,000 to 60,000 
jobs this year, and a $6 billion hit to our economy. 

That is not global warming. That is not global warming that is 
causing problems in our forests. It is the result of bad policy, be- 
cause of environmental alarmism. And I think that the current de- 
bate over global warming and cap and trade is another result of en- 
vironmental alarmism. And I want to, you know, there is a couple 
of transitions we have made in the history of the country. 

We had the light bulb came up, and we had either to move from 
candle power to light bulbs. We had cars. Finally, Henry Ford came 
up with the car. We needed to move from horses to cars. Hell, even 
when we went to the Moon, we had a Moon to shoot for. But you 
are saying on fossil fuels, and setting up a scheme, frankly, that 
is causing to leave fossil fuels for an unidentified replacement. And 
the notion that you can do that on renewable energies, and the 
technology that we have right now, to me is disingenuous. The fact 
that you can rely on this transition with solar and wind energy, 
and enhance the economy, and reduce our reliance on foreign fuels, 
that to me is the biggest fraud that is being perpetrated in this 
country right now. 

I think that there is ample evidence that the planet is warming. 
I think it is debatable whether it is manmade, caused. I think that 
if you want, if you are even concerned about the world coming to 
an end, there is nothing that we can do to prevent that from hap- 
pening, and that kind of alarmism. 

My problem is that you can’t make this transition without break- 
ing the back of the economy of the United States, unless you have 
a new fuel that you can jump to. I would much rather spend bil- 
lions of dollars that you are planning on spending, identifying a 
new energy source, and then let us identify that, and then we can 
make the transition to the new energy source. But I have got to 
tell you, your notion that this planet is going to fry in 30 years. 
This Congress doesn’t know what is going to happen in a week, let 
alone 30, 40 years. 
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I think if you, that the way to address this problem is to put our 
efforts behind identifying a reliable replacement for fossil fuels, 
and you have not identified it so far, and any transition that you 
think you are going to make is going to be so heavily subsidized 
that you are going to bankrupt this country on this notion of cap 
and trade. 

I am — no. I am all for efficiencies. We have air problems in Cali- 
fornia, renewable energies, things that keep the air clean out there, 
but unless you come up with a replacement to fossil fuels, you are 
not going to be able to make that transition, and I think that aside 
from the sky is falling, we are going to be dead in 30 years and 
the planet is going to burn up, I think the reasonable approach to 
this problem is innovation, efficiency, a robust economy, which you 
will destroy with cap and trade, and moving toward a new energy 
source that we can all start to rely on 

Mr. Markey. The gentleman’s time has expired. 

Mr. Radanovich. Thank you very much, Mr. Chairman. I have 
said what I want to say. 

Mr. Markey. I know you have, but I think I am going to modify 
my earlier statements. 

Mr. Gore. Could I respond briefly? 

Mr. Markey. And allow the witnesses — no further interventions 
by the members after five minutes will be allowed. Mr. Vice Presi- 
dent. 

Mr. Gore. Congressman, I think we actually do have an excel- 
lent idea of where the renewable energy can come from. The very 
best 

Mr. Radanovich. If you would like — explain to Congress — if you 
are going to bankrupt this country. 

Mr. Markey. The gentleman’s time has expired. 

Mr. Radanovich. So — I should be able to respond. 

Mr. Markey. If the gentleman is going — you did not give him 
time within your five minutes, which was the request which I made 
of the gentleman, is now being given this time under a unanimous 
consent request. The Vice President sought several times to gain 
your attention to answer your question within that five minute pe- 
riod. 

You did not choose to recognize him. 

Mr. Radanovich. If he would give, then 

Mr. Markey. The Vice President is now 

Mr. Radanovich. If he would, then, give me the benefit of ex- 
plaining the costs of this 

Mr. Markey. The Vice President is now 

Mr. Radanovich [continuing]. Program to the American people, 
then I will 

Mr. Markey [continuing]. Going to answer your question. 

Mr. Radanovich [continuing]. Then I would love to hear that re- 
sponse from the Vice President. Thank you, sir. 

Mr. Markey. The Vice President is going to answer your ques- 
tion. Thank you. 

Mr. Gore. I will just say briefly that I think we do know pretty 
well exactly what the sources of renewable energy can be. And the 
cost is coming down almost as rapidly as in the early days of com- 
puter chips, when you got that Moore’s Law curve. We are begin- 
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ning to see something like that in photovoltaics. Concentrating 
solar thermal, photovoltaics, wind power, geothermal, efficiency, 
and conservation are, I think, now ready to go. 

So, I will — well, let me just make one other point. Enough sun- 
light falls on the land surface of the Earth in 45 minutes to provide 
a full year’s worth of energy use for the entire planet. And the en- 
gineers and scientists in this country have been making fantastic 
breakthroughs in how to innovate more efficient versions of it. 

Mr. Markey. The gentleman’s time has expired. Nothing — Sen- 
ator Warner. 

Mr. Warner. Something that I said this morning, and I don’t 
think that my colleague, either, is predicated on we are going to 
abandon fossil fuels. It is more how can we do it more efficiently, 
and in such a way, consume them so as to have minimal damage 
to the environment and to health. So, we are always going to have 
that. 

But we put such emphasis as we can to encourage wind, solar, 
and the like, but it is not going to transplant fossil fuels. 

Mr. Markey. Thank you. Senator. The chair recognizes the 
gentlelady from the Virgin Islands, Ms. Christensen. 

Ms. Christensen. Thank you, Mr. Chair, and I would like to 
welcome Vice President Gore and Senator Warner, and to thank 
you for your service, as well, and for the leadership you have pro- 
vided on this issue, which has really brought about the consensus 
that we have in this country, that we must act today. 

I guess I would ask both of you, many in the committee have 
complained about the 25 percent reduction in greenhouse gas emis- 
sions, in poor communities especially. The American Public Power 
Association on the panel yesterday recommended 15 percent reduc- 
tion by 2025. 

Is that good enough, and what would you suggest to help commu- 
nities and power companies reach that 25 percent that they don’t 
think they can reach today? 

Mr. Gore. No, I don’t think that would be good enough at all. 
The committee draft already represents a significant compromise, 
compared to what the, what others in the global negotiation are al- 
ready doing, and what the scientific community says is advisable. 

I support the committee bill, regardless of that, because I think 
it is an excellent bill, and will set in motion a process of change 
that will lead to steeper reductions in a way that benefits our econ- 
omy tremendously. But to cut back from the reductions in the bill, 
I think would cross a line that we should not cross at all. 

Ms. Christensen. Did you want to add anything. Senator War- 
ner? 

Mr. Warner. Again, I come back to a basic premise I have. Let 
us draft the legislation, so we are directing ourselves towards reso- 
lution of the problems of how do we take our existing and addi- 
tional energy sources, and do it efficiently and healthy. 

I tried, as best I could, not to let the Senate bill begin to be a 
welfare, or to help the needy. Those needs are there. They are defi- 
nite, and how well you know that. But this legislation is directed 
towards a new energy policy. 

Ms. Christensen. But that being said, and this was my second 
question anyway, there are many communities, especially African- 



911 


American, Hispanic-American, Native American, that have not 
been really benefiting from our economy as it is today. Do you 
think that our new green economy can be a vehicle to help close 
the gaps for those communities, and bring them into the main- 
stream? And I would ask both of you that question. 

Mr. Warner. I would say to those groups that you have identi- 
fied, who are just as, have every right to the clean air and clean 
water and good food as do I, that this bill is directed to help them 
improve their quality of life, no matter what their economic status 
may be. 

Mr. Gore. I will, you know. Van Jones, who is now a part of the 
Administration in charge of green jobs, is the most eloquent 
spokesman I know on this point. But just to give a couple of exam- 
ples. This bill will have a lot of incentives to unleash many jobs in 
insulating homes, changing out lighting and windows, and those 
jobs can’t be outsourced. They are in the community, and they are 
good jobs, and there are a lot of them. 

Ms. Christensen. Thank you. It has been mentioned several 
times throughout the hearings that the benefits of addressing the 
concerns discussed in the bill, as both of you have basically just 
said, will over the long term, buffer the costs for the American peo- 
ple. The bill discusses the necessity for the Federal Government to 
establish measures to assist natural resources adapting to climate 
change. Are there one or two specific strategies that we should 
focus our attentions on? 

And additionally, to what extent will support of international ad- 
aptation strategies, such as preventing deforestation, assist in re- 
ducing the pressures levied on the United States and territories? 

Mr. Gore. The U.S. Conference of Catholic Bishops issued a very 
eloquent statement this past week, and part of their statement 
supports robust measures for adaptation, and both here at home 
and internationally. And I think that is very crucial, and I com- 
mend the authors of the bill for including it, and I agree with you 
that it is very important to do it. 

We look at the fact that poor and disadvantaged people in our 
country, as well as in the rest of the world, are those most likely 
to be victims of this. Indeed, many already have been, and so, ad- 
aptation is a crucial part of the response. 

Mr. Markey. ok. The gentlelady’s time has expired. The chair 
recognizes the gentlelady from Tennessee, Ms. Blackburn. 

Ms. Blackburn. Thank you, Mr. Chairman, and thank you to 
both of you for your patience today. Vice President Gore, you and 
I have had the opportunity to represent some of the same people 
from a truly wonderful state. And you talked a little bit about peo- 
ple have to have trust in what you are doing, and I think you know 
that this bill is going to fundamentally change the way America 
works, and it is going to affect families. We have all talked about 
how it affects individuals, and what it is going to do to their budg- 
ets, and what it is going to do to jobs in this country. 

And given the magnitude of those changes, I think it is really im- 
portant that no suspicion or shadow fall on the foremost advocates 
of climate change legislation, so I wanted to give you the oppor- 
tunity to kind of clear the air about your motives, and maybe set 
the record straight for some of your former constituents. 
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And I have got an article from October 8, New York Times Maga- 
zine, about a firm called Kleiner Perkins, a capital firm called 
Kleiner Perkins. Are you aware of that company? 

Mr. Gore. Well, yes. I am a partner in Kleiner Perkins. 

Ms. Blackburn. So, you are a partner in Kleiner Perkins. OK. 
Now, they have invested about $1 billion in 40 companies that are 
going to benefit from cap and trade legislation. So, is the legislation 
that we are discussing here today, is that something that you are 
going to personally benefit from? 

Mr. Gore. I believe that the transition to a green economy is 
good for our economy and good for all of us, and I have invested 
in it, but every penny that I have made, I have put right into a 
nonprofit, the Alliance for Climate Protection, to spread awareness 
of why we have to take on this challenge. 

And Congresswoman, if you are, if you believe that the reason 
I have been working on this issue for 30 years is because of greed, 
you don’t know me. 

Ms. Blackburn. Sir, I am not making accusations. I am asking 
questions that have been asked of me. 

Mr. Gore. Well. 

Ms. Blackburn. And individuals, constituents, that were seeking 
a point of clarity. So, I am asking 

Mr. Gore. I understand exactly what you are doing. Congress- 
woman. Everybody here does. 

Ms. Blackburn [continuing]. You for that point of clarity. And 
well, you know, are you willing to divest yourself of any profit? 
Does all of it go to a not for profit that is an educational not for 
profit? 

Mr. Gore. Every penny that I have made has gone 

Ms. Blackburn. Every penny 

Mr. Gore [continuing]. To it. Every penny from the movie, from 
the book, from any investments in renewable energy. 

Ms. Blackburn. OK. 

Mr. Gore. I have been willing to put my money where my mouth 
is. Do you think there is something wrong with being active in 
business in this country? 

Ms. Blackburn. I am simply asking for clarification of the rela- 
tionship. 

Mr. Gore. I am proud of it. I am proud of it. 

Ms. Blackburn. Thank you, and I appreciate the answer. And 
Mr. Chairman, I yield back. 

Mr. Markey. The gentlelady yields back, and I will, for the 
record, say that for eight years, I sat next to A1 Gore on this com- 
mittee, and on every one of these issues, he took a stand, he took 
a stand decades ago that is identical to the stand which he is tak- 
ing as he sits here before our committee today, and there is one 
thing that I can say about the Vice President, is that he was a vi- 
sionary. He identified these issues. He forced this committee and 
the Senate to consider it long before it was ready to deal with it, 
and his time has come on this issue. A prophet is being honored 
in this committee today, but by the world. He won a Nobel Prize 
for his work on this subject. The world has come to recognize that, 
and I think that his service to our country and our planet is some- 
thing that I think is absolutely unchallengeable. 
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We will complete the questioning of our special guests with the 
gentlelady from Ohio, Ms. Sutton. 

Ms. Sutton. Thank you very much, Mr. Chairman, and thank 
you to our witnesses. I regret that this very serious subject some- 
times has turned into something that has resulted in sort of per- 
sonal and somewhat, sometimes partisan appearing attacks. 

And Senator Warner, if I could just begin with you. You spent 
a good deal of time serving this country in the United States Sen- 
ate, and one of the questions that I have, as a Member sitting over 
here, and certainly dedicated to trying to find a way to work this 
out. 

I come from Ohio. It is a challenging issue for us, but I believe 
in the science, and I believe in the merits of the potential. I do 
worry about the transition, and we can talk about that, so I am 
looking for solutions, to find a way to get from here to there. But 
Senator, in the Senate, I am concerned about the Senate, and 
whether or not they will pass a significant global climate change 
bill. 

Do you foresee that any time in the near future, based on your 
experience? 

Mr. Warner. I would have to respond that I think the Senate 
will, in a very serious and conscientious way, review such legisla- 
tion as may be generated by this committee, and hopefully will, in 
my own judgment. And I have learned that the distinguished chair- 
person of our committee, former committee. Senator Boxer, is lay- 
ing plans, possibly, to introduce a bill in the Senate. 

I do believe the time has come that both parties will conscien- 
tiously work on this issue, but quite frankly, I think it would be 
not in my province to try and predict what that outcome will be. 
We are at the basic threshold of the legislative process, going 
through this very important and extraordinary hearing agenda. We 
took 14 months to cover much of the same territory. 

But nevertheless, I have faith in the Congress to objectively and 
honestly look at this situation, and hopefully come up with a bipar- 
tisan solution. 

Ms. Sutton. Thank you. Senator. 

Vice President Gore, again, thank you for your work on this 
issue, and for the consensus that has finally come to be. And I just 
want to talk to you, just very briefly, or get your opinion very brief- 
ly. You mentioned in your testimony about the need for coal miners 
to have access to a job. And the question is kind of twofold. It 
would, well, threefold, perhaps. How would that work, and how fast 
would that happen? And are there other workers who are going to 
be similarly displaced, who should be given that kind of guarantee 
as well? Thank you. 

Mr. Gore. Yes. Yes, I think there ought to be attention to that. 
Absolutely. The bill already devotes considerable attention to it, 
but I have always had the position that anyone displaced by this 
has a right, not just to job training, but to a job. And I think that 
we have to manage the transition in a way that takes care of those 
who. I think the society as a whole benefits. I think the economy 
grows. But those who are especially affected, I think they have a 
right to it. 
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Ms. Sutton. How about manufacture, employees in manufac- 
turing plants, and that may be impacted by some of the things that 
we heard discussed here today, in the moment? 

See, my concern is that while I believe in the potential of green 
jobs 

Mr. Gore. Yes. Yes. 

Ms. Sutton. And we have a very different problem in Ohio than 
my dear friend Congressman Inslee described it, as the causes of 
global warming, or not the causes, but global warming is causing 
job loss for him, you know, in this moment. So, he wants to stave 
off that, and I understand and respect that, and I am with him in 
trying to address that. But we also have a lot of, our folks, they 
care about this issue. They care about the environment. 

Mr. Gore. Yes. 

Ms. Sutton. But if you don’t have a job today, the concerns of 
this bigger issue, and where we need to go, become very difficult 
to address, when you have kids you can’t, you know 

Mr. Gore. Yes. 

Ms. Sutton. You can’t get what they need, and 

Mr. Gore. Yes. 

Ms. Sutton [continuing]. Put food on the table, so it becomes al- 
most a luxury to try and deal with that. 

Mr. Gore. Yes. And I understand your question very well. It is 
very well put, and we would still face that challenge, if the legisla- 
tion didn’t pass. In fact, we have been facing that challenge. I be- 
lieve this bill will make it better. 

I will give you an example from Ohio. There is a company that 
famously, very proud of the fact that they made the giant bolts for 
the Golden Gate Bridge, and they went through some hard times, 
and had to lay a lot of people off. They are now hiring people, or 
have been, to make windmills, to make parts for windmills. 

And I think it is a good example of how new jobs in Ohio will 
be created, are being created by the shift to green energy, and will 
be created in significantly larger numbers with the incentives and 
motivations in this bill. 

Mr. Market. The gentlelady’s time has expired. 

Let us complete this way. Let us ask each of you to give a sum- 
mary statement to the committee before you leave. It has been our 
honor to have you with us here today. 

Could we begin with you. Senator Warner? 

Mr. Warner. Well, thank you, Mr. Chairman. I would say, very 
briefly, that the Congress today, in this hearing, has served their 
respective constituents well. We have had an open and free debate. 
We have clearly expressed to one another our concerns about this 
legislation, but it, I hope, renews our strength to go back and coun- 
sel with our constituents, and listen to our constituents, and seek 
out a way to lead. The country has to lead on this issue. 

Thank the chair. Having been a chairman myself, I know the 
challenges, and I think you have fulfilled them very well. 

Mr. Market. Thank you very much, Mr. Chairman. 

Vice President Gore. 

Mr. Gore. Mr. Chairman, I began by noting how it brings a lot 
of emotions for me to walk in at the beginning of the hearing this 
morning, and be, once again, in this room, where I spent eight 
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years. I have sat through many hearings like this one in this cham- 
ber, many markups like the one you are about to embark upon. 

Having gone through many bills, I have to tell you that I am ex- 
tremely impressed with what you and Chairman Waxman and oth- 
ers have done in really drilling deeply into so many aspects, vir- 
tually all of the aspects of this issue, and I want to compliment you 
and Chairman Waxman and the others for the work product you 
have produced. 

I know that in the committee process, there will be debates. 
There will be changes and so forth. That is the way it works. I 
would urge you, during that process, to stay on this side of the line 
that preserves the effectiveness of this legislation. And I know you 
will. 

My main point is, I compliment you on the bill. It is an honor 
to appear before this committee, agree or disagree with the views 
of some. I appreciate the questions and the exchanges, and thank 
you very much for inviting me. 

It is good to be back. 

Mr. Markey. Thank you. And it is our honor to have two of our 
greatest citizens of our country to appear before the committee 
today with the thanks of the committee and our country. 

We will take a brief recess, while our two witnesses are able to 
leave, and before we introduce Speaker Gingrich. Thank you. 

[Recess.] 

Mr. Markey. Our next one person panel features another famil- 
iar face to many of us, former Speaker of the House, Newt Ging- 
rich. 

If the last panel was Back to the Future, then I guess this second 
panel is Back to the Future II. And the Speaker is gracing us with 
his presence here today. He served as Speaker from 1995 until 
1999, and it is an honor for us to have you with us here today, Mr. 
Speaker. 

We welcome you, and I will turn to the gentleman from Michi- 
gan, if you would like to extend 

Mr. LJpton. We are grateful that he is here, and in the interest 
of time, I think we will get started. 

Mr. Markey. I turn to the chairman of the full committee. I turn 
to the gentleman from Texas, Mr. Barton, as well. 

Mr. Barton. Just simply say since we are Back to the Future II, 
where they went out to the Wild West, your bill would give us a 
carbon footprint equivalent to 1875, which is about when that 
movie was, so we appreciate our Speaker being here. 

Mr. Markey. That is your introduction. Speaker Gingrich. We 
look forward to hearing from, your testimony here today. Whenever 
you are comfortable, please begin. 

STATEMENT OF HONORABLE NEWT GINGRICH, FORMER 
SPEAKER OF THE HOUSE 

Mr. Gingrich. Well, let me thank you, Mr. Chairman, and I ap- 
preciate the sheer endurance you and the members of this com- 
mittee have shown so far. 

Mr. Barton. Make sure that microphone is on. 

Mr. Gingrich. I am sorry. It should be on. Is it not on? 

Mr. Barton. Is the light on. 
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Mr. Gingrich. Yes, the green light is on. So, this should be all 
right. OK. 

I just want to thank you, and commend you for the endurance 
that you all have shown so far today. 

Mr. Markey. Can we say, Mr. Speaker, there are 21 witnesses 
after you, if you want to get a sense of the place we are in the 
hearing today. 

Mr. Gingrich. And I want to ask permission for my written tes- 
timony to be placed in the record. 

Mr. Markey. Without objection, in its entirety, it will be included 
in the record. 

Mr. Gingrich. I, to meet Greg Walden’s permanent question, I 
did begin reading the draft bill, but to be candid, I stopped around 
page 236, where it describes the Secretary of Energy as a Jacuzzi 
Czar, under the title portable electric spa. Actually, it is page 233. 
And at that point, I decided I had the gist of the bill, and decided 
I would develop my testimony. 

Let me just say, I want to begin with, from a background, I 
taught environmental studies at West Georgia College. I was coor- 
dinator. I participated in the second Earth Day. I supported the 
clean air system that we developed for sulfuric oxide, which actu- 
ally involved a very limited number of sites in the initial applica- 
tion. It was 263 units at 110 plants. Later on, it was expanded to 
a total of 2,000 units, which the Jacuzzi section alone would dwarf. 
And so, I do think there are some substantial differences between 
what we did in 1990, and the bill that as the Republican Whip, I 
helped pass, and what you are looking at today. 

I want to start with two general observations. One from, I guess, 
my namesake. King Canute, and the other, from the Polish resist- 
ance to Communism, which adopted the principle of two plus two 
equals four. Canute was asked, in the Middle Ages, by, his staff 
had been telling him how powerful he was. And so, he went down 
to the ocean, and told the waves to stop. And the waves did not 
stop. And he turned to his staff, and said this is a hint that I am 
not as powerful as you have been saying. 

This bill strikes me as a remarkable inability to learn the lesson 
of King Canute. If you look at the housing disaster, where the Con- 
gress decided 15 years ago, people who couldn’t afford houses 
should buy houses, and banks should loan money to people who 
couldn’t afford to buy houses, and then you look at the Federal Re- 
serve, which decided that interest rates should be kept low enough 
to create a huge bubble on Wall Street. We don’t seem to be able 
to learn from any of this. This bill massively expands the Depart- 
ment of Energy’s power, gives all sorts of authority to the Secretary 
of Energy. Let me just quote two examples of why this is a huge 
mistake. 

The General Accounting Office said on the EutureGen Project, 
which is very important to this country’s future, and very impor- 
tant to getting to green coal and carbon sequestration: “Contrary 
to best practices, DOE did not base its decision to restructure 
EutureGen on a comprehensive analysis of factors such as the asso- 
ciated costs, benefits, and risks. DOE made its decision largely on 
the conclusion that costs for the original EutureGen had doubled, 
and would escalate substantially. However, in its decision, DOE 
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compared two cost estimates for the original FutureGen that were 
not comparable, because DOE’s $950 million estimate was in con- 
stant 2004 dollars, and the $1.8 billion estimate of DOE’s industry 
partners was inflated through 2017.” 

So, you end up in a situation where, in the most important clean 
coal project of our time, the Department of Energy, which had 
promised in 2003 to deliver a working plant in 2008, announced in 
2008 it might get to a working plant in 2016. On efficiency stand- 
ards, the General Accounting Office said: “DOE has missed all 34 
Congressional deadlines” — all 34 Congressional deadlines — “for set- 
ting energy efficiency standards for the 20 product categories with 
statutory deadlines in the past. DOE’s delays range from less than 
a year to 15 years. DOE has yet to finish 17 categories of such con- 
sumer products as kitchen ranges and ovens, dishwashers and 
water heaters, and such industrial equipment as distribution trans- 
formers. Lawrence Berkeley National Laboratory estimates that 
delays in setting standards for the four consumer product cat- 
egories that consume the most energy, refrigerators and freezers, 
central air conditioners and heat pumps, water heaters, and clothes 
washers, will cost at least $28 billion in foregone energy savings by 
2030. DOE officials could not agree on the cause of delays.” 

Now, I just want to suggest to you, to take this Department, and 
give it 646 pages of additional power, is an astonishing avoidance 
of King Canute’s record. 

The second is, on page 362 in this bill, you in effect mandate an 
83 percent reduction in carbon by 2050. Now, that is exactly like 
telling the ocean to quit moving. The idea that we are actually 
going to get an 83 percent reduction in carbon, in my judgment, is 
a fantasy, barring a major scientific breakthrough, which legisla- 
tors have zero ability to legislate. You can invest in it, you can 
hope for it, but to legislate, it strikes me, is exactly King Canute’s 
rule. 

On two plus two equals four, I just want to put in the record a 
quote from George Weigel, and a quote from Orwell’s 1984, both of 
which point out that the State can tell you two plus two equals 
five, but it isn’t true. 

Now, Congressman John Dingell captured the two plus two 
equals four exactly right, when he said earlier today, this bill is a 
big tax increase. And I want to make this quite clear. This bill is 
an energy tax. President Obama’s budget makes clear it is a $646 
billion energy tax. That is what he has in the budget with an aster- 
isk that says it will raise more than that. 

The press reports indicate the Administration believes that that 
energy tax would actually raise around $1.9 trillion, which for a 
648 page bill means it is between $1 billion and $3 billion a page. 

Now, energy tax kills jobs, and Vice President Gore was talking 
earlier about how China is improving. I just want to quote, about 
India and China, two things. And this is from my written testi- 
mony. India is saying no to crippling its economy, no to stemming 
its growth, and no to punishing its citizens. One particular mem- 
ber, actually, of the Indian delegation to the U.N. conference in 
Bonn, said: “If the question is whether India will take on binding 
emission reduction commitments, the answer is no.” He went on to 
say: “This sort of energy tax is morally wrong for India.” 
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China, too, believes emission caps are the wrong answer. The 
lead climate negotiator for China said the following regarding who 
should pay to cut emissions: “As one of the developing countries, 
we are at the low end of the production line for the global economy. 
We produce products, and these products are consumed by other 
countries. This share of emissions should be taken by the con- 
sumers, not the producers.” And in fact, what the Chinese are say- 
ing is, they want us to pay for their emissions, on the grounds that 
we buy their products, which I think is actually a pretty large 
amount of chutzpah. 

As Energy Secretary Steven Chu has said: “If other countries 
don’t impose a cost on carbon, then we will be at a disadvantage.” 
And I think in this economy at this time, that is the number one 
thing to look at. An energy tax punishes senior citizens. It punishes 
rural Americans. If you use electricity, it punishes you. If you use 
heating oil, it punishes you. If you use gasoline, it punishes you. 
This bill will increase your cost of living, and may kill your job. The 
Tax Foundation estimates this bill, that an energy tax, could kill 
965,000 jobs, and reduce the economy by $138 billion a year. 

What is even more troubling about this bill, though, is it con- 
tinues the recent tradition that Congress has adopted, and that is 
to move from Lincoln’s government of the People, by the People, 
and for the People, towards a government which punishes the Peo- 
ple into behavior. I favor incentivizing the future. I am opposed to 
punishing the present. 

We did not create the transcontinental railroads by punishing 
stagecoaches. I could strongly support an incentivized bill to maxi- 
mize new technologies and to maximize green technologies. I would 
also point out that Vice President Gore’s reference to $0.30 a day 
came from an intellectually dishonest EPA study which included 
150 percent increase in the number of nuclear power plants, and 
the EPA study itself indicated that it had been instructed by the 
committee staff not to, in fact, base its study on the bill. It is a 
footnote in the EPA study. 

Now, prudence suggests that we do need to consider the facts 
and that there are reasonable, affordable steps that might work. 
This committee should look at where we Americans as a country 
can move forward. Vice President Gore cited three risks we face; 
economic concerns, national security concerns, and the environ- 
ment. I would add a fourth risk, which is the threat of big govern- 
ment, big bureaucracy, big deficits, and political manipulation. 

And I would be glad to engage in a dialogue on how we can meet 
these threats, because I think we do need a serious dialogue. You 
know, at Vice President Gore’s request I made a commercial with 
Speaker Pelosi. We said that we would address climate change, 
that we needed cleaner energy sources, and that we needed a lot 
of innovation. I can accept all three of those, but a dialogue ought 
to be both ways. It ought to be not an automatic agreement or a 
salute but rather a genuine conversation. 

Vice President Gore made some startling and in some cases I 
think deeply misleading assertions. He cited Bernie Madoff and de- 
scribed bad information and talked about massive fraud, but, in 
fact, I think that it is very important to look in detail at his on tes- 
timony. He pointed — he said, for example, the rate — this is a quote. 
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“The rate of new discoveries is falling for energy.” That is factually 
not true. In the last 3 years we have found 100 years of natural 
gas in the United States, because we now have new technology 
drilling at 8,000 feet, and we have literally found 100 years of nat- 
ural gas in the last 3 years. 

In Brazil they found three fields, the Tupi field alone in 2007, a 
second field recently, and just in January an Exxon, Hess consor- 
tium found a third field. Brazilian reserves have gone from ten bil- 
lion barrels to 100 billion, but, of course, that is an off-shore Atlan- 
tic Ocean field, which was up until last October illegal to look for 
in this country. 

The Bachen field in North Dakota and Montana has jumped from 
a 1995, U.S. geological survey estimate of 151 million barrels in 
April of 2008, they raised it by 2,500 percent. They now believe 
there are between three and four billion barrels of oil in the 
Bachen field. 

What Vice President Gore does not tell you is that having sup- 
ported the government stopping the exploration for oil, having sup- 
ported the government stopping the development of shale oil in 
Colorado, having supported the reduction in the use of coal where 
we have 27 percent of the world reserves, we are then told that 
these government-imposed shortages prove we have no resources. 
That is fundamentally not true, and yet the Obama budget pro- 
poses to raise taxes on oil and natural gas development at exactly 
the time this economy needs more development and more jobs. 

On the facts of climate change, we need a national inquiry, and 
let me be quite clear in the spirit of the commercial I did with 
Speaker Pelosi at Vice President Gore’s request. I want to invite 
Vice President Gore to join in a non-partisan inquiry, and I would 
love to have this committee agree to help sponsor it, so that every 
high school and college campus this coming October could have a 
discussion about the facts. 

For example. Vice President Gore in his testimony talked about 
the likelihood of a 20-foot rise in sea level. Let me say if we had 
a catastrophic 20-foot rise in sea level, that would be bad. I am 
happy to stipulate. That would be bad. However, even the inter- 
governmental panel on climate change said the probable maximum 
is between 7 and 23 inches over the next 100 years. 

Now, 7 and 23 inches over 100 years is radically different than 
20 feet, but let me go a couple stages further. A recent report on 
Greenland, this is from the American Geophysical Union, a report 
said the following. “So much for Greenland ices Armageddon.” This 
is a quote within that. “It has come to an end. Glaciologist Havey 
Murray of Swanson University in the United Kingdom, said during 
a session at the meeting, “There seems to have been a synchronous 
switch off of the speed up.” She said, “Nearly everywhere around 
southeast Greenland outlook glacial flows have returned to the lev- 
els of 2000.” That is from January of this year. 

On the question of whether or not Antarctic ice is, in fact, 
shrinking, let me just quote from the Australians who said, slightly 
longer, “Antarctica has 80 percent of the earth’s ice, 90 percent of 
the earth’s ice and 80 percent of its fresh water.” According to the 
Australians, “Extensive melting of Antarctica ice sheets would be 
required to raise sea level substantially. Ice is melting in parts of 
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western Antarctica. The destabilization of the Wilkins Ice Shelf 
generated international headlines, however, the picture is very dif- 
ferent in East Antarctica, which includes the territory claimed by 
Australia. East Antarctica is four times the size of west Antarctica 
and parts of it are cooling.” The Scientific Committee on Antarctic 
Research report prepared for last week’s meeting of Antarctic trea- 
ty nations in Washington noted the South Pole had shown signifi- 
cant cooling in recent decades. Australia Antarctic Division Glaci- 
ology Program head Ian Allison said, “Sea and ice losses in west 
Antarctica over the past 30 years had been more than offset by in- 
creases in the Ross Sea region, just one sector of east Antarctica. 
Sea ice conditions have remained stable in Antarctica generally,” 
Allison said. 

“So ice core drilling and the fast ice off Australia’s Davis Station 
in east Antarctica by the Antarctic Climate and Ecosystems Coop- 
erative Research Center shows that last year the ice had a max- 
imum thickness of 1.8 nine meters, its densest in 10 years.” 

Finally on coral die-offs it is hard to understand why carbon di- 
oxide or current temperatures would lead to coral die-offs. Coral 
was very abundant in earlier eras when the earth’s temperature 
was as much as 10 to 15 degrees warmer and atmospheric CO 2 was 
two to seven times higher. I am an amateur paleontologist. I would 
be glad to take the vice president to the Smithsonian or the Amer- 
ican Museum of Natural History where we can look at all sorts of 
marine invertebrate life, which is collected as fossils, because, in 
fact, they used carbon quite effectively. 

All I am suggesting is that there is a sufficient debate over facts, 
not over theories, over facts, that will be very useful to have an in- 
quiry on every college and high school campus, allow everyone to 
present their evidence, and discuss in a way, a genuine dialogue 
about this. 

But while I think there is no evidence that we need to rush to 
a massive energy tax increase or a massive increase in government, 
there are many steps we could take that are reasonable and that 
are legitimate. I suggest 38 of them in my testimony. I am just 
going to mention a couple quickly here. 

First, I think we should rebuild the American economy with 
American energy, both for jobs and for national security. I think it 
is very important that we have a pro-American energy bias in our 
system. 

Second, I do think that green coal and carbon sequestration is 
the most important single breakthrough we could make because 
the objective fact is China is adding one coal-burning plant a week. 
There is no evidence they are going to slow down, and unless you 
get to an affordable green technology for coal, there is no possibility 
that American developments are going to affect the volume of car- 
bon in the atmosphere because the Chinese will more than offset 
any savings we have. 

Third, I think that enhanced oil recovery as a component of car- 
bon sequestration could lead to up to 100 billion barrels of addi- 
tional oil coming out of existing fields, which is a key answer to the 
peak oil question, which creates jobs in the U.S., keeps money in 
the U.S., helps our foreign exchange rate, solves an environmental 
challenge, while also solving an economic challenge. 
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Fourth, the U.S. should expand the use of hiofuels, including eth- 
anol, and I agree with two questions. One on page 8, why would 
you exclude biomass from federal forest lands. I mean, I think that 
is a — makes zero sense in terms of the sound management of fed- 
eral forests and in terms of biomass, and second, on page 110 why 
would you exclude energy from municipal wastes. If we can get 
methane production from municipal waste, why isn’t that a totally 
legitimate use of biofuel on a renewable basis? 

Number five, you should add a section on nuclear energy. I 
thought the dialo^e between the committee and Vice President 
Gore was fascinating. China has the largest nuclear building pro- 
gram in the world. Now, if the vice president wants to come here 
and tell this committee he is encouraged by China, then he has to 
confront nuclear energy. The French produce 80 percent of their 
electricity from nuclear energy. If we maxed that, we would take 
2 billion, 100 million tons of carbon dioxide a year out of the atmos- 
phere. The fact is that Vice President Gore mentioned one off reac- 
tor. That is entirely a function of government policy. If we wanted 
to, we could follow the Japanese and Canadians develop a clear 
model of a routine, repetitive nuclear reactor, build a huge number 
of them. 

If you want to lower the cost to building nuclear power plants, 
streamline the permit system and streamline the litigation system, 
bring American production down to the rate of Japan or France. It 
takes 5 years to build a nuclear power plant in Japan. It takes 15 
to 20 if you can get past the litigation in the United States. 

And finally, any notion that civilian development of nuclear reac- 
tors by the United States has any impact on nuclear weapons 
worldwide I think requires you to ignore that North Korea and 
Iran are doing quite fine on their own, and they don’t seem to have 
any need for an American nuclear program to develop their nuclear 
weapons. 

Sixth, I want to just close by recommending something that, not 
just to this committee, but to the whole Confess, and this may be 
bolder than anything that is in the current bill. We are on the edge 
of a huge opportunity in science. There is going to be four to seven 
times as much new science the next 25 years, 65 percent of it com- 
ing outside the United States. We have more scientists alive than 
all of previous human history. They are every year getting better 
computers and better instruments, they are connected by e-mail 
and by zip code. I mean, by e-mail and by cell phone. Today they 
are then connected to licensing and venture capital and royalties 
so they can move from the laboratory to the market more rapidly 
than ever. 

We recently had an Alzheimer’s study group report that you 
know fully well about. Chairman Markey, where we proposed a 
very bold, fundamental change in the budget act to go from an ac- 
countant design science budget to ask the scientific community to 
optimum they could invest. There is no zone other than health 
where it would be more appropriate than in the field of energy and 
the environment to fundamentally reshape how we invest in 
science and to set as a goal very radical, dramatic breakthroughs 
to get affordable, reproducible, and scalable breakthroughs in en- 
ergy, which I think are possible. I do think that part of this bill 



922 


is moving in the right direction. I would love to find a way to de- 
sign a very bold breakout, whether it is hydrogen, new materials 
technologies, or a variety of other things. I think they could be 
there. 

But I would just close by urging you don’t mandate beyond the 
technology. When we passed the act in 1990, we actually knew the 
technology existed for sulfuric acid to be dealt with. We didn’t — and 
we did it for a very limited number of sites. This is a fundamen- 
tally different question, and it threatens the entire American econ- 
omy. 

But I appreciate very much the chance to be here. 

[The prepared statement of Mr. Gingrich follows:] 
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STATEMENT OF 

FORMER SPEAKER OF THE HOUSE NEWT GINGRICH 
BEFORE THE 

HOUSE COMMITTEE ON ENERGY AND COMMERCE 
SUBCOMMITTEE ON ENERGY AND THE ENVIRONMENT 
FRIDAY, APRIL 24, 2009 

In the end the Party would announce that two and two made five, and you would 
have to believe it. It was Inevitable that they should make that claim sooner or 
later: the logic of their position demanded It. Not merely the validity of experience, 
but the very existence of external reality, was tacitly denied by their philosophy. 

The heresy of heresies was common sense. And what was terrifying was not that 
they would kill you for thinking otherwise, but that they might be right. For, after all, 
how do we know that two and two make four? Or that the force of gravity works? 
Or that the past is unchangeable? If both the past and the external world exist only 
in the mind, and if the mind itself is controllable — what then? 

- George Orwell, 1984 (1947) 

They began with an ancient conviction-they would be radically realistic about the 
world and about the human capacity to know it. If our thinking and choosing lacks 
a tether to reality, the KUL [Catholic University of Lublin] philosophers believed, 
raw force takes over the world and truth becomes a function of power, not an 
expression of things-as-they-are. A communist-era joke in Poland expressed this 
realist imperative in a way that everyone could grasp: "Party boss: 'How much is 
2+2?’ Polish worker: 'How much would you like it to be?"’ The political meaning of 
the realist assumption of the KUL philosophers was later expressed in this famous 
Solidarity election poster that read, “For Poland to be Poland, 2+2 must always = 

4. ” Human beings can only be free in the truth, and the measure of truth is reality. 

- George Weigel, Witness to Hope (1999) 


(This testimony is adapted in several places from my recent book "Drill Here, Drill Now, 
Pay Less: A Handbook for Solving Our Energy Crisis" (Regnery 2008). 


■ 1 - 


DRAFT 4/24/2009 
© 2009 Gingrich Communications 



924 


Chairman Markey, Ranking Member Upton, and members of the 
subcommittee; 

I appreciate the opportunity to testify today about the American Clean 
Energy and Security Act of 2009. 

Last year some were surprised that I appeared in a commercial next to 
Nancy Pelosi agreeing that our country must take action to address climate 
change, that we need cleaner forms of energy, and that we should spark 
the innovation we need to move quickly. 

Others were surprised when I wrote, along with Terry Maple, A Contract 
with the Earth, which outlines “green conservatism,” and made the case 
that we can protect the environment better with incentives and encouraging 
innovation rather than through taxes and punishment. I continued to make 
the case for protecting the environment while producing more American 
energy in my book Drill Here, Drill Now, Pay Less: A Handbook for Solving 
Our Energy Crisis. 

But as a former environmental studies professor who lectured on the 
second Earth Day, and as someone who was named Legislative 
Conservationist of the Year in 1998 by the Georgia Wildlife Federation, it 
should be no surprise that I care deeply about and am committed to the 
protection of our environment. 

In this commitment, I echo the conviction of two great American leaders. 
The first is President Theodore Roosevelt, who said that "the nation 
behaves well if it treats the natural resources as assets, which it must turn 
over to the next generation increased, and not impaired, in value." The 
other was then-Governor Ronald Reagan who, upon the occasion of the 
first Earth Day, affirmed the “absolute necessity of waging all-out war 
against the debauching of the environment." 

It was in this spirit that I read the bill that is being discussed before this 
committee and it is in this spirit that I report to you today my conclusion that 
this is the wrong bill. 

This bill is wrong for our national security. 

This bill is wrong for our economy. 
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This bill is wrong for government of, by, and for the people. 

The framework in which I have analyzed this bill can be captured in a very 
simple phrase: 2+2=4, which was a prominent rallying cry in the late 1980s 
when the Solidarity free trade union movement was campaigning in 
Poland’s first free elections. 

The core idea behind 2+2=4 is that citizens must tell the truth even when 
governments lie. 2+2=4 forces you back to reality. 

As matter of reality, the United States faces three enormous threats; 
threats to our national security, a threat of further economic decline, and a 
threat of government for the government (and not government for the 
people), which leads to corruption, political favoritism, and the fundamental 
breakdown of the rule of law. On ail three of these bases of reality, this is 
the wrong bill. 

THIS BILL IS WRONG FOR NATIONAL SECURITY 


For over 30 years we've proclaimed the need for energy independence, but 
bad policies have forced us to become more and more reliant on dictators 
and kings for our energy. Instead of being independent, we are now 
bowing to kings and shaking hands with dictators to get our energy. 

Vice President Gore was right today when he said “Our national security 
remains at risk so long as we remain dangerously dependent on flows of 
foreign oil reserves owned by sovereign states that are vulnerable to 
disruption. The rate of new discoveries, as you know, is falling even as 
demand elsewhere in the world is rising.’’" 

However Vice President Gore’s analysis was wrong. Our current energy 
import strategy is entirely a function of our own government’s anti- 
domestic energy policies. The United States government blocks the 
development of new energy sources and inhibits the use of existing energy 
and then explains that we will have a shortage of energy. It is an artificial, 
government imposed shortage not a naturally occurring phenomenon. 

Put simply, the government’s decision to make us more dependent upon 
foreign sources of energy means that we often fund the behavior and 
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activities abroad of dictators who compromise our own national security. 

Iran exports 2.3 million barrels of oil per day, meaning they make billions a 
year from exporting their oil’ This means more money to allow Hezbollah 
and Hamas to buy more rockets, more money to finance their terrorist 
operations throughout the Middle East, and more money for propaganda to 
convince that part of the world to hate America. This is a path to eventual 
destruction of our freedoms. 

What this bill will do is continue to push us along that path to destruction. 
Instead of rewarding innovation, this bill punishes Americans into living 
lives that the government wants them to live. Instead of recognizing that 
the energy crisis was and is purely politician-driven, this bill punishes 
Americans for the faults of politicians and bureaucrats. Instead of opening 
up America’s vast resources of oil, natural gas, and coal, this bill 
guarantees that we will remain reliant upon OPEC if we want to continue to 
drive cars, heat our homes, and run our appliances. 

The fact is we have more energy resources than any other country in the 
world. Our estimated shale oil resources in the Rocky Mountains alone are 
three times the size of the Saudi Arabian oil reserves. We have 27 percent 
of the world’s coal. We have huge potential in wind power. We have 
enormous opportunities in solar power. We have the largest number of 
scientists, engineers, and entrepreneurs of any country in the world. 

If we adopt the right strategies and implement the right policies we can 
finally ignore the dictators of the world and never again have to beg any 
country for our energy. 

AN ENERGY TAX IS WRONG FOR THE ECONOMY 


When you consider President Obama’s budget, this proposed legislation 
has a price tag for the American people of at least $646 billion. We know 
from news reports that senior Obama administration officials have indicated 
that $646 billion is a conservative amount and that the overall figure may 
be as much as three times that amount or $1 .9 trillion in new taxes. 

This is currently a 648 page bill, or, put another way, $1-3 billion per page. 
This is quite a costly bill, even for the standards of this Congress. It would 
be two and a half times the size of the giant stimulus package passed 
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earlier this year. And it would be a tax burden not a spending stimulus so it 
would deeply burden the American people and the economy. 

While our economy is in deep recession and Americans are losing jobs by 
the thousands each month, this bill would worsen both. Make no mistake 
about it: This bill amounts to a $1-2 trillion energy tax levied on a struggling 
economy, which is destructive and wrong. With this glorified $1-2 trillion 
new energy tax, expect utility bill increases up to $3,128 per year per 
household. Filling up your gas tank will cost anywhere from 60 percent to 
144 percent more, your electricity bill will increase by 77 to 129 percent, 
and the cost of home heating oil and natural gas could nearly double. 

If enacted, this energy tax will increase the electricity bill of every American, 
increase the cost to drive a car, and increase the cost of doing business. 
This will punish every retired American, every rural American, and every 
person who drives to work, uses heating oil, or has electricity in their home. 
This will kill jobs and lead American jobs and investment being shipped to 
China and India, two countries that have made it quite clear that they will 
not levy such an enormous tax on their own economies. 

But this is not my own opinion. Independent research, the Congressional 
Budget Office (CBO), and the President all agree that the costs of a cap- 
and-trade energy tax will be passed onto consumers. 

President Obama, whose energy tax plan formed the foundation for this bill, 
said that under his plan ‘‘electricity rates would necessarily skyrocket.” 
Director Peter Orszag, former CBO director and now Obama’s director of 
the Office of Management and Budget (0MB), has said that consumer 
price increases ‘‘would be essential to the success of a cap-and-trade 
program.” 

According to the Heritage Foundation, the cost of cap-and-trade, with even 
only a small percentage of allocations being auctioned, would be $1 .9 
trillion. To put that in perspective the Vietnam War cost only $698 billion, 
the New Deal cost $500 billion, and NASA since its inception has only cost 
$851 billion, all amounts adjusted for inflation. 

And these costs will be unfairly distributed. 

In a recent paper for the Tax Foundation, Andrew Chamberlain concludes 
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that the costs of this energy tax would be “disproportionately borne by low- 
income households, those under age 25 and over 75 years, those in 
Southern states, and single parents with dependent children.” 

Imposing stunningly high taxes on an economy in the middle of a recession 
is fundamentally wrong, and guarantees that our economic competitors in 
the global marking will be in a dramatically better economic position. They 
recognize that artificially capping their economy is the wrong approach for 
developing their societies. 

A member of the Indian delegation to the recent U.N. conference in Bonn, 
Germany, said the following: “If the question is whether India will take on 
binding emission reduction commitments, the answer is no.” 

India is saying no to crippling its economy, no to stunting its growth, and no 
to punishing its citizens for using energy. This particular member actually 
described implementing this sort of energy tax as “morally wrong” for the 
country. 

China, too, believes emissions caps are the wrong answer. The lead 
climate negotiator for China said the following regarding who should pay to 
cut emissions: “As one of the developing countries, we are at the low end 
of the production line for the global economy. We produce products and 
these products are consumed by other countries... This share of emissions 
should be taken by the consumers, but not the producers.” 

China sees no fault of its own in emitting carbon dioxide, and thus they, like 
India, are not going to impose on themselves an economically destructive 
energy tax. 

We are told by advocates of this energy tax that if the United States leads 
the way with energy taxes, countries like China and India will follow. This is 
fantasy. India refuses to pass a cap on emissions because it does not 
want to stifle its own economic growth. China believes that Americans and 
all other nations who purchase Chinese products should bear the costs of 
emissions reductions. 

Energy Secretary Steven Chu has said “If other countries don’t impose a 
cost on carbon, then we will be at a disadvantage." How much more 
evidence is necessary, then, to show that this bill will put America at a 
distinct economic disadvantage? 
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And why should other nations pass emissions caps when the United States 
is going to give them a handout in the form of investment and employment? 
A recent estimate from the Tax Foundation shows that cap-and-trade could 
cost America 965,000 jobs, and reduce economic output by $136 billion per 
year. Last summer, the Congress tried and failed to pass a similar energy 
tax which would also have cost America up to 4 million jobs by 2030 and 
would have ultimately cost America over $1 trillion, while also increasing 
electricity prices 44% and causing gasoline prices to nearly double. 

These jobs and dollars will go somewhere, and this bill guarantees that 
they will not stay here in America. 

If we increase the cost of doing business in America, our chief economic 
competitors around the world will be the ones who gain. This bill paves the 
way for fewer jobs in America, fewer opportunities for investment, and a 
reduced overall competitiveness in the global market. 

THIS BILL IS WRONG FOR GOVERNMENT OF. BY. AND FOR THE 
PEOPLE 

If we have learned any lesson out of the decay of government over the last 
twenty years, it ought to be that the scale of bureaucracy and the scale of 
micromanagement as laid out in this bill are an invitation to corruption and 
an invitation to more politicians playing games. The idea that the Secretary 
of Energy is now going to be the czar of Jacuzzis is just absurd. (If you 
don’t believe me, check page 230 of the draft discussion bill.) 

The kind of centralization that is needed to implement a government-run, 
government-manipulated marketplace for carbon such as this bill proposes 
will inevitably lead to fraud and corruption. 

In a 2007 study, economist Robert J. Shapiro noted that “when a company 
fraudulently understates its energy production and emissions so it can sell 
some of [its permits], the buyer on the other side of that transaction has no 
incentive to uncover or reveal the fraud.” Later he said, “Even in the most 
transparent and democratic society, distributing a scarce and valuable 
benefit through the normal political process invites enormous pressures 
that produce typically special preferences for influential interests and 
companies.” Shapiro continued by saying that “political favoritism and 
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corruption may largely determine how the permits are distributed.” 

When it comes to increasing the power of government to influence the 
economy, have we learned nothing during the past six months? 

Consider: 

The United States government failed to regulate Wall Street correctly, and 
the result has been trillions of dollars of taxpayer money to clean up the 
mess that politicians and bureaucrats created. 

Fannie Mae and Freddie Mac were charged with managing mortgages, and 
in 2008 we saw a collapse of the United States housing market. In 
response, Washington politicians determined that the best course of action 
was to force the American taxpayer to foot the bill for their mistakes. 

And now the bill before you would create a multi-billion dollar artificial 
market for carbon, regulated and managed by the United States 
government, paid for by taxing every American who uses energy. 

With the prospect of up to $2 trillion dollars being collected by the federal 
government under this massive new tax proposal and ready for 
redistribution, are we surprised that so many companies are lining up like 
panting dogs, vying for their cut of the green spoils? With $2 trillion up for 
grabs, the environmental pieties begin to be a little difficult to take 
seriously. Lobbyists have not been hired for good citizenship and idealism. 
Lobbyists have been hired to ensure their clients get rich off this new 
government managed flow of cash. 

Our politicians have reversed Abraham Lincoln’s understanding of 
America. In a free society governments should serve the people. But bills 
like this are the opposite of Lincoln’s call at Gettysburg. It’s not government 
of the people, by the people, for the people; it’s government over the 
people, punishing the people, and telling the people how they can and 
cannot live their lives. 

GETTING TO THE RIGHT BILL 


There are a few points of hope in this bill, but nothing to encourage the 
dramatic scale of change we need to address our energy needs. 
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The first good thing in it is a provision that restricts the Environmental 
Protection Agency (EPA) from regulating carbon, which the EPA is 
currently positioning itself to do. This would be a power grab of staggering 
proportions and completely antithetical to historic American rallying cries of 
“no taxation without representation”. We didn’t win a revolution to replace 
taxation by an unaccountable King for taxation by unaccountable 
bureaucrats. 

The Congress should immediately pass a stand alone bill that cuts off any 
appropriations funding to the EPA that would be used to regulate carbon 
dioxide. Then Congress should reform EPA to eliminate the bureaucratic 
arrogance which led to this power grab. 

This bill also supports technologies that will allow coal to grow in 
importance, while reducing any possible harmful effects on the 
environments. Since over 50% of America’s electricity comes from coal, 
the most abundant and affordable source of energy in this country, it is 
important to develop technologies that will make it clean and affordable. 

The bill supports a carbon capture and sequestration (CCS) demonstration 
program to jumpstart innovation, reversing the utterly irrational 2008 
decision by the Department of Energy to postpone the development of the 
FutureGen Clean Coal plan. 

Before anyone gives the Department of Energy sweeping new powers they 
should consider the absolute failure of the Department of Energy to keep its 
2003 commitment to build an innovative “green coal” pilot project by 2008. 

In 2008 the failing energy bureaucracy announced it would try to get it done 
by 2016. 

Similarly, before giving the Department of Energy new powers Congress 
should review the stunning failure of the nuclear waste cleanup program, its 
failed schedules and its ballooning costs. There is no evidence the 
Department o Energy bureaucracy could manage any large program and 
every evidence it would make a total mess out of the assignment. 

On the positive side this bill also provides incentives for the wide-scale 
commercial deployment of CCS. 

The decisive requirement for “green coal technology” (enabling very high 
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percentage of carbon recapture) is driven by the fact that by some 
estimates China will be adding one new coal plant every week from now to 
2020. Without the development of an affordable green coal capability it is 
inevitable that carbon loading of the atmosphere will expand. The highest 
value for reducing carbon in the atmosphere is a Manhattan project type 
effort to develop affordable green coal technologies for use worldwide. 
Anything short of that is a strategy for crushing the American economy 
while exporting jobs overseas. 

The bill also promotes the development of a smart electric grid that will help 
prevent blackouts like the ones that happened in 2000 and 2001 in 
California and in the Northeast in 2003, while helping to reduce peak loads 
on the system. This is an important step toward being able to transport 
variable wind and solar power across the country. 

The right bill, as Secretary Chu said, would have a section on nuclear 
power, which this bill does not. 

But so much more needs to be done to create the dramatic breakthroughs 
we need, in efficiency, in new energy sources, in cleaner fuels. 

But this is a bill that punishes way more than incentivizes. Strangely, we 
are in a cycle where politicians have decided that they can punish their 
fellow Americans and they can do it when they can’t get the bureaucracy to 
deliver. It is a fundamental violation of faith with the American people. 

And even if you accept that we are going to ignore national security, ignore 
the economy, and ignore the risk of bigger bureaucracy, more politicians, 
and greater corruption, the underlying reality is that this bill will not solve 
the problem of carbon emissions. 

It won’t solve it because it is ridiculous to believe that we are going to 
eliminate 83% of carbon use with current technologies. This is the strategy 
imposed in the bill and it is a fantasy. Nothing in this bill leads to the level 
of breakthrough that you need to reduce carbon not only here at home but 
also reduce carbon generated by China and India. 

Remember, by some estimates, China is building a new coal fired power 
plant every week. Chinese and Indian leaders have made it quite clear that 
their countries have no plans to go along with any carbon regulation 
scheme. That means any carbon reductions achieved under this plan 
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by the United States would be overwhelmed by the net new carbon China, 
India, and the rest of the developing world will produce. 

Innovation is necessary to cut carbon, not regulation. But the policies to 
spur innovation and utilize the creativity of America’s scientists and 
engineers are not in this bill. 

The policies needed to expand all of America’s energy resources, from oil 
to natural gas to the use of coal to nuclear to renewables such as ethanol, 
solar and wind to new breakthroughs such as hydrogen, are not in this bill. 

The policies necessary to achieve energy independence are not in this bill. 

Yet we are told that this bill will harness the imagination of America and 
lead to breakthroughs in new technologies. We are told that we will have 
more energy resources at our disposal. We are told that we will become 
energy independent. 

Here, 2+2 does not equal four; this is simply an intellectually dishonest bill. 
It promises what it cannot deliver and then punishes what currently exists. 

CONCLUSION 


For the last thirty-six years, I have watched the anti-energy, pro-regulation, 
pro-litigation, pro-taxation environmental extremists label themselves as the 
only Americans who care about the environment. 

These extremists would have you believe that to protect clean air and 
water, biodiversity, and the future of the earth, we have to buy into their 
catastrophic scenarios and sign onto their command-and-control, anti- 
energy, big-bureaucracy agenda, including dramatic increases in 
government power and draconian policies that will devastate our economy. 

But this is just extremism. The truth is that we can produce more American 
energy and do it responsibly. We will not - and cannot - eliminate all risk of 
harm to the environment as we produce more energy. All energy sources 
have risks, but the key is to take measures to minimize the risks. More 
important, it’s vital that we understand and appreciate what we’ve been 
able to accomplish in minimizing risks to the environment as we’ve 
developed more American energy. 
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The truth is that there is a pro-American energy and pro-environment 
approach that is a better choice for our economy and our environment than 
the bureaucratic, litigation-focused approach of environmental extremism. 
(See Appendix 1 for a roadmap of solutions for addressing our energy 
needs that I originally proposed in Drill Here, Drill Now, Pay Less.) 

It is possible to be totally committed to American principles - to individual 
liberty, a market economy, entrepreneurship, and lower taxes - and still be 
pro-environment. It is possible that with the sound use of science and 
technology and the right incentives to encourage entrepreneurs, American 
principles can provide a better solution for the health of our planet than can 
environmental extremism. 
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Appendix 1 to Newt Gingrich Statement 


A ROADMAP FOR MORE AMERICAN ENERGY NOW 

The best way for us to get started on solving our energy needs is with the 
same Manhattan Project like urgency that we displayed during World War 
II. We need a program to foster bold scientific innovations and transform 
them into engineering achievements in record time. Once we acknowledge 
that we can, in fact, address our energy needs through American ingenuity, 
we see that specific solutions are all within our grasp. What follows is a 
point-by-point plan for lowering energy costs and creating cleaner, more 
abundant energy, a plan that does not rely on a crippling regulatory regime 
and a devastating energy tax. After all, a new Manhattan Project for 
energy can only work if it depends on the unparalleled innovation and 
resourcefulness of the American people. 

We can do it all. We can do it now. We can do it for America. This is the 
American way. We have stuck to this belief for 400 years, and it has made 
us the most prosperous and freest country in the world. 

Let’s apply American ingenuity to solving an American problem by 
developing more American energy now. 

Solutions for more oil and natural gas development 

1. Provide the leases and the necessary permitting to allow 
expanded offshore drilling for oil and natural gas to occur more 
rapidly. Expanded offshore drilling is a necessary first step that will 
help lower oil and natural gas prices in the short and long term. 

2. Change federal law to allow drilling for oil and natural gas in the 
Alaskan National Wildlife Refuge (ANWR). This is a necessary first 
step that will allow for the development of the most easily accessible 
known oil reserves in the United States. 

3. Change federal law to allow for development of oil shale in Utah, 
Wyoming and Colorado. Right now. Congress prohibits the 
Department of Interior (DOI) from using any funding to finish writing 
regulations for issuing leases to companies for oil shale exploration. 
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The ban also stops the DO! from finalizing an environmental impact 
statement that must be completed before any oil shale development 
can begin. Lifting this moratorium will allow the DOI to finalize the 
regulations and complete the environmental study so we can expand 
oil shale development. 

4. Change federal law to incentivize those states that want to 
permit exploration to do so with appropriate safeguards 

5. Change federal law to give all states with offshore oil and gas 
the same share of federal royalties as most states get for land- 
based resources (48 percent). Today most states get zero royalties 
from offshore oil and gas development, while states like Wyoming 
earn 48 percent of federal royalties for its land-based oil and gas. If 
Richmond, Tallahassee, and Sacramento suddenly had the potential 
to find billions of dollars a year in new revenues for their state 
budgets, their willingness to embrace new oil and gas development 
with appropriate environmental safeguards might increase 
dramatically, 

A share of the state and federal revenues from new offshore 
development could be set aside to finance biodiversity investments 
and national park infrastructure projects. Additional revenues could 
be set aside to fund infrastructure projects like new roads, bridges, 
inland waterways, environment-enhancing water projects, public 
transit and a new and more efficient satellite-based air traffic control 
system. 

6. Create public/private partnerships in coastal states to fast track 
the ability of oil and natural gas companies to develop offshore 
oil and gas resources. If Congress were to lift the ban on offshore 
oil and gas development (or at least grant coastal states the right to 
develop the resources with a plan to share revenue with them), states 
would move swiftly to set up partnerships that will maximize the best 
use of oil and gas revenues. 

Efforts in Virginia provide a good example. In 2004, two Virginia 
legislators. Delegate Chris Saxman and Senator Frank Wagner, 
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learned that Virginia manufacturers were warning of the rising costs 
of energy because of tightening energy supplies. Once they 
discovered that oil and gas resources exist off Virginia’s shores, and 
that the state could experience rapid economic development from the 
actual business of energy exploration and development, Saxman and 
Wagner immediately designed legislation that would have Virginia 
petition the federal government for permits to drill offshore. In 
addition, the legislation specified that a significant portion of oil and 
gas royalties, state fees, and licenses collected by the state would go 
to improve Virginia's transportation infrastructure, clean up the 
Chesapeake Bay, and invest in technologies related to new energy 
production. 

The economic potential for Virginia is significant. The oil and natural 
gas revenue estimated to accrue to Virginia is $13.53 billion dollars 
over thirty years, or $451 million annually. This is a conservative 
estimate that could increase with technological advances. 

But these are not all the economic benefits that Virginia would reap. 

In just the Hampton Roads area near Norfolk, it is estimated - based 
on experience with the oil and gas industry in Nova Scotia and 
Louisiana -- that oil and natural gas development would result in 
around $8 billion in capital investment and 2,600 new, high paying 
jobs. These new jobs would have an estimated payroll close to $650 
million annually. Virginia would thus see $271 million more flow into 
the state treasury in the form of state and local taxes as a result of 
this increased economic activity. 

This new tax revenue could then be used to fund transportation 
projects in the Hampton Roads area and throughout the state. 

Imagine funding new roads, cleaning up the environment, and making 
investments in basic research and development science to promote 
new energy sources - all without raising taxes. How many coastal 
states besides Virginia would like to achieve that combination of 
benefits? Coastal states could lower energy costs for their residents 
as well as the energy costs of fellow citizens across the country, while 
relieving congestion and cleaning up the environment. 
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7. Consider ways to distribute the benefits of drilling to each 
individual and citizen. One major reason Alaskan residents support 
drilling is that the benefits of it reach their own pockets. Alaskans 
receive a check every year from a dividend fund established in 1976 
to distribute state revenues from drilling leases (as long as there is 
interest on the principal). As of 2007, the state had $37.8 billion in the 
fund. This allows residents to reap the financial benefits of drilling 
even beyond lower gas prices. 

Other states should consider adopting similar programs to benefit 
their own residents. 

Just imagine a flood of checks and tax cuts across the nation as 
states with offshore, onshore, and oil shale drilling share their new 
wealth with their residents. This would be a remarkable way to boost 
economic growth. 

8. Allow companies engaged in oil and gas exploration and 
development to write off their investments in one year by 
expensing all of it against their tax liabilities. This will lead to an 
explosion of new exploration and development. 

9. Restore the oil shale provisions of the Energy Policy Act of 
2005. This would ensure that anything that was affected by the 
Congressional moratorium continues as though the moratorium were 
never approved. 

10. Until drilling in ANWR is permitted, allow participating oil 
companies to do seismic surveys to find out how much oil is in 
the 10-02 area of ANWR’s Coastal Plain. Oil companies should be 
allowed to discover how much oil is in this area, which is the section 
thought to contain the most oil. This could be done in one winter 
season with minimal impact on the environment, and it would be 
funded by the oil companies, which would make the information 
public. If the American people discovered how much oil there really 
was in this area of ANWR, Congress would face renewed pressure to 
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lift the moratorium, while oil companies would get an even bigger 
incentive to begin drilling as soon as possible. 

Solutions for Refineries 

11. Give companies an incentive to build refineries and increase 
capacity by shortening the depreciation schedule. Right now, it’s 
so expensive and time-consuming to build a refinery or increase 
capacity at existing refineries that most companies don’t even try. 
When companies build refineries or expand old ones, they are 
allowed to write off the cost of the equipment over a 10-year period, 
meaning a company has to wait ten years to recover the cost of that 
equipment. This is called depreciation. We should immediately 
change the tax code so that a company that builds a refinery can 
receive the benefits of depreciation within five years. This will give 
companies a big incentive to start building. 

12. Allow companies to write off 100 percent of their expenses in the 
first year if their new refineries or additions significantly expand 
America’s total refining capacity. The 2005 Energy Act had a 
provision that let companies write off 50 percent in the first year if the 
refineries increased capacity, but it took the IRS three years before it 
came up with the rules to enact this law. For three years companies 
were scared to build refineries because they didn’t know if they were 
ever going to get the benefit of this provision. We should make this 
provision retroactive so that companies that began building during the 
last three years can receive the benefits and not be punished by the 
IRS’s incompetence. Then, we should further enlarge the incentive to 
build refineries and expand existing capacity by increasing the 
amount companies can write off in their first year to cover the entire 
cost of the equipment. 

13. Enact real litigation reform for companies building refineries or 
expanding capacity. A loser-pays rule in litigation would help cut 
down on frivolous lawsuits dramatically. In the case of Arizona Clean 
Fuels, this kind of reform could have prevented a lawsuit that cost it 
some $500,000 in legal expenses, forcing it to change locations to 
escape the debilitating financial and time delays. The case was later 
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dismissed by a district court judge who called the lawsuit “frivolous” 
and lacking in merit. Lawsuits are a huge problem for refinery 
projects, and we can’t expect more to be built as long as lawsuits can 
hold up projects for years at a time and frustrate efforts to finance 
new refineries, 

14. Make the permitting process for building a refinery or expanding 
capacity easier and faster. The current permitting process involves 
submitting multiple permits to multiple agencies and takes years to 
complete. A new proposal should force regulators to act on 
applications for new refineries within a year, with a 120-day limit for 
deciding on applications to expand old ones. 

15. Keep the tax credit for enhanced oil recovery (EOR). Enhanced 
oil recovery could increase domestic oil production by as much as 3 
million barrels per day by 2030, while capturing and storing billions of 
tons of carbon emissions. President Obama's FY2010 budget would 
remove the tax credit for this technique, even though it is a proven oil 
recovery method that has been safely utilized for 30 years, most 
notably in the Permian Basin of West Texas. 

EOR consists of capturing C02 at the source, compressing it, and 
transporting it to a declining oil field through pipelines. It is injected 
into wells where it acts as a solvent, reducing oil viscosity and surface 
tension, thus freeing the oil to be “swept" to production wells. The 
C02 is trapped within the formation in dead-end pores and channels. 
The wells are plugged with cement and the C02 is permanently 
sequestered underground. 

Solutions for more, cleaner coal 

16. Immediately renegotiate the FutureGen clean coal project for 
Illinois to get it built as rapidly as possible. It is utterly irrational for 
the Department of Energy to postpone the most advanced clean coal 
project in America. 

17. Launch three more competitive clean coal plants on a 
competitive bid, incentivized fast track basis with specific 

» 
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metrics of achievements to be revirarded. Clean coal would be 
such an important breakthrough for the environment, and coal is such 
an enormous American resource, that it is worth launching four 
parallel pilot projects immediately. This was precisely the Manhattan 
Project approach in World War II. 

18. Save time by allowing construction of experimental clean coal 
plants on brownfields in already industrialized areas without 
complex environmental regulations. Ohio Congressman Mike 
Turner's proposed legislation to protect green areas by encouraging 
redevelopment of existing industrial areas is the right approach. 

19. Congress should approve a series of tax-free prizes to 
accelerate innovation in developing new technologies for using 
coal. The result will be a better environment, more energy 
independence, and more energy at lower cost. Eliminate half the 
Department of Energy bureaucracy and use the savings to fund the 
prizes. America will get a much bigger, faster return on its investment. 

20. Develop a tax credit for refitting existing coal plants. A lot of 

existing coal plants are going to be around for a long time. The most 
efficient way to make them more environmentally acceptable is to 
create a tax credit for retrofitting them with new methods and new 
technologies. 

Solutions for more nuclear power 

21. Pass a streamlined regulatory regime and a favorable tax regime 
for building a new generation of safe nuclear reactors. Nuclear 
power can help create a dramatically better future for the environment 
and for domestic energy production. Nuclear power has an additional 
bonus in that nuclear power plants produce the same amount of 
energy twenty-four hours a day and therefore can produce hydrogen 
for a hydrogen-powered automobile system at night when the 
electricity grid doesn’t need the power. Thus, a significant increase in 
nuclear technology is also a helpful step toward a hydrogen 
economy. 
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22. Accelerate research and development in Generation IV nuclear 
power plants. We must do all we can to make sure this project is 
completed as soon as possible by offering the right prizes and 
incentives for development. 

23. Provide a prize for safe disposal or reuse of nuclear waste 
products. If the government refuses to propose a viable alternative 
location for nuclear waste disposal, Congress should approve a prize 
to allow the creativity and innovation of the private sector to solve this 
dilemma. Reprocessing technology is currently a more than 20 year 
research and development investment, so discovering ways to 
accelerate that process would benefit both the nuclear industry and 
the environment. 

Solutions for More Alternative Power 

24. Make the solar power and wind power tax credits permanent to 
create a large-scale industry dedicated to domestically produced 
renewable electricity. We have enormous opportunities in solar, 
wind, and other renewable electricity sources that can be developed 
with a stable tax policy. 

25. Develop long distance transmission lines to move wind power 
from the Great Plains wind belt to Chicago and other urban 
centers. The potential exists for an enormous amount of electricity 
generation from wind, but it is locked up geographically because the 
neighboring states have no incentive to be helpful. The Dakotas can 
generate the power and Chicago can use the power. West Texas 
can generate electricity East Texas needs. The federal government 
may have to help make the connections possible. 

Solutions in transportation 

26. Allow auto companies to use refundable tax credits for the cost 
of flex-fuels cars, hybrids, plug-in hybrids, and the development 
of hydrogen cars, including necessary retooling for 
manufacturing. U.S. auto companies get billions in tax credits. 
However, they aren’t making any profits, and thus they can't turn the 
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tax credits into useful money. The federal government could solve 
this problem by making the tax credits refundable if they’re spent on 
helping to solve the energy problem. This would be a win-win strategy 
of much greater importance than the ongoing fight over CAFE rules, 
which set fuel efficiency standards for new cars without any 
incentives to achieve them. 

27. Create an Open Fuel Standard for 95 percent of the new cars 
sold in the United States. An Open Fuel Standard would ensure 
that most new cars sold in America are flex-fuel vehicles (FFVs) that 
can use a variety of fuel types. It costs less than $100 extra to build a 
car as an FFV as compared to gasoline-only, and this will provide 
Americans fuel choice and price competition at the pump. 
Furthermore, the federal government needs to provide tax credits to 
help auto companies cope with the transition costs to flex fuel, and 
Congress needs to streamline the regulations and certification 
requirements for the transition. 

28. Approve tax incentives for new fuel distribution stations. There 
should be a substantial tax break for investing in both ethanol and 
hydrogen supply stations as well as hydrogen pipelines so the fuel 
can be delivered at a reasonable cost when flex-fuel cars come on 
the market. If combined with expanding the amount of allowable 
ethanol to go to 15% of liquid fuel there would be a substantial 
contribution to carbon reduction and cleaner air and more American 
jobs with energy money kept here in America, 

29. Approve tax incentives for composite manufacturing. There 
ought to be a tax credit for car companies to retool in favor of 
composite materials manufacturing, which will radically lower the 
weight of cars and improve gas mileage. UPS has ordered 
experimental composite delivery vans that reduce weight by 2,000 
pounds and increase mileage by 30 percent, Some have estimated 
that composite materials combined with a hybrid E-85 engine could 
produce a vehicle that could run for 500 to 1 ,000 miles on one gallon 
of petroleum. 
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30. Approve tax incentives for turning in old, polluting cars. This 
would help the poor, the environment, and the ailing American auto 
industry. 

31. Approve a billion-dollar tax-free prize for the first hydrogen car 
that can be mass-produced for a reasonable price. A successful 
America focuses on inventing a better future and knows that 
customers will rapidly switch to new, superior products. The same is 
true for creating a new energy strategy. We need very large prizes for 
fundamental breakthroughs. Hydrogen has to be the ultimate basis 
for a truly bold energy prize because it has no environmental impact 
and is universally available as a natural resource. Therefore, a mass- 
produced hydrogen car would have huge appeal to China and India if 
it were reasonably priced. American technologies for hydrogen 
vehicles might be one of the biggest economic winners of the next 
generation. 

32. Dramatically increase funding to develop hydrogen fuel cells. A 
National Research Council report found that if the government is 
willing to invest an average of $1 1 billion per year on hydrogen 
technology and infrastructure between now and 2050, 100 percent of 
all cars and light trucks in the U.S. could be hydrogen-powered with 
zero emissions by 2050. This might seem like a lot of money at first, 
but it is nothing compared to the incredible advantages of hydrogen 
economy or to the $700 billion a year we are sending to foreign 
countries for oil. By increasing funding we could have 25 million 
hydrogen-powered cars on the road by 2030 and be well on our way 
to a revolution in our energy and environmental policy that will give 
Americans more energy at lower costs. 

Solutions for bureaucratic roadblocks 

33. Streamline agency reviews of drilling projects. The delay and 
confusion caused by bureaucracies often stems from a lack of 
coordination among the huge number of government agencies. 

For onshore drilling projects, there are at least eight agencies spread 
across four departments that are all involved in the approval process. 
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The problem is that every agency only focuses on doing its own job 
without considering the big picture. For example, the Environmental 
Protection Agency only cares about making sure the Clean Air Act or 
the Clean Water Act is being enforced. As long as it meets that 
responsibility, it’s simply not concerned that it may be causing 
massive delays throughout the rest of the system because other 
agencies are waiting for it to finish its job before they can do theirs. 

We need a fundamental restructuring of the bureaucracy at the local 
branch level so that all the agencies involved in approving drill leases 
and permits work in one office together and report to one boss who 
oversees and coordinates all their efforts. 

This reform has already been tested with incredible success. The 
2005 Energy Act created a pilot program to consolidate a few local 
branches of these agencies in various locations. Two years later, the 
results speak for themselves. In 2006, the offices that participated in 
the program processed 73 percent of the applications for drilling 
permits, compared to just 27 percent handled by the offices that 
retained the old bureaucratic structure. 

As efficiency went up, so did environmental oversight - in 2007, the 
pilot offices conducted 100 percent of the inspections they had 
planned on completing by the end of the year. While it isn’t unusual 
for offices to conduct all their planned inspections, what makes the 
pilot office numbers so impressive is that their inspections were much 
more in-depth and wide-ranging than the non-pilot inspections. They 
met their inspection goals while improving the quality of their 
inspections. 

This reform leads to dramatically fewer delays, less cost to energy 
companies, better relationships between agencies, and better 
environmental protection. It is a commonsense solution that we 
should implement immediately for both onshore and offshore drilling. 

34. Dramatically increase the funding and staff levels of these 
offices. Often suffering from severe shortages of personnel and 
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money, these government office must be given the resources to do 
their jobs. 

35. Save one year in duplicative paperwork in processing drilling 
applications. When an oil company goes through the process of 
trying to drill offshore, the Minerals Management Service (MMS), 
which oversees offshore drilling regulations, has to create a 5-year 
plan that includes a host of different steps and environmental 
analyses and takes two to three years to finish. 

There are three very long steps in this process in which the MMS 
publishes its proposal for the methods and location of the drilling. The 
first step is called the “draft proposed program,” which is followed by 
the “proposed program,” and eventually leads to the publication of the 
“final proposed program." 

Here’s what this really means: the MMS first says what it plans to do, 
then what it really plans to do, and finally, what it really, really plans to 
do. 

This inefficient process has led the Outer Continental Shelf policy 
committee to suggest eliminating the “draft proposed program” step. 

It is possible that this simple reform will save energy companies and 
federal agencies one year in paperwork and planning time. We 
should immediately enact this recommendation, 

36. Make agency behavior transparent and accountable. If every 
agency had to publish information every week on how many 
applications it was processing, how long they had been in process, 
and other key indicators, there would be dramatic pressure not to be 
the most inefficient and least effective agency. Congress would also 
know how to evaluate which agencies required more oversight or 
resources. 

There are several other important bureaucratic reforms that should be 
enacted and even more radical steps to consider, but these examples 
highlight how small, commonsense solutions can lead to dramatically 
fewer delays and costs which will create more energy and lower 
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prices. Untangling the web of bureaucracy that chokes off oil 
development is difficult, but we can’t hope to address our energy 
needs if we don’t commit to real change to a bureaucratic system that 
is clearly broken. 

Solutions to reduce litigation 

37. Empower government agencies to fight off frivolous lawsuits. 

The likelihood that any drilling permit given to a company will be 
challenged in court is enough to have a real impact on our nation’s 
energy needs. An environment where hostile interest groups 
frequently challenge drilling permits for ridiculous reasons is one in 
which there is less drilling and less energy for the American people. 

Our government is a highly complex organization that is impossible 
for Congress to fully manage. So when Congress passes a law 
setting certain goals or requiring different procedures to be used by 
an agency, it usually leaves it up to that agency to decide how best to 
implement the law. For complicated historical reasons, this is not the 
case with the agencies that regulate drilling. 

In 1969, Congress passed the National Environmental Policy Act 
(NEPA) requiring that agencies follow certain procedures when 
deciding the methods and locations for oil drilling. The bill is 
purposefully vague and doesn’t define a lot of important phrases and 
words, which is not unusual for legislation. 

Typically, Congress writes somewhere in a new law that the agencies 
responsible for Implementing it can interpret the law’s language 
based on their own expertise and experience with these issues. 
Unfortunately, NEPA didn’t do that. As a result, anti-drilling 
environmental extremist groups often challenge whether a 
government agency followed NEPA regulations by arguing that the 
agency’s actions are inconsistent with the law’s language. When the 
agencies tell a court that they define some phrase in a certain way 
based on the recommendations of their own experts, activist courts 
often side with the environmentalist extremists and rule that the 
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agencies don’t have the authority to define the law’s language. 
Instead, the courts decide that only they can define these words. 

The result is a system of regulations that have been largely written by 
the courts — which have no experience or expertise in energy at all — 
in ways that hinder the activities of both energy-related agencies and 
energy companies. 

This has led agencies to try to create “appeal-proof environmental 
assessments in which they far exceed the necessary environmental 
protections in order to make it harder for environmental extremists to 
win lawsuits. Unfortunately, even these costly and time-consuming 
“appeal-proof assessments frequently lose in court. In 2006, out of 
108 lawsuits filed under NEPA against government agencies, courts 
ordered injunctions or ordered the case to be remanded in two-thirds 
of cases. All this means less drilling, more delays, and more 
ridiculous regulations and lawsuits. 

The way to fix this crucial problem and stop a lot of frivolous lawsuits 
is to pass a law that gives the agencies in charge of implementing 
NEPA regulations the authority to define important words and 
phrases that Congress left vague. This would be no different than 
what Congress does for almost every other piece of legislation it 
passes, and it would stop the courts from being able to overrule the 
decisions these agencies make based on their own considerable 
expertise. 

38. Implement a loser-pays law for lawsuits challenging drilling 
permits. Even if we make it harder for environmental extremists to 
win lawsuits, they’ll probably keep filing one suit after another in 
hopes of slowing the process down and, ultimately, winning in some 
liberal activist courts. 

To really stop these baseless lawsuits we have to design a system 
where there is a significant incentive not to file them. The best way to 
do that is to implement a loser-pays law for these lawsuits. This 
means that whichever side loses a lawsuit challenging a drilling 
permit has to pay all the legal costs for the other side. If an extreme 

-26- 

DRAFT 

© Gingrich Communicalions - 4/24/2009 



949 


Appendix 1 to Newt Gingrich Statement 


environmentalist group wants to stop all drilling in Alaska by filing 
ridiculous lawsuits challenging permits, and then loses those suits, it 
should have to pay the legal costs that the government and the 
private company spent defending the permit in court. You would see 
a dramatic decline in the number of frivolous lawsuits, as there would 
finally be a disincentive against filing suits that have little chance of 
success. 

This reform would not cause harm to the environment. The vast 
majority of these lawsuits are frivolous, geared more toward shutting 
down drilling altogether than ensuring that regulations are followed. In 
most cases, the environment is being adequately protected by 
existing regulations, which are rigorously enforced. A loser-pays law 
would simply encourage activists to stop filing lawsuits unless they 
have strong evidence of real environmental or regulatory problems. 
This would actually increase accountability because the courts and 
the government would take the few lawsuits that were filed much 
more seriously. 

We can protect the environment and cut down on wasteful litigation at 
the same time. If we want more energy and lower prices, we need 
real change in our legal system to stop frivolous lawsuits that cause 
unnecessary delays and cost billions of dollars to energy companies 
and to taxpayers. It must be a priority in any solution to our energy 
needs. 
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Mr. Markey. We thank you, Mr. Speaker, very much. 

We will begin by recognizing the chairman of the full committee, 
Mr. Waxman. 

Mr. Waxman. Thank you very much, Mr. Chairman, for recog- 
nizing me first so I could attend to some other business. 

Mr. Gingrich, as I hear what you are saying is it can’t be done, 
it costs too much, there is really not that great a threat anyway, 
and we don’t want to rush out and spend government money and 
have government programs in the large government. But it was in- 
teresting your proposals were rebuild the American economy with 
greener energy. I assume that is going to cost somebody some 
money. Green coal and carbon sequestration. Of course we need it. 
It is going to cost some money. Enhanced oil recovery, expand 
biofuels, nuclear energy. We ought to ask the scientists how much 
money they want. I don’t disagree with those ideas, but I don’t 
know how you do it without spending some money, and quite 
frankly, I would rather give the marketplace some incentives to get 
some of these results than to have government funds do it, attempt 
to do it, because I think the free economic system that we have is 
the best way to get results. 

But as I look at your basic core argument, it is going to cost too 
much, and in fact, you said it is going to be a glorified $1 to $2 
trillion new energy tax will cost households over $3,000 a year. Is 
that right? Is that your position? 

Mr. Gingrich. Well, those are the numbers I have seen. 

Mr. Waxman. OK. Well, those are numbers that have been cited, 
and the problem with these numbers if they are simply not true. 
Republican members have cited this before at other hearings, and 
they say that this is supported by an MIT study, but the author 
of this study. Dr. John Riley, said the estimate is a gross exaggera- 
tion, that the study is 2 years old, uses outdated data, examines 
a different piece of legislation. 

I would like to enter into the record, Mr. Chairman, two letters 
that Dr. Riley sent to Minority Leader Bainer explaining that Re- 
publicans are mischaracterizing his work. Just yesterday Dr. Riley 
confirmed that, “The Republican approach to estimating the cost of 
cap-and-trade is just wrong.” ERA analyzed the 

Mr. Markey. Without objection it will be included in the record. 

[The information was unavailable at the time of printing.] 

Mr. Waxman [continuing]. Cost of the bill that Mr. Markey and 
I have proposed, and this analysis says the bill will cost the aver- 
age family less than 40 cents per day. When the American people 
hear statements that you have made, they get scared, which is ex- 
actly what I think is intended. Let us scare people. This is not a 
new tactic. I remember over the years we have heard it over and 
over again from industry. Twenty years ago when we were doing 
the Clean Air Act opponents of the Acid Rain Provision said it 
would bankrupt the utility industry. In fact, we cut emissions in 
half at a fraction of the cost the naysayers predicted. They said it 
was certain that we would lose the air conditioning in our office 
buildings and that we simply couldn’t make cleaner automobiles. 
All of these predictions turned out to be completely inaccurate. 

I believe that you are trying to give us a false choice. Our eco- 
nomic future and clean energy are inextricably intertwined. The 
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economy that will grow the fastest in this century will he the one 
that makes the greatest investment in new energy technologies. 

Nearly 40 years ago this committee passed the original Clean Air 
Act and since that time in 40 years we have reduced dangerous air 
pollutants by 60 percent or more. You acted as if it would be in- 
credible that we could reduce carbon emissions by huge numbers. 
Incredible that we did that under the Clean Air Act and during the 
same period our population has grown by 50 percent and our econ- 
omy by over 200 percent. 

There aren’t that many of us in the room that were here when 
we did the Clean Air Act. I don’t know if you — you certainly 
weren’t here in 1970. You were here in 1990. We heard all of these 
scare tactics firsthand and what the Congress did on a bipartisan 
basis is we let commonsense prevail. We acted decisively to clean 
up air pollution, and our Nation has benefited ever since. 

And I would suggest that your ideas are not bold. They are a re- 
peat of the old scare tactics. Let us get the American people really 
scared. The Democrats are going to charge you more money than 
it is impossible to achieve. Why only the South Pole on one side 
is sinking and other side not. I just think that the American people 
ought to see through what you have to say, and I would hope you 
would not go to every campus to give your speeches but urge Re- 
publicans and Democrats to work together, just don’t attack Gore 
and attack the President and attack the Democrats. Work with us, 
and if you don’t think it is a problem, then I don’t know why you 
are even giving us those six or seven solutions, because I think 
there is a problem, and you ought to face up to us and help us 
solve that problem. 

My time has expired and yield back the time. 

Mr. Gingrich. Am I allowed to respond? 

Voice. The gentleman would be allowed to respond. 

Mr. Waxman. Well, I didn’t ask a question, and I don’t mind if 
he responds, but the rules that I understand we have always had 
is members have 5 minutes to either ask a question, I asked you 
one upfront, and then to say whatever we want to say. 

Mr. Barton. Mr. Chairman. 

Mr. Waxman. I would certainly think you ought to be able to re- 
spond if you want to, but that is going to be up to the committee 
to violate the rules and give you an extra privilege that other peo- 
ple have not had. 

Mr. Barton. Mr. Chairman, we have 

Mr. Markey. The gentleman’s time has expired. I can recog- 
nize — 

Mr. Barton. Ask to speak out of order, either one. 

Mr. Markey. The gentleman is recognized for that purpose. 

Mr. Barton. The chairman of the subcommittee explicitly gave 
Vice President Gore earlier today the opportunity to respond to 
Congressman Radanovich’s statement, which wasn’t a question, 
and Mr. Markey 

Mr. Waxman. Well, in that case if the gentleman would yield I 
will ask unanimous consent that the — Mr. Gingrich be given 3 min- 
utes to respond. 

Mr. Barton. Well, he should just be given — we should give 

Mr. Gingrich. I can do it in much less 
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Mr. Barton. — the Speaker of the House the same courtesy we 
gave the Vice President of the United States. 

Mr. Gingrich. I can do it in much less than 3 minutes. 

Let me must say first of all, that the $640 hillion tax increase 
comes out of the Obama budget and has an asterisk indicating it 
will be more than that. That is not my number. That is the Presi- 
dent’s director of the budget’s number. 

Second 

Mr. Waxman. You said that is how much would come in a cap- 
and-trade program that would be then redistributed. 

Mr. Gingrich. Yes. It is in the budget, so it could be redistrib- 
uted. 

Mr. Waxman. So you take money, and you redistribute it. 

Mr. Gingrich. But it would be redistributed. 

Mr. Waxman. OK, and you propose some redistributing of dollars 
as well. 

Mr. Gingrich. On the MIT study I 

Mr. Waxman. Where does your money come from? 

Mr. Gingrich. I would ask permission, if I might 

Mr. Waxman. Where does your money come from for your ideas 
here? Where is the money going to come from that we are going 
to transform the American economy with American energy? 

Mr. Gingrich. Well, look. I think when you 

Mr. Waxman. Where is it going to come from for green coal and 
carbon sequestration? That is an expensive proposition. We have 
got to do it. We have got to invest in it. Where is the money going 
to come from to transform the way scientists are able to do their 
work? 

Mr. Gingrich. Well, first of all, in a Congress which passed a 
$787 billion stimulus without reading the bill, I think we can find 
the money. I am perfectly happy to work together to find the 
money. 

Second, I have never said I am against the government 
incentivizing change. I am against the government punishing 
change. 

Third, I would like to put in the record a recent article in the 
Weekly Standard called Fuzzy Math, which is actually John 
McCormack’s conversation with the MIT professor, and in terms of 
citations, I would cite $10,800 cost per family of four by 2020, ac- 
cording to a laperstudy, $2,700 per family of four according to War- 
den econometrics, and $750 per year for the porous quintile accord- 
ing to the Center for Budget Policy Priorities as some of my 
sources. 

Mr. Waxman. Mr. Gingrich 

Mr. Gingrich. Finally 

Mr. Waxman [continuing]. I don’t object to any of those going in 
the record, but Mr. Gingrich, I am sure glad you are not in charge 
of foreign policy. Do you think the only way to incentivize a country 
is by offering them more and more carrots? You have got to have 
some 

Mr. Gingrich. I don’t think 

Mr. Waxman [continuing]. And sometimes 

Mr. Gingrich. Chairman. 
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Mr. Waxman [continuing]. You have to say to incentivize you we 
are going to give you some assistance, but there are going to be 
consequences. 

Mr. Gingrich. Mr. Chairman, I don’t think of American citizens 
the way I think of foreign dictators, and I don’t think this Congress 
should punish the American people. I think this Congress has 
every right to reward the American people, but I don’t think Lin- 
coln’s government of the people, by the people, and for the people 
should be turned into a government punishing the people, and that 
is the major difference. 

Lastly I would point out that in the EPA analysis of your bill, 
your bill is not complete, and the EPA analysis included 150 per- 
cent increase in nuclear power, and there is no nuclear power sec- 
tion of the bill. So I would be perfectly happy to talk to you in more 
detail when the bill is complete. I would be glad to come back and 
testify if the bill gets completed, but this is an incomplete bill, and 
the EPA analysis had certain assumptions that don’t relate to the 
bill. But I am always delighted to be here with the chairman. 

Mr. Markey. The gentleman’s time has expired. 

The chair recognizes the gentleman from Texas, Mr. Barton. 

Mr. Barton. Thank you. Thank you, Mr. Chairman. 

I just want to put in the record this famous MIT study is based 
between 2015, and 2050, there will be an annual, which means 
every year, average of $366 billion in revenues. You take that num- 
ber, you divide by the number of households in America, which 
MIT estimates to be 117 million, and lo and behold that equals 
$3,128 per household. 

Now, you can redistribute it, you can play with the numbers, you 
can go up on your allowances, down on your allowances, but the 
fact remains if we put anything close to what we think Mr. Markey 
and Mr. Waxman are going to put on the table in terms of a cap- 
and-trade system, it is going to raise huge amounts of money, bil- 
lions and billions of dollars every year, and somebody is going to 
pay for it, and that somebody is the American taxpayer and the 
American consumer. That is number one. 

Number two. When Mr. Waxman asked about how you do the re- 
search and how you pay for carbon sequestration, he well knows 
that Mr. Boucher and myself and other members of the committee 
have a bill that assesses a very small fee, like per mill fee, per 
megawatt or — ^yes, megawatt of electricity produced where the in- 
dustry itself pays for the fund that develops this sequestration 
technology for carbon capture, our conversion, and sequestration. 

That bill is part of the 648-page draft. The Boucher proposal that 
I support and many Republicans support is in this draft bill. What 
is not in this draft bill is the actual allowance system, scheme and 
who gets free allowances and who has to pay for allowances. That 
is not in this bill. And that is — there may be good reasons why it 
is not in the bill, but it is not in the bill. 

Now, my question to you, Mr. Speaker, the draft bill has a re- 
newable electricity portfolio standard called RES, but it does not 
include nuclear power and does not include clean coal technology. 
The Republican alternative will have a clean energy standard 
which will include both nuclear and clean coal technology. Which 
of those two definitions, if any, do you support? 
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Mr. Gingrich. Well, obviously I would support including clean 
coal technology and nuclear power, but let me point out in terms 
of one of the things that the chairman asked me a minute ago, if 
you simply pass regulatory and litigation reform for nuclear power, 
I suspect you get a dramatic increase in nuclear power investment 
at no cost to the Federal Government. It would be beneficial for the 
committee to hold a hearing and invite in the nuclear power indus- 
try and say, if we wanted to have a robust nuclear power industry 
with no federal investment, what changes would we need to get to 
a clean, simple, guaranteed approach that allowed companies to go 
out and actually build a nuclear power plant. And I think you 
would be startled at how many nuclear power plants you could 
build if they weren’t faced with massive litigation, continuous regu- 
lation, and an increasingly difficult-to-deal-with Nuclear Regu- 
latory Commission, which in effect is virtually guaranteed that it 
is too expensive to build the very plant here that is routinely built 
in either France or Japan. 

Mr. Barton. My last question, Mr. Speaker, I think we have 
pointed out repeatedly the problems with the cap-and-trade system. 
The fact that it doesn’t work, it hasn’t worked in Europe, it is going 
to be hugely expensive, it is going to cost lots of money, it is going 
to cost millions of American jobs. The Republican alternative does 
always with cap-and-trade and puts in its place an efficiency or 
performance standard similar to what we put in the Clean Air Act 
amendments of 1990. We used existing — the best available tech- 
nology as the standard in a given incentive for plants. If they de- 
velop better technology, they then get an accelerated depreciation 
on their tax returns. 

I know you haven’t had a chance to look at the Republican alter- 
native, but does that sound like something that would be better in 
your view than a cap-and-trade program that simply doesn’t work? 

Mr. Gingrich. I think the history of America is that when you 
reward people, when you have prizes, when you have incentives, 
you can get extraordinary levels of entrepreneurial energy and an 
amazing amount of inventiveness. And historically whether it was 
prizes for airlines for aviation breakthroughs in the ’20s and ’30s 
or it was the grants of land in order to build the railroads, the 
Transcontinental Railroad in the 19th century, we have been very 
successful as a country in incentivizing the future. We are not very 
effective when we either bureaucratize it or punish the present. 

Mr. Barton. Thank you, Mr. Speaker. Thank you, Mr. Chair- 
man. 

Mr. Markey. The gentleman’s time has expired. 

The chair recognizes the gentleman from Washington State, Mr. 
Inslee. 

Mr. Inslee. Thank you. 

I must say this has been surprising testimony because I think 
many people will ask what happened to the old Newt Gingrich. We 
expected an optimist, someone who believes in the creative power 
of the American economy, but we have had a sudden attack of pes- 
simism that we can’t solve this problem. And I want to ask you 
some questions about that. Perhaps we can put up a chart here on 
this screen about some questions you were asked on February 15, 
1970, if we can get the first slide up. 
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You were basically asked — you are going to help us out there, I 
hope. You were basically asked if you supported a cap on carbon 
in 1970, which basically is what this bill is. This is — excuse me. 
2007. And you said, and I am just going to read several of your 
quotes. You said, “I think that if you have a mandatory, have man- 
datory caps, combined with a trading system, much like we did 
with sulfur, and if you have a tax incentive program for investing 
in the solutions, that there is a package that is very, very good, 
and frankly, it is something I would strongly support.” 

This bill is exactly that package. It is a mandatory cap. It pro- 
tects Americans from unrestrained pollution. It is exactly what we 
did for sulfur dioxide, and if you will put up the next slide, please, 
we will just take some — just so you will know I am just picking 
these at random, in the same interview said, “The caps with the 
trading system on sulfur has worked brilliantly. It has brought free 
market attitudes, entrepreneurship, and technology and made it 
very profitable to have less sulfur.” So people said, wow. It is worth 
my time and effort. 

Next slide, please. You went on to say, and I will read this. “I 
think,” I will just read the last paragraph. “I think that we are 
right at a tipping point where you could begin to imagine the devel- 
opment of an entirely-new generation of systems where you had a 
combination of a carbon cap with a trading system. You had prizes 
for the invention of major breakthroughs, and you had incentives 
for investing in the new breakthroughs and accelerating their use 
and their development. And you could imagine a world 15 years 
from now that is dramatically greener than the world we are cur- 
rently in.” 

Now, the bill that we are working on does basically what you 
said you wanted to see happen in 2007. It is a mandatory cap. We 
are no longer allowed polluting industries to put pollution in unlim- 
ited amounts into the atmosphere, and we are going to require pol- 
luting industries to pay some amount for the right to put pollution 
into this atmosphere. 

We will use a trading system to have the most efficient as the 
market will determine allocation of those scare resource. We will 
have investment in these technologies of the ones that you alluded 
to. We have incentives in this bill, tax and otherwise, just as you 
alluded to in 2007. 

So I am trying to figure out why this massive change in your po- 
sition, and I ask myself, well, is it because we found out that this 
program would be more expensive than we thought. Well, I know 
that is not the situation. I am holding a letter of April 14 from Dr. 
John Riley of MIT, who is the author of this report being quoted 
by Republicans trying to scare Americans thinking this is going to 
destroy the economy. 

And what he said is, “Dear Representative Boehner, I write to 
correct an estimate I sent on April 13 to counter what we feel is 
a misrepresentation of our work by the National Republican Con- 
gressional Committee.” Continuing, “A collect estimate of that cost 
as opposed to auction revenue for the average household just in 
2015, is about $80 per family or $65 if more appropriately stated 
in present value terms discounted in an annual 4 percent rate.” 
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That is 18 cents per day. The Republican party unfortunately is 
trying to tell people that the continued climate that we have here 
is too expensive at 18 cents a day. I don’t believe that is too expen- 
sive. I also believe it could end up being cheaper, given the enor- 
mous technological creativity of our economy. 

So I will just ask you this. Just a very, very simple question, Mr. 
Gingrich. Do you believe a dramatic reduction by use of a cap-and- 
trade system that would cost Americans 18 cents a day is too much 
to pay to save the planet? 

Mr. Gingrich. Well, as I said earlier in two plus two equals four 
and if you think that the $646 billion Obama tax increase in this 
budget can be translated into 18 cents a day, I think you probably 
think two plus two equals 700. The fact is the cap-and-trade sys- 
tem I supposed in 1970, affected 263 units and at its peak affected 
2,000. Now, if you want to write a bill that covers the 2,000 most 
polluting places and say, fine, those 2,000 are part of cap-and- 
trade, I would be glad to look at it. 

Mr. Inslee. Could I ask you 

Mr. Gingrich. If you want to include as I said in — if I might, if 
you include as I said in that quote very strong incentives, I would 
be glad to look at it. If you include prizes, I would be glad to look 
at it. If you would liberate the nuclear power industry from trial 
lawyers and regulatory controls, I would be glad to look at it. This 
bill does none of those things. 

This bill actually has the Department of — the Secretary of En- 
ergy regulating Jacuzzis. Now, the idea that we are going to have 
a cap-and-trade system that regulates Jacuzzis strikes me as close 
to being nuts. 

Mr. Inslee. Could I just — I just really would like you — I would 
like to know what you think about this. By the way, the only 
Jacuzzis this will regulate will have to produce 2,500 megawatts of 
energy, oK, to be covered, so you don’t have to worry about 
Jacuzzis. 

But just let me ask you this question. In your opinion do you be- 
lieve 18 cents a day for the American family is too much to save 
the planet? You can give us your thoughts about that. What do you 
think? 

Mr. Gingrich. I think if you could convince anybody that that is 
the real price, I 

Mr. Inslee. Well 

Mr. Gingrich [continuing]. As I said awhile ago, then explain 
the $646 billion that is in the Obama budget. I mean, if you and 
the President have an argument, you don’t have an argument with 
me. I am citing the President. Let me just ask you 

Mr. Inslee. I just think 

Mr. Gingrich [continuing]. Let me ask, because maybe I mis- 
understood. So maybe you can help me. Congressman Inslee. On 
page 233, line five, portable electric spas. Now, I don’t know what 
a portable electric spa is. I was told it was a Jacuzzi, but that is 
in this bill. Page 233. Now, that is why I said, when I got to that 
point, I quit reading the bill. 

Mr. Inslee. We will give you a hot spa that is energy efficient. 
I hope that doesn’t offend you. My point is is that the economists 
who are testifying in this committee, including one called by the 
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Republicans yesterday, said there would be a minimal cost of this. 
One yesterday, Dr. Jay Apt, former U.S. astronaut, told us that it 
won’t cost us any more than compliance with the Clean Air Act. He 
said that was well worth the cost. 

Thank you very much. 

Mr. Markey. The gentleman’s time has expired. 

The chair recognizes the gentleman from Michigan. 

Mr. Upton. Thank you, Mr. Chairman. 

I just want to go back to John Dingell’s statement earlier this 
morning when he said that cap-and-trade is a tax, and it is a real 
big one, and the EU screwed this thing up twice to put it in his 
words. 

Mr. Speaker, it is good to have you back, and I am one that be- 
lieves that we can, in fact, reduce emissions and deal with the 
issue in a major way, and you and I were both in the Congress 
with Mr. Barton, Mr. Markey, certainly Mr. Dingell when we took 
this issue up back in the ’90s called the BTU tax. A lot of us la- 
beled it the big time unemployment, and we knew at the time that 
the Senate was never going to take that bill up, but somehow we 
had a march in the House. The Republicans were in the minority, 
and that BTU tax did pass, 219 t 213, and the Senate to their word 
never took the bill up. 

As we look at the landscape today with the Senate failing to take 
up the Warner, Lieberman bill last year, failing to get 60 votes, 
with another 12 that said that they would have voted against it 
had it made it to closure, when we look at the vote earlier this 
month in April where the Senate voted almost by a two-to-one mar- 
gin, including my two senators, Evan Bayh, a number of others in 
the mid-west region, the rust belt, who, again, said it should not 
be part of reconciliation as part of the budget, thus requiring 60 
votes instead of 50. They said no. And as we try to work together 
on a bill to me it is quite apparent that even if the House passes 
a cap-and-trade tax as Mr. Dingell called it, it is not going to fly 
in the Senate. So why don’t we work together on a number of 
things that, in fact, can bring us together? 

Things like a renewable portfolio standard to include non-carbon 
emissions as part of that. Thirty states have moved forward. Michi- 
gan among them. Texas among them. Presume Massachusetts 
among them. But as we look at the list of states with a high per- 
centage of carbon-based fuels, we look at Massachusetts at 90, bet- 
ter than 90 percent, Michigan 86 percent, Texas at 95 percent, 
even Wyoming at 97 percent. I think it is clear that we can take 
a number of steps to focus on renewals, and we ought to make sure 
that waste to energy is part of that, we ought to make sure that 
wind and solar incentives are there. I am one that believes that nu- 
clear, which, of course, has no greenhouse gases emissions, we 
ought to be looking at that as part of that portfolio, and I am con- 
vinced that we will have bipartisan majority on a number of those 
issues where we can, in fact, move that legislation ultimately get- 
ting to the President’s desk. 

You have made some good points about nuclear, and it is not 
part of this bill. I intend to work with Republicans and Democrats 
to add that title to the bill when we get to markup in the next 
week or two. I want to make sure that we don’t have caps on emis- 
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sions before we have technology that can actually make sure that 
we get to those. 

What is your sense in terms of the argument that I raised this 
morning about the WTO? Would that be a good idea to have an off 
ramp? 

Mr. Gingrich. Well, I think the people have to recognize the 
very grave danger that this bill is going to kill jobs in the United 
States and that the bill is not going to have any automatic affect 
on other countries except to export factories and export work. I do 
want to recognize that the distinguished Chairman and my very 
deal friend has come in, and it is a great honor to be with him, 
and we did many different things together over the years, most of 
them I have to say for the good I would like to think or for the 
country. 

But I do think his testimony this morning or his comments this 
morning when he was talking with the vice president and with 
Senator Warner, this is a tax, and here is the core challenge that 
I find fascinating, and it is something which Mr. Butterfield I 
thought alluded to in his questions earlier and that Ms. Sutton al- 
luded to. The argument is that we have to raise the cost in order 
to get people to transition out of fossil fuels because fossil fuels are 
inexpensive. OK. That is a legitimate argument, however, when 
you raise the cost, you are raising the cost, and then people say, 
but there is not really a higher cost when they raise the cost be- 
cause somehow magically we are going to get to the promised land 
where there will be a lower cost after the higher cost. 

But if you are a normal person in this economy, if you have 
looked at us lose millions of jobs, if you are worried about your 
marginal last dollar of your income, the fact that eventually some- 
day we will reach Nirvana, may not comfort you while you go 
broke. And to think that the challenge for everybody who wants to 
punish us into change, understand, the people you are trying to 
punish are the American people. I am very much in favor as I 
think you are, Mr. Upton, to incentivize us into dramatic change. 
I think you could write a bill that will be truly bipartisan that 
would have a dramatic number of breakthroughs in getting to a 
cleaner environment and to less carbon in the atmosphere. 

But it would do so in a positive way, and it would do so by 
incentivizing rather than punishing, and it would do so in a clean 
way that did not require a massive expansion of government bu- 
reaucracy. 

Mr. Upton. Thank you. 

Mr. Markey. The gentleman’s time has expired. 

The chair recognizes the gentleman from Michigan, Chairman 
Emeritus of the committee. 

Mr. Dingell. Thank you. I would like to begin by welcoming my 
old friend, Mr. Gingrich, back. Glad to see you here. Newt. 

I share your concern on the points that you have raised as you 
have gone over these matters. The question of competitiveness in 
this matter is a very important one. The question of how it is we 
are to address this business of global warming at the same time 
while we are dealing with the other questions of preserving com- 
petitiveness is a matter of great concern. 
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China and Indians you have indicated have indicated that they 
are going to he developing countries for always and that means we 
have some problems. There are others who are out from under the 
burdens of this under the Quioto Agreement and will have a poten- 
tial for a large advantage over the United States. These things I 
find are very, very troublesome to me, and so the first question is 
how do we see to it that we don’t be the only country in the world 
which carries this load? How do we, for example, address the ques- 
tions of trade? How do we, for example, address the questions of 
dealing with the business of cap-and-trade so that it doesn’t impose 
excessive burdens on our people while letting others get away? 
What do we do with regard to addressing these concerns within the 
framework of a global cap-and-trade package but also within the 
framework of things like GAT and the WTO? 

Mr. Gingrich. Well, let me say first of all, Mr. Chairman, you 
know full well in Michigan, in the area that you have represented 
to ably, what the pain has been of unemployment and of competi- 
tion killing jobs. I worry a great deal the European experience was 
captured in one study in which a cement plant left Belgium under 
cap-and-trade and opened up in Morocco, actually emitting more 
carbon in Morocco than it was originally emitting in Belgium, tak- 
ing the jobs away from Belgians and giving them to Moroccans. 
And I do worry that if we unilaterally adopt this that it would be 
a disaster. Now, those. Vice President Gore, for example, was very 
optimistic about the Chinese. You know, it might be useful to offer 
an amendment that said that the cap-and-trade section of this bill 
would only go into effect when it was certified that the Chinese had 
adopted a comparable program. I think that would be one way to 
guarantee that we. A, I think would probably never go into effect, 
but, B, that we wouldn’t be kidding ourselves with what we are 
going to do to American jobs. 

In this economy 

Mr. Dingell. When I was at Quioto told me that they were only, 
that they were a developing country, they were not going to be cov- 
ered by the agreement, and that they would never be covered by 
the agreement because they are always going to be a developing 
country. 

Mr. Barton. I am a witness to that. That really happened. 

Mr. Dingell. Yes. Now, the problem that is our concern here is 
we have to do something about the wasteful use of energy in this 
country, and I desperately want to support this bill, principally for 
that reason. 

But the question is if — we have this nasty balancing. On the one 
hand we have got to deal with the question of how we make other 
countries comply and cooperate, how we at the same time achieve 
the efficiencies that we have got to do, how we force other countries 
to comply, and how we don’t wind up with a huge mess and a loss 
of jobs on our own hands. 

Mr. Gingrich. I think you are putting your finger on the heart 
of the challenge of this bill. Let me just say I believe you could 
write a bill that liberated the nuclear power energy industry and 
allowed us to move towards dramatically more nuclear, which 
would take a great deal of carbon out of the atmosphere. 
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I believe you could write a bill which dramatically incentivized 
moving towards a green coal system of carbon sequestration and 
using the carbon then to have an AMSOIL recovery. I think you 
could write a bill which had very substantial increase in research 
and development for materials technology, for hydrogen, and for 
other breakthroughs. I think frankly you could move ethanol from 
10 to 15 percent of all liquid fuels and you could move towards a 
much better use of natural gas, and the combined effect would both 
dramatically increase the American economy, reduce the amount of 
carbon loading in the atmosphere, create a lot of American jobs, 
and improve our national security. 

None of the things I just mentioned requires a national federal 
bureaucracy to micromanage Jacuzzis and none of the things I just 
mentioned requires punishing anybody. And I think that has got to 
be part of the key. We have in a world market, when we unilater- 
ally punish Americans, we cripple the American worker in com- 
peting with our foreign competitors. 

Mr. Dingell. All right. Now, I got one other question. You and 
I have been floundering around in this morass for a long time, and 
both of us have seen our concerns and interests and feelings 
change. In April of 2007, you had some comments on this, and in 
April of 2008, you had some other comments. 

In 2007, you said my message is that evidence is sufficient that 
we should move towards the most effective possible steps to reduce 
the carbon loading of the atmosphere and do it urgently. In April 
of 2008, we — ^you said I want to be clear. I don’t think that we have 
conclusive proof of global warming, and I don’t think we have con- 
clusive proof that humans are at the center of it. 

How do we rhyme those two statements? 

Mr. Gingrich. Well, Mr. Chairman, first of all, I believe, and 
then I went on to say as a conservative I think conservation and 
caution are part of being a conservative. And I think that as a pru- 
dent person you can take steps to limit carbon loading of the at- 
mosphere without having conclusively proved anything about that 
causality of whether carbon loading has an affect on the tempera- 
ture of the earth, because I think frankly it is clear that as Mr. 
Barton earlier indicated that there has been an increase in carbon 
loading of the atmosphere, and there will probably be a continuing 
increase. 

In the interim I also wrote a book called Contract with the 
Earth, and I believe that it — I think one of the reasons I volun- 
teered to come here today is I believe if we can find and incentivize 
a positive way to more to a new generation of greener energy, and 
if we can find a way to do it that increases the competitiveness of 
the American economy, it is absolutely in our national security in- 
terests and our quality of life interest to do it. 

And so I do think that there are practical steps we could take, 
and I would associate myself with Mr. Upton’s description of the 
kind of bipartisan bill that I think could have very widespread sup- 
port that would help Michigan create jobs, that wouldn’t kill more 
jobs, and it would actually expand the choices of the American peo- 
ple. It wouldn’t try to punish them into change. 

Mr. Dingell. Thank you. It is good to see you back. 

Mr. Gingrich. Good to see you, sir. 
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Mr. Markey. ok. The gentleman’s time has expired. 

The chair will recognize himself. 

You asked, Mr. Speaker, what would the nuclear industry ask. 
Well, I can tell you that the asked his committee in 1992, to com- 
bine the construction and operating license. We did that. That was 
the 1992, Energy Act. In 2005, President Bush, the Republican 
House and Senate, they asked the nuclear industry what do you 
need. They said, well, we need to consolidate the licensing pro- 
ceedings for modular nuclear reactors. That is exactly what was in 
the 2005, Energy Act. 

But in addition to that we have authorized the Price Anderson 
Act for them for 25 years to protect them against insurance expo- 
sure because they are the only industry that cannot, in fact, get in- 
surance from the private sector that we enacted a production tax 
credit for the nuclear industry. We enacted a tax credit that allows 
all nuclear power plant owners to deduct the cost of the money 
they put into their nuclear power plant decommissioning funds 
from their taxes. We authorized the DOE to assist companies in 
helping to get their power plant licensing requirements through the 
NRC. We authorized the wide-ranging DOE R&D Program and nu- 
clear power plant technologies, and perhaps most importantly, and 
this is what they say is absolutely the bottom line need that they 
have, we authorized a $50 billion government-backed loan guaran- 
tees for the nuclear industry and other advanced technologies, 
which means that if the utility defaults, the American taxpayer is 
on the line for the money, which is the system in France and 
China. They are Socialist and Communist countries. We adopted 
that provision for them. 

However, there is no question that even with all that said and 
done that if there is a cap-and-trade system put in place and a low 
carbon economy is created, that would be the best marketplace in- 
centive for the utility industry to move back towards the nuclear 
industry. Because then a premium would be placed upon it. 

So the marketplace is the best place for them, although they 
have been dependant upon government support for the last 50 
years, and they have only intensified in that request over the last 
3 or 4 years, which has been met by the Congress. So that is just 
the reality of the nuclear industry. It will do better in a cap-and- 
trade system. 

Second, on your point about the 34 times that the Department 
of Energy missed their deadlines for appliance sufficiency, that is 
accurate. They did. I know that because I requested the GAO re- 
port on that issue. I know and have a concern about it because 
they missed the deadline required in my appliance sufficiency law. 

Now, without question that led to an additional dozens of power 
plants that had to be built, fossil fuel plants, in order to generate 
the electricity for those appliances. However, the reality is in addi- 
tion that when you were speaker, there was actually a writer that 
barred adoption of any new or revised appliance sufficiency stand- 
ards, and a second writer actually barred any new standards for 
fluorescent light bulbs. 

So to bring this up to the Jacuzzi amendment, the hot job 
amendment, that provision is inside of the appliance efficiency 
standards that we are going to require. Now, of all of the things 
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that we would want to have high energy efficiency, it would be I 
would think Jacuzzis. I mean, there is a discretionary purchase in 
the American economy, and all we are saying there is like light 
bulbs or refrigerators or stoves, that there should be high stand- 
ards for energy efficiency in the manufacture of Jacuzzis and hot 
tubs. It is just part of what, it is part of what you were criticizing 
in the very beginning in terms of the Department of Energy, not 
meeting high energy efficiency standard. And by the way, the 
standard that we included is the industry consensus standard, and 
a standard they say they believe all industry participants can meet. 

And I would just add this one other thing, which is that begin- 
ning in 1995, there was a rider attached to every transportation 
bill, which banned the Department of Transportation from improv- 
ing the fuel economy standards of the vehicles which we drive. So 
in the same way that not having high standards for appliances, led 
to more fossil fuel, electrical generating plants had to be built, 
sending more CO 2 up into the atmosphere. 

So, too, their delaying the improvement in the fuel economy 
standards lead to more imported oil, yes, but ultimately delayed 
the point in time in which the auto industry would have to meet 
the innovation tests that the rest of the world was applying to our 
auto industry. 

So I just point all those things out just to let you know that in 
the confines of this bill the nuclear industry is a huge beneficiary. 
The appliance and other industries will be dealt with in a way that 
I think matches the kind of prize that they should be receiving for 
innovation, but it is just creating this “work smarter, not harder” 
economy that depends upon innovation rather than the importation 
or the burning of domestic fossil fuels unnecessarily, although 
where it is necessary, we obviously need it to continue. 

So that is the only point I would make to you, Mr. Speaker. 
These are the things that I have been working on my entire career, 
and in a lot of ways this bill that we are now debating makes it 
possible for us to move to the innovation economy. It makes it pos- 
sible for us to move forward to now deal with the reality that we 
only have 3 percent of the world’s oil reserves while consuming 25 
percent of it, which is an unsustainable long-term profile for our 
country. 

Mr. Gingrich. Just two quick comments. You have shown great 
fortitude today and great patience. Two comments. One, on the 
question of reserves, I would just cite back what I had said earlier 
when you realize the U.S. geological survey just increased the 
Bachen reserve by 2,500 percent to between 3 and 4 billion barrels 
from what would have been a very small reserve, and you realize 
that the Brazilians went and the last few years from 10 billion to 
100 billion because they have barrels of reserve, because they actu- 
ally permitted looking for oil. I think — and we literally have gotten 
100 years supply of natural gas discovered in the last 3 years. I 
think that the reserve issue is not, is actually not valid but is a 
function of bad government policy, and I just would say I can’t 
imagine a much better way to close the difference between being 
liberal and conservative in America than whether or not one could 
allow consumers to actually evaluate Jacuzzis or whether we need- 
ed a federal department of Jacuzzi regulation. 
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I think it is a perfect contrast in our two approaches, and I have 
great respect for you and what you are trying to do, but I do think 
it is a pretty dramatic difference in our view of how America 
should operate. 

Mr. Markey. Well, I thank you, Mr. Speaker, but, again, I am 
only referring back to your own criticism of the Department of En- 
ergy, and by the way, that was the Bush Department of Energy 
that missed all 34 deadlines 

Mr. Gingrich. Well, I would say that 

Mr. Markey [continuing]. For energy efficiency. 

Mr. Gingrich [continuing]. The mismanagement, for example, of 
nuclear waste, clean up processes has been an ongoing Department 
of Energy problem across several Administrations. 

And I have limited faith in the ability of federal bureaucracies 
to operate with agility and alacrity. 

Mr. Markey. And I appreciate that, Mr. Speaker, but the reality 
is is that the FutureGen product that you talked about and are 
critical of the Department of Energy decision to walk away from 
was a decision made by the Bush Department of Energy in 2000. 

Mr. Gingrich. I agree with you, and I am happy to be bipartisan 
in my criticism. 

Mr. Markey. Just so you know we put $3 billion into the stim- 
ulus bill for climate change and sequestration. We have already 
$10 billion built into this bill for carbon capture and sequestration 
research, development, and demonstration projects. The funda- 
mental flaw to be honest with you with the nuclear waste site, be- 
cause I was here. I was actually chairman of this subcommittee 
back in that era, was that rather than listening to the National 
Academy of Sciences the — this Congress back then in that time de- 
cided that they would pick Yucca Mountain in Nevada, ignoring the 
National Academy of Sciences. So it was not a science-based deci- 
sion. It was strictly political, and that is what we are now reaping 
the harvest of because whether you put something near a river, 
near an earthquake fall, you are going to wind up long-term with 
real problems if you are trying to isolate nuclear materials for 20 
or 30,000 years. 

So we are hoping that we can create a bridge here. We are hop- 
ing that we will be able to work together, Mr. Speaker, with Re- 
publicans on this issue to find a way that we can move forward, 
because in the long run we only have 3 percent of the world’s glob- 
al oil reserves. Even if it became 4 percent, we now consume 25 
percent, and it is — in the long run incumbent upon us to find a 
technological solution to it, and the quicker that we get to it, the 
quicker that we put in place the incentives for market-based, 
science-based, breakthroughs. Then I think the sooner that we will 
be able to tell those countries around the world that we import 13 
million barrels of oil from — on a daily basis that we don’t need 
their oil anymore than we need their sand, but there is no way we 
are producing an extra 13 million barrels of oil a day. We only 
produce eight million barrels of oil a day today. 

So we need a plan in place in order to be successful, and we want 
to really work on a bipartisan basis, which would be the Democrats 
and Republicans to accomplish that goal. It is an honor for us to 
have you with us today. 
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I would like to conclude by giving you an opportunity to give us 
your closing thoughts, your comments in terms of what you want 
us to remember as we go forward with the consideration of this leg- 
islation. 

Mr. Gingrich. Well, first of all, I am very honored that you let 
me come over and share these ideas with you, and I am very grate- 
ful for the patience and the length of time that you put in today. 

I would say that there is a way to develop an incentivized and 
a positive approach that can accelerate dramatically our moving to- 
wards more effective energy systems. I think that to the degree we 
divert that into trying to build a national bureaucracy and trying 
to create a national managed system that it is likely to carry us 
down a road we don’t do very well, and I agree with what Chair- 
man Dingell said earlier this morning that watching the two efforts 
by the Europeans has not been very encouraging in terms of the 
likelihood of designing the system. 

But I do appreciate the way you have approached it, and I hope 
that you and Mr. Upton are able to find some common ground on 
which to write a bipartisan bill. 

Mr. Markey. Thank you, Mr. Speaker. 

Mr. Gingrich. Thank you. 

Mr. Markey. And, again, it is our honor to have you here with 
us. 

Mr. Gingrich. Thank you. 

Mr. Markey. We have 21 more witnesses to go today, and the 
chairman needs approximately a 3-minute break before we begin 
the next panel. So we will stand in recess for 3 or 4 minutes. 

[Recess.] 

Mr. Markey. Ladies and gentlemen, we apologize to you but we 
had historic guests visiting the committee today. We are moving at 
a rapid pace to try to construct our historic legislation that 
matches the quality of the witnesses which we have appearing be- 
fore us. On this next panel, we have a group of nationally recog- 
nized experts in their subject area and we are going to begin with 
Ian Bowles. Mr. Bowles is the secretary of the Executive Office of 
Energy and Environmental Affairs for the Commonwealth of Mas- 
sachusetts. He also served as associate director of the White House 
Council on Environmental Quality and senior director of the Global 
Environmental Affairs Directorate at the National Security Coun- 
cil. We welcome you, Mr. Bowles. By the way, I will introduce all 
of you so you won’t have to reintroduce yourself, which might save 
you 15 or 20 seconds in your testimonies, so whenever you are 
ready, Mr. Bowles, please begin. 
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STATEMENT OF IAN BOWLES 

Mr. Bowles. Thank you, Mr. Chairman, for your terrific work on 
this legislation. I am sure as you stare at this panel, it feels like 
Heartbreak Hill in the Boston Marathon, so I commend you for 
your patience in these proceedings and thank you for having us 
here today. 

Let me say at the outset, Mr. Chairman, that Governor Patrick 
and the work we have been doing on clean energy is very much 
aligned with the legislation that you and your team have produced 
and we appreciate the thoughtful approach to developing a federal- 
state partnership that advances the goals of clean energy and 
greenhouse gas reduction. I also want to note that many States 
have been leading in this area for recent years and we all welcome 
this important legislation. 

In short, the legislation builds on, buttresses and accelerates but 
doesn’t supplant proven State programs on energy efficiency and 
renewable energy. On energy efficiency, the bill creates a strong 
new set of federal standards but also recognizes that much of the 
retail work retrofitting will be done and implemented at State and 
local levels. On renewable energy, the legislation recognizes the re- 
gional diversity of clean power solutions and the fundamentally re- 
gional nature of electricity markets and the need to bolster, not 
eliminate, such markets. And on transmission, I think it carefully 
resists the call for some top-down central planning that would dis- 
rupt competitive energy markets such as we have in the Northeast 
and instead creates a market-based set of mandates that in our 
view is a superior way to accelerate renewable energy. 

On regulation of greenhouse gases, the bill rightfully crafts uni- 
fied, robust national program but it still leaves the States tools to 
innovate and continue to contribute to low-carbon solutions. As you 
consider the design of the cap-and-trade program, we in Massachu- 
setts endorse 100 percent auction approach. No other system pro- 
vides the clarity and simplicity to the private sector and it also al- 
lows the federal government acting on behalf of the public interest 
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to put the proceeds to work to mitigate economic and consumer im- 
pacts, accelerate renewable energy and energy efficiency and re- 
align our public transportation infrastructure. Let me say in the 
case of our experiment with RGGI in the Northeast, our permit 
auctions have run smoothly and we are putting tens of millions of 
dollars to work creating jobs and reducing energy costs for our con- 
sumers. As you consider a transition to the federal program, we be- 
lieve such programs are needed and should be funded, not just for 
the RGGI States but for all 50 States, and the federal recovery leg- 
islation begins that process with the State energy program funding. 
As you develop your priorities for spending auction proceeds, we 
really strongly encourage the committee to put a big push on en- 
ergy efficiency and make it a large part of your investment. 

The proposed Energy Efficiency Resource Standard also rep- 
resents a complementary tool to accomplish this. In Massachusetts, 
we have restructured our electricity market so that efficiency now 
competes with power generation on price to meet the low demand. 
The EERS would create a similar mandate for other States. 

For those who say the EERS may be too stringent, I would note 
that in Massachusetts we have met through measures over the last 
decade 8 percent of our load through energy efficiency investments. 
In rough terms, that would be equivalent to the 2017 mandate in 
your legislation. So I encourage the committee to retain, include ro- 
bust measures on energy efficiency and I would encourage you also 
to add some more significant measures on monitoring and 
verification so that we can demonstrate to the public what these 
investments in energy efficiency are producing. 

In building codes, I think the work based on the lECC and 
ASHRAE standards is terrific. We in Massachusetts are building 
our new code currently on the 2009, not 2006 code, and I would en- 
courage the committee to look closely at the 2009 code potentially 
as the basis. 

On transportation, the bill breaks new ground by incorporating 
greenhouse gas standards for vehicle emissions and transportation 
planning. I encourage the committee to go further even by tying 
federal highway funds to greenhouse gas reductions, consider in- 
centives for vehicle mile traveled reductions and give the States 
some flexibility to set and enforce greenhouse gas targets. 

On fuels, the proposal in the legislation is a transition to the re- 
newable fuel standard, to transition that standard into a low-car- 
bon fuel standard. We think that is the right policy. If anything, 
we would encourage you to move the timeline more quickly but also 
to recognize some of the regional opportunities and the special con- 
siderations such as we have in the Northeast where we don’t want 
to have leakage out of transportation fuels into things like home 
heating oil. 

In a related vein, we fully support the higher efficiency stand- 
ards for appliances, especially the provision that allows States to 
set more-stringent standards where conditions warrant. As you 
may know, in the Commonwealth we have a State law that re- 
quires furnace efficiency standards for cold weather States. We 
think there are some important regional differences there. 
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In sum, I would say this is a terrific piece of legislation. We com 
mend you and your staff for your hard work and I would be de 
lighted to take the committee’s questions. Thank you. 

[The prepared statement of Mr. Bowles follows:] 
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I. Introduction 

Thank you. Chairman Markey and members of the Committee, for the opportunity to testify 
on behalf of Governor Deval Patrick and the Commonwealth of Massachusetts. Governor 
Patrick, along with residents and businesses across the Commonwealth, very much 
appreciates your leadership in addressing both our energy challenges and global climate 
change. The Commonwealth and the nation are fortunate to be able to tap your experience 
and knowledge as we work together to craft an energy and climate policy for the 2U' century. 

We share your view that the time has come for bold action. We must commit ourselves to 
unleashing the full potential of our nation to solve our energy and climate challenges while 
growing a new clean energy economy. Your American Climate and Energy Security (ACES) 
Act makes this commitment. 1 am here to offer our support for your efforts, and to encourage 
Congress to move forward with the ACES legislation expeditiously. 

I would also like to thank you for the thoughtful approach you have taken to developing a 
federal-state partnership to advance the goals of clean energy and greenhouse gas reduction. 
In general, ACES builds on, buttresses and accelerates - but does not supplant - proven state 
programs on energy efficiency and renewable energy. The ACES legislation also focuses on 
important new federal minimum standards for building codes and energy efficiency 
measures. In the case of transmission, ACES recognizes the fundamentally regional nature 
of electricity markets and provides support for bottom-up, market-based solutions to 
accelerate renewable energy - and resists calls for top-down, central planning that would 
replace functioning electricity markets with federal selection of transmission wiruiers and 
losers regardless of price impacts. In the case of cap-and-trade, ACES establishes a new 
federal program, but also maintains important roles for states to continue to innovate and 
reduce greenhouse gas emissions through the many tools at their disposal. We see all of 
these as important and very positive themes in the ACES bill and look forward to continuing 
to work with the Committee on this important legislation. 
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While my staff and I would be happy to assist the Committee on any of the matters in the far- 
ranging ACES legislation, my testimony is focused primarily on the energy efficiency title. 

II. Context in Massachusetts 

A confluence of factors makes Massachusetts a natural incubator for the clean energy 
technology the United States as a whole needs for its future. A lack of indigenous fossil fuel 
resources and a location at the end of the delivery pipeline translate into high energy prices, 
which make alternatives to traditional energy sources more price competitive. These factors, 
combined with strong technology, entrepreneurial and venture capital sectors and a skilled 
workforce have given rise to university R&D and a growing cluster of firms focused on clean 
energy. Our energy productivity is one of the highest in the nation, with Massachusetts 
generating $200 of gross state product for every million BTU consumed, compared with 
$1 16 per million BTU consumed for the U.S. as a whole. Massachusetts shows that energy 
efficiency and economic growth can - and do - go hand-in-hand. 

Since taking office in January 2007, Governor Patrick has made clean energy a central part of 
his economic, energy and environmental strategies. The Green Communities Act (GCA), 
signed by Gov. Patrick in July 2008, was the first major energy legislation in the state since 
electricity deregulation in 1997. The GCA refocuses our energy policy on energy efficiency, 
renewable energy and clean energy technology. The Regional Greenhouse Gas Initiative 
(RGGI) is the nation’s first functioning carbon cap-and-trade system, and we are proud both 
of its results to date and the opportunity for its initial lessons to be shared with Congress as 
you consider a national cap-and-trade program. Massachusetts is also one of a handful of 
states that has already passed a carbon cap of its own - the Global Warming Solutions Act 
(GWSA), passed by the legislature and signed by Gov. Patrick last summer, which requires 
the Commonwealth to cut greenhouse gas (GHG) emissions 80% below 1990 levels by 2050. 
The GWSA also gives us authority to set, by the end of 2010, a 2020 cap at between 10% 
and 25% below 1990 levels following an administrative proceeding. 

Massachusetts has invested in energy efficiency for over three decades and we have seen 
strong results. For instance, we collect and invest 14 of a penny from every kWh distributed 
by our regulated utilities in energy efficiency programs. This totals about $125 million per 
year for our electric efficiency programs, or about $20 per capita. These programs result in 
saving energy for about 3.6 cents per kWh saved. As a result of our efficiency work over the 
last 13 years, these EE investments have resulted in an 8% reduction in our energy 
consumption. 

We are currently in the process of increasing our investment in energy efficiency and 
transitioning to a market-based system that treats efficiency as an energy resource that 
competes against power generation on cost to meet load demand. Instead of investing a 
prescribed sum and getting all the efficiency we could for that amount of money, as we have 
done in the past, going forward we will be required to invest in all efficiency that is less 
expensive than supply sources. With efficiency costing 3.6 cents per kWh and supply 
costing 8 cents per kWh, we expect to see a doubling or tripling of our efficiency investments 


2 



970 


over the next several years, if not more. This investment in energy efficiency is also being 
supported and accelerated by revenues from our participation in the Regional Greenhouse 
Gas Initiative and will be further advanced by federal economic recovery funding. 

This reorientation of our energy markets - requiring our electric and gas utilities to treat 
energy efficiency as a resource that competes with supply from power plants and gas 
pipelines on the basis of price - has led our utilities to propose 30, 50, even 100 percent 
increases in their aimual energy efficiency investment plans. This will mean more energy 
auditors working to identify energy saving opportunities in thousands of homes and 
businesses across the state; more contractors blowing insulation into our old housing stock; 
and more plumbers pulling boilers from the 1950s out of basements and installing super- 
efficient modem heating systems that will cut energy use by a third. In short, all this will 
mean vast savings for consumers and businesses from reduced energy use and putting people 
to work, at the same time that it reduces greenhouse gas emissions. 

Let me give you some examples of what is happening in Massachusetts. A homeowner 
named Alex Cheimets is in the final stages of a major renovation. This started - as these 
things often do - with a small water leak, and ended with a significant retrofit project that is 
expected to reduce his energy use by half or more, through thorough air sealing of the 
building envelope and adding four to six inches of foam insulation to the walls and roof of 
his house, as well as installing an air-to-air heat exchanger and monitoring equipment. His is 
a typical Massachusetts home - an eighty- year-old two-family house which leaked badly - 
but will now be a model of what is possible in energy efficiency. 

Another example includes near zero energy homes available on Coppersmith Way in 
Townsend, MA. They are being built by Transformations, Inc., a local builder that 
specializes in super energy-efficient home construction. During the last two years, 
Transformations has built seven new homes that use less than half the energy of conventional 
homes, and have solar panels that generate a significant portion of the electricity they do use. 
And this is only one example of a growing zero net energy building industry. 

Companies as diverse as EBSCO Publishing in Ipswich and Boston Sand and Gravel, visible 
from the MBTA Orange Line and 1-93 in Boston, have installed significant solar photovoltaic 
arrays to generate clean electricity on site, taking advantage of state and federal incentives. 

All kinds of organizations are taking action to become energy leaders. As you well know, 

Mr. Chairman, Massachusetts is proud of its professional sports teams. In addition to 
winning six championships in the last seven years, our local sports franchises are dominating 
the playing field in clean energy as well. The Red Sox use solar thermal energy to heat the 
water used at Fenway Park. The New England Patriots power the lights at Gillette Stadium 
with renewable energy, and stadium managers, through paying close attention to site energy 
use, have cut electricity and natural gas use - and their carbon footprint - by 25% over the 
last four years. And the TD Banknorth Garden, home to the World Champion Boston Celtics 
and the Boston Bruins, is implementing a colored LED display strategy for exterior lighting, 
which will cut consumption about 60% compared with the previous equipment. 
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Under Governor Patrick’s leadership, the Commonwealth has taken a number of other steps 
to boost energy efficiency: 

• Governor Patrick created the first Cabinet-level agency in the country that combines 
all energy and environmental policy and regulation. Under the Executive Office of 
Energy and Environmental Affairs, the six environmental and energy regulatory 
agencies (including the public utility commission, fish & game, environmental 
protection, parks/land/conservation, agriculture, coastal zone management and energy 
resources) are able to coordinate their efforts to reduce energy costs and usage, curb 
greenhouse gas emissions, and tap the economic potential of the rapidly growing 
clean energy technology sector in Massachusetts, 

• Our Department of Public Utilities last summer issued an order “decoupling” utility 
revenue from sales volume - a process designed to eliminate the economic incentive 
for utilities to maximize power consumption and equivocate about conservation. This 
reform will make the distribution utilities full partners in promoting energy efficiency 
for their customers, fulfilling the efficiency promise of the Green Communities Act, 

• In March, Governor Patrick received recommendations from a seventy-plus member 
Zero Net Energy Building Task Force that convened at his request just over a year 
ago. Task Force recommendations will enable the state to begin construction of the 
first state-owned zero net energy building by 2010; point the way toward broad 
marketability of zero net energy residential and commercial buildings by 2020; and 
establish standards for statewide adoption of zero net energy buildings for new 
construction by 2030. 1 will submit a copy of the task force report for the record for 
the Committee. 

• In 2007, Massachusetts became the first state in the nation to incorporate greenhouse 
gas emissions into the state environmental review process, a policy that is leading to 
greater private investment in green buildings. Through the environmental review 
process, major new real estate projects are now required to analyze alternatives to 
reduce greenhouse gas emissions and maximize energy savings through better design 
and construction. 

• The new Massachusetts Clean Energy Center, established by the Green Jobs Act, also 
signed by Gov, Patrick last summer, is developing programs to promote green jobs 
for low income residents of Massachusetts and has also launched an energy efficiency 
skills initiative with $5 million to train Massachusetts workers to blow in insulation, 
install super-efficient equipment, and implement other measures that will enable us to 
hit our energy and climate goals. 

• The Governor has also issued Executive Order 484, entitled “Leading by Example,” 
which requires all state agencies to reduce energy use at state-owned buildings 20 
percent by 2012 and 35 percent by 2020, The Executive Order also requires all new 
construction and major renovation projects to meet the Massachusetts LEED Plus 
standard, which is based on LEED but sets a higher bar for energy efficiency. 
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III. Specific Comments on ACES 

a. Auction vs. Allocate 

Based on our experience in the Regional Greenhouse Gas Initiative (RGGI) and the 
European experience to date, we believe that Congress should require the auction of 
all allowances, and designate substantial revenues under the federal program for 
investments in energy efficiency, clean energy, and transportation efficiency 
programs. A strong and clear market signal is essential to driving the private 
investment that will be needed to make the transition to a clean energy economy, and 
auctioning provides the purest market signal to emitters of greenhouse gases. 

Our experience to date under RGGI has shown that the well monitored and free 
exchange between buyers and sellers of allowances has created a robust market and 
provided all participants with price clarity. As Congress considers how to apportion 
the proceeds, we recommend favorable consideration of expanding energy efficiency 
and other emissions-reduction programs. Energy efficiency has the dual benefit of 
locking in material saving for consumers and associated reductions in GHG 
emissions. In Massachusetts, we are investing a minimum of 80% of our RGGI 
auction proceeds in expanded energy efficiency programs. We have already derived 
more than $43 million in proceeds from the first three RGGI auctions. To date, we 
have allocated $22 million for utility-administered energy efficiency programs, $4 
million for heating system replacement for low-income households, $10 million for 
the Green Communities program of funding and technical assistance to 
municipalities, $2.7 million for additional municipal energy efficiency retrofits and 
$5 million for energy efficiency training programs. 

If the RGGI program is folded into a federal cap and trade program, we believe it is 
important that the new federal system provide financing for state energy efficiency 
programs that would otherwise lose funding under this transition. However, the 
larger point is that state energy efficiency programs are well established channels to 
deliver energy efficiency results through our regulated utilities. We believe that use 
of this delivery channel should be expanded significantly in all states regardless of the 
disposition of the RGGI program. We recommend that Congress make a significant 
and sustained investment in energy efficiency under ACES and allocate at least 25% 
of auction revenues to energy efficiency investments. 

As you continue to develop the details of the permit auction mechanism under ACES, 
we also recommend consideration of a price floor as a complementary strategy to the 
various “safety valve” mechanisms that have been proposed to protect against price 
volatility. A price floor would maintain a consistent and reliable carbon price signal, 
assuring consumers and private investors that efforts to reduce emissions would be 
rewarded with significant avoided allowance costs. The RGGI auctions use a 
minimum “reserve price” to avoid collusion in the market, but the same mechanism 
could readily be adapted for the purpose of establishing a reliable price signal. To 
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maximize the emissions-reducing impact of a price floor, we also recommend that a 
science-based process be established to determine whether unsold allowances should 
be permanently retired, 

b. Energy Efficiency Resource Standard 

The proposed federal Energy Efficiency Resource Standard (EERS) represents an 
important tool to put energy efficiency resources info the core of energy markets and 
resource planning. In essence, it requires load serving entities to use energy 
efficiency investments to reduce total energy consumption - and holds them 
accountable for compliance with such reductions on an annual basis. Generally 
speaking, the EERS will do the most to help states that have yet to develop efficiency 
programs. If not designed carefully, however, it has the potential to slow down states 
that have already made significant progress on energy efficiency. We believe that 
ACES handles this set of issues well. 

In Massachusetts, for example, we have currently achieved a cumulative 8% 
reduction in electricity use based on measures taken over the past 10 years. While the 
compliance periods and baselines would have to be adjusted to the ACES framework, 
this would be roughly equivalent to the 2017 compliance requirements. This suggests 
that the ACES requirements are realistic and achievable for all states - and the 
Committee may wish to provide additional incentives to states to exceed compliance 
requirements. 

A federal EERS will also need robust requirements for measurement and verification 
of energy savings. Massachusetts has built robust measurement and verification 
(M&V) requirements into our programs. These are crucial for ensuring, and 
demonstrating to the public, that energy efficiency investments provide the energy 
savings that are promised. These also allow for adaptive learning and technology 
transfer as new technologies and applications are tested and adopted. We encourage 
consideration of a national efficiency M&V and reporting requirement. 

We support the ACES provisions that allow for delegation of authority for 
administration to states as the primary regulator of electric and gas distribution 
utilities. In addition, the definition of cost effective measures found in Section 61 1 
(b) 8, is sound, but could be made stronger if the cost measurement metrics were 
structured to include the value of avoided GHG emissions. Such a framework would 
assist federal and state regulators in developing a full treatment of the GHG benefits 
of energy efficiency measures as those measures are stacked up against power 
generation on a cost-benefit scale. 

We also support provisions ensuring that energy savings will be delivered to all 
customers, regardless of geographic location, and treating energy efficiency and 
renewable energy separately. Energy efficiency opportunities are available in every 
state, service territory, home and business across the country, and we should be 
capturing all of them that are cost effective, for the good of consumers and the 
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environment. Each state’s distinct characteristics - climate, economy, age of building 
stock, etc. - need to be considered in creating effective efficiency programs. In 
contrast, a national regime of tradable energy efficiency certificates would blur these 
differences and create a distorted market, with unintended consequences such as 
artificially high prices for energy efficiency measures where they should be cheap and 
undervaluing further measures in states where established energy efficiency programs 
have already made inroads, 

c. Buildings 

Buildings account for approximately 39% of total energy consumption in the United 
States, and more than half of all energy use in states such as my own. The ACES bill 
sets sensible and readily achievable targets for building code energy efficiency 
improvements that should contribute significantly toward the emissions reduction 
targets of the bill. Section 202 (P158) sets targets relative to lECC 2006 and 
ASHRAE 2004 codes for residential and commercial construction respectively. 

These building codes authorities are the right entities to reference, but the Committee 
may wish to use the most recent iterations of their codes as the point of departure. 

In Massachusetts and other states we are already using ASHRAE 2007 and are in the 
process of adopting lECC 2009. We would recommend these updated codes as the 
basis for new Federal efforts while maintaining the 30% and 50% improvement 
targets. 

As the Committee considers additional incentives or inducements for states to move 
quickly to adopt advanced building codes, we believe the legislation could be 
strengthened with a better defined mix of funding, technical assistance, reporting and 
penalties for states as they move forward to adopt such codes. 

We fully support the bill's requirements that states not only adopt building codes that 
meet the federal targets, but that they also achieve high levels of compliance with the 
targets, and provide training for building code inspectors in the energy code. 

However, the maximum level of federal funding provided to each state that can be 
used for training, 5500,000, may be insufficient, 

Massachusetts is also currently proposing a “stretch” energy code that goes beyond 
the base state code, and could be adopted at their option by cities and towns. We 
believe this stretch code provides a good potential model for even more advanced 
energy codes at the federal level. A nationwide team of code experts and consultants 
has assisted Massachusetts, and several other states, in their efforts to develop model 
‘stretch’ codes. 

Our proposed “stretch” energy code is 20% better than ASHRAE 90. 1-2007 for 
commercial buildings and roughly 20-25% better than lECC 2009 (or 30-35% better 
than lECC 2006) for residential buildings. In addition to these percentage 
improvements we are making two equally important shifts to performance-based 
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codes - tied to real-world testing of building envelopes, and to a requirement for third 
party energy code certification, to ensure that standards are met in the field. 

Beyond the stretch code that we expect to implement this year, our Zero Net Energy 
Building Task Force has recommended instituting more comprehensive performance- 
based building energy metrics, in the form of energy use per square foot per heating 
and cooling degree day, by building type. This builds on existing work by the 
Department of Energy, and we strongly encourage federal code development in the 
coming years to build on this performance-based approach. 

Finally, in addition to taking the best of the lECC and ASFIRAE codes into 
consideration, we recommend adopting elements of the National Buildings Institute 
‘Core Performance’ prescriptive code for commercial buildings, as we have done in 
our stretch code development. 

It is worth noting here that we all will have to continue to work toward a climate and 
energy policy that adequately accounts for the emissions from unregulated heating 
fuels like heating oil and propane. To complement the overhaul of electricity and 
natural gas in the draft bill, we support federal measures to provide incentives for 
renewable heating technologies such as clean burning biomass (condensing wood 
pellet and wood chip boilers), and state of the art solar thermal technology. 
Unfortunately, we currently import these technologies from Europe and would 
welcome federal initiatives to grow the market and industrial base for these emerging 
renewable heating technologies in both residential and commercial buildings. One 
option is to include renewable heating technologies in the Federal renewable portfolio 
standard on a kilowatt-hour-equivalent basis, an approach that has been successfully 
adopted by 10 US states to date. 

d. Transportation and Clean Fuels 

Greenhouse gas emissions from transportation represent at least 30% of the 
greenhouse gas emissions in many states, and this percentage is increasing every year. 
In order to meet a goal of 83% reduction in greenhouse emissions overall, ways to 
reduce emissions from the transportation sector will need to be found. 

There are three principal strategics for reducing transportation related emissions: 
cleaner vehicles, cleaner fuels and reducing vehicle miles traveled. ACES addresses 
each of these strategies. 

Cleaner VehiclesA^ehicle Standards 

ACES breaks new ground by requiring USEPA to promulgate greenhouse gas 
standards for various classifications of mobile sources. We encourage clarification on 
the following items: 

1. Section 221 specifying that its goal, and primary metric, is the limitation of 
greenhouse gas emissions; 
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2. States retaining their authority under Section 177 to adopt and enforce the 
California standards; 

3. Specific language requiring that federal GHG standards be at least as 
stringent as the California standards; and 

4. Including greenhouse gas standards for medium-duty vehicles. 

Transportation Efficiency and Vehicle Miles Traveled fVMTl 
Improving the efficiency of the transportation system and reducing vehicle miles 
traveled (VMT) are the most challenging parts of reducing transportation emissions. 
Success in this arena will involve the concerted effort of environmental, 
transportation and economic development agencies at the regional, state, and federal 
level. ACES leads toward this success by requiring that state transportation 
greenhouse gas goals be developed in concurrence with air quality and transportation 
agencies and in consultation with Metropolitan Planning Organizations (MPOs) and 
the public. We encourage additional provisions that would further increase the 
likelihood of reaching these goals by, for example, tying federal highway funds to 
GHG reductions, including a VMT reduction incentive and target in ACES, and 
allowing state flexibility in establishing enforceable GHG goals for transportation at 
the state level. 

Fuel Standards 

ACES also breaks new ground by containing a national low carbon fuel standard. 
Transitioning to a LCFS for the future by building on the current federal Renewable 
Fuel Standard makes sense. Given the work that California and the northeast states 
have done on developing a LCFS, we encourage an approach that seeks greater 
reductions from the fuel sector more quickly. We also encourage the development of 
a program that recognizes opportunities to promote regional lower carbon fuel 
choices. These choices include a methodology for considering regional electricity 
grid emissions and consideration of fuel choices such as home heating oil in the 
Northeast to prevent leakage of higher carbon fuels out of transportation and into 
home use. 

e. Product Efficiency Standards 

President Obama has noted that appliance and equipment standards can save 
significant amounts of energy and money for consumers, and under his direction the 
federal government is now poised to act quickly and aggressively to adopt product 
efficiency standards for all products currently in the queue and many others where 
energy savings are available. States should also have a clear path to adopting 
standards that are more stringent, where conditions warrant. In Massachusetts, our 
legislature has mandated the adoption of a furnace efficiency standard applicable to 
cold states, where differences in furnace efficiency really matter; we will need a 
waiver from the existing national-average efficiency standard to fulfill that mandate. 

The current ACES draft is strong in this regard, thanks to language on the state 
waiver process at 213(g), which clarifies the process for states seeking waivers of 
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preemption; the multi-metric language at 213(a) that allows DOE to have more than 
one efficiency requirement for a given product (such as water and electric efficiency); 
and the adjustments for building energy codes at 213(j), which should make it easier 
for states to meet stretch code targets. Section 215, however, appears to limit the 
Energy Star program by requiring products to have payback periods of three to five 
years. We urge you to allow longer paybacks, in order to capture opportunities for 
long-term efficiency and cost-savings. 

IV. Conclusion 

Once again, I would also like to thank you for the leadership you are showing on the clean 
energy opportunity and the climate change challenge before us. In your ACES legislation, 
you have taken a thoughtful approach to developing a federal-state partnership that advances 
the goals of clean energy and greenhouse gas reduction. The Commonwealth will be 
submitting additional written testimony on transmission, the proposed renewable electricity 
standard and state roles in cap-and-trade. Thank you for the opportunity to comment on this 
important legislation. 
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Mr. Markey. Thank you, Mr. Secretary, very much. 

Our next witness, Dave McCurdy, is a former extremely distin- 
guished Member of the United States Congress, former chairman 
of the Intelligence Committee, and he is now using all of those po- 
litical skills and intelligence as the president and CEO of the Alli- 
ance for Automobile Manufacturers and he was previously the 
president and CEO of the Electronic Industries Alliance. We wel- 
come you back, Dave. Whenever you are ready, please begin. 

STATEMENT OF DAVE McCURDY 

Mr. McCurdy. Thank you, Mr. Chairman, for the opportunity 
and Ranking Member Upton and Chairman Dingell. It is always a 
pleasure to be back. I will tell you, I have chaired a lot of hearings 
in my career as well but I am not sure any would match the mara- 
thon of the last 4 days, so I commend you for your interest and en- 
durance, and I would respectfully suggest that if there is only one 
thing you recall from my testimony today, just remember this, that 
automakers are committed to reducing greenhouse gas emissions 
from the vehicles we sell and from our assembly plants, and today 
I am going to focus on how we can work together to accomplish 
that. 

To begin with, the Alliance supports federal legislation for an 
economy-wide greenhouse gas emissions reduction program. We 
agree with the chairman. Administrator Jackson and others that a 
comprehensive legislative approach is superior to regulating green- 
house gas under the existing Clean Air Act. When we look ahead 
and envision what a low-carbon future for automobiles will look 
like, here is what we see. It is going to require substantial invest- 
ment in advanced vehicle technologies. Secondly, our country needs 
complementary policies for fuels, and third, we need a single na- 
tional program for improving fuel economy and reducing green- 
house gas emissions. 

Let me start with investment in technologies. Providing clean en- 
ergy necessary for continued economic growth and prosperity will 
require rapid development and commercial-scale deployment of ad- 
vanced technology across many sectors including motor vehicles. 
We strongly urge the committee to use revenues generated from 
the proposed cap-and-trade system to help fund research, develop- 
ment and implementation of new technologies and upgrading and 
retooling of manufacturing facilities to provide the next generation 
of green vehicles. According to the endangerment finding released 
by EPA last week, light-duty vehicles, cars, trucks and SUVs that 
we drive, account for around 17 percent of manmade greenhouse 
gas emissions in the United States. In order to realize the signifi- 
cant reductions we know we will have to achieve in our sector, we 
need sizable, sustained investments to take advanced low-carbon 
vehicle technologies from our laboratories to our customers’ ga- 
rages. Frontloading investments in these technologies is particu- 
larly critical for automakers, given the long lead times to develop 
new technologies, the extended periods needed to ramp up produc- 
tion of new technologies and the long-lived nature of our products. 
Given the importance of this sector, we urge at least 5 percent of 
annual allowance value, either in the form of allowances or rev- 
enue, be dedicated specifically to development and deployment of 
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advanced technologies for light-duty vehicles. We are open to fur- 
ther discussions with the committee on how to allocate such re- 
sources among manufacturers, suppliers and consumers. 

With regard to fuels, the draft bill’s approach of capping emis- 
sions primarily upstream at the fuel source allows for the broadest 
possible coverage and also will result in price signals at the rate 
of about 8.5 cents, 8-1/2 cents per gallon of gasoline for every $10 
ton of carbon. Clean vehicles need clean fuels so the Alliance sup- 
ports a low-carbon fuel standard such as the one included in sec- 
tion 121 of the draft. Lowering the carbon content of the fuels we 
put into our fuel tanks will help lower greenhouse gas emissions 
from the fuel source to our tailpipes for years to come, and the ben- 
efits of cleaner fuels can be realized by all the 250 million autos 
on the road today. 

Finally, a key concern for automakers is that we not be subject 
to duplicative and incompatible State and federal regulatory ap- 
proaches either from mobile sources or stationary sources. It is well 
known that the Alliance strongly supports a single national pro- 
gram for motor vehicle greenhouse gas emissions and fuel economy 
to bridge State and federal programs. We support the authors’ ef- 
forts to clarify the roles of existing regulatory framework and the 
States with regard to our manufacturing facilities. We will continue 
to work constructively with Congress, the Administration and all 
other stakeholders to ensure a national vehicle program adminis- 
tered by the federal government that not only enhances energy se- 
curity and addresses climate change but also gives automakers a 
clear roadmap to compliance. 

Before I close, I wanted to raise one other issue that is important 
to members of this committee. Last month President Obama point- 
ed to a fleet modernization or so-called cash for clunkers programs 
that had been successful in Europe and announced he would work 
with Congress to fund the program from existing dollars in the Re- 
covery Act. The Alliance welcomes presidential as well as Congres- 
sional support for fleet modernization program. We will continue 
working towards creating a program available to all manufacturers 
and consumers. A well-crafted fleet modernization program will de- 
liver two important benefits. In the near term, it will stimulate 
auto sales during the current economic credit crisis and in the long 
term it will help replace older, less fuel-efficient vehicles with 
cleaner, safer, more fuel-efficient ones. 

In closing, Mr. Chairman, the transition to a new way of using 
energy and new energy sources requires that we collaborate with 
government and other industries like never before. The next gen- 
eration of vehicles will require a new generation of fuels and sup- 
porting infrastructure. You have our commitment to continue rein- 
venting the automobile. We will continue to provide Americans 
with a wide range of vehicles that are highly fuel efficient and we 
will be at the leading edge of the world’s low-carbon economy, an 
economy in which green auto jobs are a fundamental part of the 
engine driving our communities. Thank you. 

[The prepared statement of Mr. McCurdy follows:] 
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Mr. Chairman, Ranking Member Upton, members of the Subcommittee, thank you for 
the opportunity to share the auto industry’s views on the draft American Clean Energy and 
Security (ACES) Act of 2009. 

The Alliance of Automobile Manufacturers (Alliance) is a trade association made up of 
eleven car and light truck manufacturers including BMW Group, Chrysler LLC, Ford Motor 
Company, General Motors, Jaguar/Land Rover, Mazda, Mercedes-Benz USA, Mitsubishi 
Motors, Porsche, Toyota, and Volkswagen. Together, Alliance members account for nearly 80 
percent of annual motor vehicle sales in the U.S. The U.S. economy depends on a healthy auto 
industry, because autos represent the country’s largest manufacturing base. Almost 4% of U.S. 
gross domestic product is auto-related. One out of every 10 U.S. jobs, or about 13 million, is 
auto-related, and auto workers receive $335 billion annually in compensation. 

I am particularly pleased to appear before you at one of the most important transitional 
periods in the history of the auto industry. Automakers are committed to doing our part to 
reduce greenhouse gas emissions from the vehicles we sell and from our assembly plants. We 
understand that our economic viability continues to depend on innovation, and we plan to be 
ahead of the curve. 

Alliance Climate Principles and the ACES Draft 

The Alliance supports Federal legislation for an economy-wide greenhouse gas (GHG) 
emissions reduction program. Recognizing that addressing climate change will require actions 
across the economy, the Alliance supports a program that will require GHG emissions reductions 
from all sectors at the lowest cost with the least economic disruption. The long-term viability of 
any program will depend on a technologically and economically sustainable transition to cleaner 
sources of energy and utilize market-based measures to the greatest extent possible. Such a 
program should incentivize rapid development and deployment of advanced technologies while 
delineating appropriate roles for federal, state and local governments. 
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While we are still analyzing the draft ACES Act, we believe that it lays out a basic 
framework for addressing climate change that aligns with the Alliance’s core climate principles. 
The draft encompasses a comprehensive approach to reduce economy-wide OHO emissions, 
including the broader transportation sector, utilities, energy providers, manufacturing and even 
consumers. Additionally, we agree with the Chairmen, Administrator Jackson and others that a 
comprehensive legislative approach is superior to piecemeal regulation under the existing Clean 
Air Act. 

Importantly, the draft caps emissions upstream at the fuel source, which allows for the 
broadest possible coverage and also will result in clear price signals that encourage conservation 
and incentivize businesses and consumers alike to invest in clean energy technologies. Making 
carbon dioxide the common denominator for future competition between completely different 
fuel options and powertrain technologies stimulates innovation as it provides transparency to the 
customer, who in turn can choose the appropriate technology for his or her individual mobility 
needs. 


The proposed transition from some free allowances to a full auction addresses the 
political issues associated with the transition to a capped world while putting us on a clear path 
to a system where incremental carbon costs are passed through. Transparency of these costs is 
particularly important in the transportation sector, where we expect energy providers to pass 
through the market price of carbon. 

Although the scheduled reductions in the cap are very challenging in the early years, the 
draft’s provision for offsets and a strategic allowance reserve provide a mechanism to contain 
costs. We do have concerns, however, over whether these mechanisms will be sufficient to 
ensure economic and political viability of the program over the long term. To use an analogy 
from our industry, you don’t shift a car directly from drive into reverse to change direction. 
Rather, you slow down, stop, and then put the car in reverse. We would urge a similar approach 
to reversing GHG emissions. 
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It is also critical for the long-term viability of any GHG reduction program to avoid 
excessive energy price volatility. Rapid increases and decreases in energy prices make 
introducing new low carbon technologies and fuels exponentially more difficult and risky, 
particularly in our industry where long lead times are required. We would encourage Congress 
to ensure that a final bill include robust provisions to address price volatility, including self- 
implementing triggers to avoid inflation due to higher than expected energy prices. 

Providing clean energy necessary for continued economic growth and prosperity will 
require rapid development and commercial scale deployment of advanced technology across 
many sectors, including motor vehicles. We strongly urge the Committee to use revenues 
generated from the proposed can and trade system to help fund research, development and 
implementation of new technologies and upgrading/re-tooling of manufacturing facilities to 
provide the next generation of green vehicles . 

Finally, a key concern for auto manufacturers is that we not be subject to contradictory or 
incompatible state and federal regulatory approaches, either for mobile sources or stationary 
sources. It is well known that the Alliance strongly supports a single, national program for motor 
vehicle greenhouse gas emissions and fuel economy to bridge state and federal programs. We 
support the authors’ efforts to clarify the roles of the existing regulatory framework and the 
states with regard to our manufacturing facilities. We will continue to work constructively with 
Congress, the Administration, and all other stakeholders to ensure a national vehicle program 
administered by the Federal government that not only enhances energy security and addresses 
climate change, but also gives automakers a clear road map to compliance. 

Reducing GHG Emissions from Vehicles 

Reducing greenhouse gas emissions from motor vehicles requires a three-pronged 
approach: vehicle technologies, fuels and drivers. 
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According to the endangerment finding released by EPA last week, light duty vehicles - 
the cars, trucks and SUVs that we drive - account for around 17 percent of manmade GHG 
emissions in the US. The Energy Independence and Security Act requires auto makers to 
achieve at least a 30 percent reduction in GHG emissions from new vehicles by 2020, and we are 
committed to further sustained reductions. 

In order to achieve the significant reductions we know we will have to achieve, it is 
imperative that revenues generated from a cap and trade program fund aggressive efforts to 
incentivize low carbon vehicle technologies. In the vehicle sector, this means sizable, sustained 
incentives to deploy advanced low carbon vehicle technologies. Front loading investments in 
these technologies is particularly critical for automakers given the long lead times to develop 
new technologies, the extended periods needed to ramp up production of new technologies, and 
the long-lived nature of the product. Given the importance of this sector, we urge at least 5% of 
annual allowance value (either in the form of allowances or revenue) be dedicated specifically to 
development and deployment of advanced technologies for light duty vehicles. We are open to 
further discussions with the Committee on how to allocate such resources among manufacturers, 
suppliers and purchasers of these advanced technology vehicles. 

Clean vehicles need clean fuels, so the Alliance supports a low carbon fuel standard, such 
as the one in included in Section 121 of the draft. Lowering the carbon content of the fuels we 
put into our fuel tanks will help lower greenhouse gas emissions from the fuel source to our 
tailpipes for years to come. And the benefits of cleaner fuels can be realized by all of the 250 
million autos on the road today. 

The same systems principle applies to electric drive vehicles and our electric grid 
infrastructure. We can no longer think of transportation and electrical generation as distinct 
sectors of our economy. Measures included in the discussion draft to promote clean, renewable 
electricity generation will also lead to lower carbon emissions per mile as electric vehicles enter 
the fleet. The “Clean Energy” title includes a number of important measures that the Alliance 
supports to accelerate this transition, including financial assistance to electric vehicle 
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manufacturers, standards for integrating vehicles with a new Smart Grid, and programs to 
promote a vehicle charging infrastructure. 

Finally and too often overlooked in the equation, there is the driver’s role. The choices 
we all make - from what type of vehicle we buy to how we maintain our cars to the types of fuel 
we purchase and our daily driving habits - can have a significant impact on the planet. 
Predictable price signals that reflect the market price of carbon encourage conservation and 
incentivize businesses and consumers alike to invest in clean energy technologies. 

As automakers, we know the importance of getting cleaner, more fuel-efficient 
technologies on the road quickly, but the most advanced technologies come at a cost. Customers 
are keenly aware of the importance of the environment, but they are also keenly aware of their 
personal finances. Last year, when gasoline was $4 a gallon, consumers lined up to purchase 
more fuel efficient vehicles, and we could barely keep hybrids on the lots. Today, with gas 
prices closer to $2 a gallon, the sales of fuel efficient vehicles have declined. The draft bill will 
create a price signal for carbon and includes a placeholder for “consumer assistance” in Section 
431 . Many Americans would like to buy one of the exciting clean technologies on sale now or 
coming soon. Technologies ranging from flex-fuel vehicles, hybrid and plug-in hybrid vehicles, 
clean diesel, hydrogen/hydrogen-intemal combustion engines and fuel cell vehicles are available 
now or will be in the next couple of years. It’s critical that the ACES Act includes assistance for 
consumers to help get more green vehicles on the road. 

Last month. President Obama pointed to fleet modernization - or “cash for clunkers” - 
programs that have been successful in Europe, and he announced he would work with Congress 
to fund a program from existing dollars in the Recovery Act. The Alliance welcomes 
Presidential, as well as Congressional, support for a fleet modernization program. We will 
continue working towards creating a program available to all manufacturers and consumers. A 
well crafted fleet modernization program holds the promise of providing two beneficial effects: 
in the near term, helping to stimulate auto sales during the current economic/credit crisis and in 
the long term, helping to replace older, less fuel-efficient vehicles with cleaner, safer, more fuel- 
efficient ones. 
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Reducing GHG Emissions from Auto Manufacturing Plants 

In addition to reducing vehicle emissions, automakers have been working to reduce GHG 
emissions at our manufacturing plants. Our members participate, both collectively and 
individually, in numerous voluntary greenhouse gas reporting and reduction initiatives and have 
been industry leaders in reducing their emissions footprint. Having taken this initiative we 
would support the broadest possible approach to early action credits for demonstrated reductions. 

The goal of the legislation should be to focus on the most significant sources of 
greenhouse gases. Currently, the bill would make sources with 25,000 metric tons per year or 
more of C02-equivalent emissions subject to the cap and trade program. This may be casting 
the net too wide, with little to show for a huge administrative burden. According to EPA, a 
threshold of 100,000 metric tons per year would bring in 6,598 sources, while a threshold of 
25,000 metric tons per year would bring in 13,205 stationary sources. Yet the difference in the 
percent of national greenhouse emissions covered by these two thresholds would be only 3 
percent. We suggest that Congress consider a 100,000 metric ton per year threshold, but 
establish a means for companies that are not automatically in the cap and trade regime to “opt 
in.” 


A National Approach to Reducing GHG Emissions is Critical 

A key concern for auto manufacturers is that we not be subject to duplicative or 
incompatible state and federal regulatory schemes, either for mobile sources or stationary 
sources. For mobile sources, the Alliance strongly supports an Obama National Program for 
greenhouse gas emissions and fuel economy to bridge state and federal programs to address the 
environment and today’s economic realities. To do otherwise adds urmecessary cost and is a 
waste of resources that could be better utilized for additional carbon reductions. 


6 



987 


For stationary sources, one key principle is that a facility subject to a market-based, 
federal emission reduction program such as cap and trade should not also be subject to a separate 
regulatory standard for the same emissions. A second key principle is that a facility that 
complies with the federal requirement to hold allowances for its OHG emissions should not then 
be subject to various state or regional cap and trade programs. Such duplicative and overlapping 
requirements would place an undue burden on an extremely fragile sector of our economy. 

Likewise, facilities that are not capped, but are significant enough sources to be subjected 
to a federal regulatory standard for GHG should not also have to meet additive state and local 
GHG emissions control standards, with all the complexities that such a result would entail for 
industry. In some respects, the draft bill attempts to address these issues; we look forward to 
working with Committee staff to suggest how such results can be assured in the legislation. 

Conclusion 

In summary, the transition to a new way of using energy and new energy sources requires 
that we collaborate with government and other industries like never before. The next generation 
of vehicles will require a new generation of fuels and supporting infrastructure. 

As in any industry that’s been around for more than a century, 100-plus years of decision 
making has meant that some worked out better than others. But we are a new industry in 
countless ways. Today’s industry is transforming because we must. We’re on the threshold of a 
new era. We have a new Administration... a new way of doing business... a new generation of 
customers keenly aware of the importance of our issues. This all presents a bigger opportunity 
for change than we’ve ever seen before. 

You have our commitment to continue reinventing the automobile. We will continue to 
provide you with a wide range of vehicles that are highly fuel-efficient. We will be on the 
leading edge of the world’s low-carbon economy; an economy in which “green” auto jobs are a 
fundamental part of the engine driving our communities. 

### 


7 



988 


Mr. Markey. Thank you, Dave, very much. 

Our next witness, Mr. Alan Reuther, is the legislative director for 
the International Union of the United Auto Workers. He is a mem- 
ber of one of the most aristocratic automobile families in the his- 
tory of our country and we are honored to have you with us today, 
sir. Whenever you are ready, please begin. 

STATEMENT OF ALAN REUTHER 

Mr. Reuther. Thank you, Mr. Chairman. I am pleased to be 
here on behalf of the UAW, which represents over 1 million active 
and retired members, many of whom work for or receive retirement 
benefits from the auto manufacturers and parts supplies. We ap- 
preciate the opportunity to testify before this subcommittee. 

The UAW supports the provisions of Title II establishing an 
economy-wide cap-and-trade program to reduce greenhouse gas 
emissions. We welcome the inclusion of mechanisms to contain 
costs. However, we believe the provisions in Title IV that seek to 
preserve the competitiveness of domestic industries need to be 
strengthened in a number of ways. For example, these provisions 
should be expanded to include products such as auto parts that 
contain large amounts of energy-intensive materials. Most impor- 
tantly, the UAW believes a substantial amount of the revenues 
from the auction of carbon allowances should be used to help auto 
manufacturers and parts companies with the major upfront costs 
associated with meeting tougher vehicle efficiency standards. This 
includes at least another $25 billion to fund the existing section 
136, advanced technology vehicles manufacturing incentive pro- 
gram, as well as funds for the new program that may be estab- 
lished under section 124 of Title I. 

In addition, revenues should be used to pay for other costs asso- 
ciated with meting tougher vehicle efficiency standards beyond 
those linked to advanced technology vehicles. Because of their cur- 
rent difficult financial situations, the Detroit-based automakers 
and many parts suppliers do not have the resources to make the 
necessary investments. 

The UAW also supports the clean fuels and vehicles provisions 
in Title I of the discussion draft. The low carbon fuel standard can 
make a major contribution to reducing our Nation’s consumption of 
oil and greenhouse gas emissions. The provision supporting large- 
scale demonstrations of electric vehicles can create demand for the 
production of these vehicles and the provisions in section 124 
granting financial support to automakers to retool plants to build 
plug-in electric drive vehicles in this country can accelerate the in- 
troduction of these vehicles but also ensure that they will be pro- 
duced in the United States by American workers. 

The UAW applauds the transportation planning requirements in 
Title II which recognize that initiatives to reduce vehicle miles 
traveled must be an important part of any effort to reduce oil con- 
sumption and greenhouse gas emissions from the transportation 
sector. Although the light-duty vehicle efficiency provisions in Title 
II take the commendable step of calling for the harmonization of 
standards that may be set by NHTSA, ERA and the State of Cali- 
fornia, they do not purport to establish any minimum benchmark 
for such standards beyond 2015. Instead, they merely provide a 
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green light for subsequent regulatory action by the State of Cali- 
fornia. The UAW believes this approach has several deficiencies. It 
fails to provide any certainty that there will be guaranteed min- 
imum improvements in vehicle efficiency over an extended period 
of time and it fails to provide automakers with certainty as to what 
will be required of them. In lieu of this approach, the UAW submits 
that it would be preferable to mandate minimum national har- 
monized vehicle efficiency standards that must be met by the auto- 
makers for specified dates extending through 2030. These could be 
set at specific MPG targets or as percentage improvements from a 
certain baseline. The UAW recognizes that this alternative ap- 
proach would have to embody a negotiated agreement between 
NHTSA, EPA and the State of California as well as other stake- 
holders. This could reflect the desire of California for more-strin- 
gent reductions in vehicle emissions and oil consumption. However, 
we believe it also should reject some of the deficiencies in Cali- 
fornia law AB 1493 including the exemption of foreign automakers, 
the one-size-fits-all fiat MPG approach and the lack of any anti- 
backsliding rule. Under the alternative approach that we are sug- 
gesting, the legislation could specify that it is not altering existing 
law regarding the authority of California and other States after the 
end date of any negotiated agreement on a harmonized national ve- 
hicle efficiency standard. 

In conclusion, the UAW appreciates the opportunity to testify be- 
fore this subcommittee. We look forward to working with you, Mr. 
Chairman, and the other members of the committee and the entire 
Congress to craft improved provisions relating to vehicle efficiency 
standards and providing the resources needed by automakers and 
parts supplies to meet new efficiency standards. Thank you. 

[The prepared statement of Mr. Reuther follows:] 
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Introduction 

Mr. Chairman, my name is Alan Reuther. I am the Legislative Director for the 
International Union, United Automobile, Aerospace & Agricultural Implement 
Workers of America (UAW), The UAW represents over one million active and 
retired workers, many of whom work or receive retirement benefits from auto 
manufacturers and parts companies. The UAW appreciates the opportunity to 
testify before this Subcommittee on the discussion draft that Chairmen Waxman 
and Markey have released entitled the "American Clean Energy & Security Act of 
2009," as well as on various fleet modernization proposals. 

In a March 27, 2009 letter to President Obama, Chairmen Waxman, Markey, 
Dingell and Boucher stated that our nation faces three imperatives that are 
closely related: (1) reducing our dependence on foreign oil which imperils our 
national security; (2) protecting the planet from climate change by reducing 
greenhouse gas emissions; and (3) stimulating our economy and creating jobs in 
order to lift our nation out of the current recession. This letter emphasized that 
prompt action on comprehensive energy and climate legislation will provide a 
pathway for meeting these three national imperatives. 

The UAW wholeheartedly agrees with this assessment by the distinguished 
Chairmen. We are prepared to work with this Subcommittee and the entire 
Congress to achieve this objective. 

The UAW believes the Waxman-Markey discussion draft contains many positive 
features that should form the basis for comprehensive energy and climate 
legislation. At the same time, in our judgment several areas require further 
elaboration and refinement. This testimony will first discuss Titles III and IV of 
the discussion draft, which would establish an economy-wide cap-and-trade 
program to reduce greenhouse gas emissions, along with various transition 
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programs. It will then discuss various provisions in Titles I and II relating to clean 
energy and energy efficiency. Finally, this testimony will comment on various 
vehicle fleet modernization proposals. 

Titles III and IV - Global Warming and Transition Programs 

The UAW strongly supports the provisions of Title III establishing an economy- 
wide cap-and-trade program to reduce greenhouse gas emissions that are 
causing global warming. We believe this is the best way to guarantee that 
necessary emissions reductions will occur, while allowing regulated entities to 
make these changes in the most economically efficient manner. From our 
perspective, this approach is vastly preferable to allowing EPA to attempt to 
regulate all greenhouse gas emissions through its existing authority under the 
Clean Air Act. 

The UAW is also pleased that Title III would require all sectors of the economy to 
come to the table to reduce our nation’s greenhouse gas emissions, including 
electricity sources, fuel producers and importers, mobile sources, and industrial 
stationary sources. We welcome the provisions that would regulate greenhouse 
gas emissions from the transportation sector on an "up-stream" basis, by 
regulating fuel producers and importers. In our judgment, this approach 
minimizes regulation, promotes economic efficiency, and ensures that all sectors 
participate in reducing greenhouse gas emissions. 

The UAW welcomes the inclusion in Title III of mechanisms to contain costs and 
prevent price spikes that could have a negative impact on some sectors of the 
economy and on employment. This includes the provisions allowing international 
and domestic offsets, as well as the provisions allowing banking and borrowing of 
allowances and establishing a strategic reserve of allowances. However, we 
urge the Subcommittee to secure economic analyses of these provisions to 
determine whether, taken together, they would be effective in containing cost 
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increases. Additionally, the UAW believes that any legislation must include 
provisions to prevent manipulation and speculation in the market for emissions 
allowances. 

The UAW applauds the inclusion in Title IV of provisions that seek to preserve 
the competitiveness of domestic industries, and to guard against unfair 
competition from countries that have not adopted comparable programs to 
reduce greenhouse gas emissions. We believe the rebate program established 
under Section 403 would be helpful in achieving this objective. However, we 
believe this rebate should be based on 100 percent of the greenhouse gas 
emissions per unit of output for all covered entities. We also believe it is 
important that this program be expanded to include products, such as auto parts, 
that contain large amounts of energy-intensive components or materials (e.g., 
steel). Otherwise, companies would be able to gain a substantial competitive 
advantage by producing auto parts or similar products in nations that do not have 
comparable cap-and-trade programs. This could trigger an even greater exodus 
of auto parts production and jobs to China, India and other developing nations. 

The UAW also applauds the inclusion of the provisions in Sections 413-416 that 
would allow an international reserve allowance program to be established if 
negotiations do not result in other nations adopting comparable programs to 
combat climate change. In our judgment, however, these provisions must be 
strengthened to ensure that this “stick” will be effective in preventing the 
competitiveness of our businesses from being undermined by unfair foreign 
competition. In particular, these provisions should be modified to reduce the 
discretion of the executive branch in implementing the international reserve 
allowance program, as well as the time lag before the program must be 
established. Furthermore, as with the rebate program, the UAW believes the 
international reserve allowance program should be expanded to include auto 
parts and other products that contain large amounts of energy-intensive materials 
or components. 
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The UAW also supports the provisions in Section 422 of Title IV that would 
establish workforce training programs. This will help to provide American 
workers will the skills needed for clean energy jobs of the future. We also note 
that the discussion draft includes a placeholder in Section 424 for worker 
transition provisions. The UAW urges the Subcommittee to include robust 
transition provisions that will provide laid off workers with income support and 
health care coverage. We believe this assistance is needed to cushion the 
impact of the cap-and-trade program on particular industries and their workers, 
and to help laid off workers as they transition to new jobs. 

In addition, the UAW strongly urges the Subcommittee to add provisions that will 
provide transition assistance to states and local communities. In particular, we 
believe a portion of the revenues from the auction of carbon allowances should 
be allocated to states whose economies rely heavily on manufacturing. This 
would help to ensure that the cap-and-trade program will not impose undue 
burdens on these states and communities. These provisions should allow states 
and communities to fashion initiatives that will create new jobs, as well as 
programs that will provide assistance to workers and retirees who have been 
negatively impacted by transitions in various industries. 

Most importantly, the UAW believes that any cap-and-trade program should 
include provisions that will use a substantial amount of the revenues from the 
auction of carbon allowances to help auto manufacturers and parts companies 
with the major up-front costs associated with meeting existing fuel economy 
regulations and any tougher fuel economy/greenhouse gas emissions standards 
that may be imposed under Title II of the legislation. This would be fully 
consistent with the more general principle that a portion of the revenues raised 
from the auctioning of carbon allowances should be reinvested to spur research 
and development of advanced, low carbon technologies, and to promote the 
deployment of these technologies throughout our nation. In our judgment, this is 
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critically important for economic growth and to ensure that we will be creating the 
jobs of the future in this country. 

Of particular importance, the DAW believes a portion of these revenues should 
be used to provide at least another $25 billion to fund the Advanced Technology 
Vehicles Manufacturing Incentive Program (ATVMIP) established under section 
136 of the Energy Independence and Security Act of 2007 (EISA), as well as 
funds for the new program that may be established under Section 124 of Title I of 
the discussion draft to encourage the retooling of manufacturing facilities in this 
country to produce plug-in electric drive vehicles. Automakers and parts 
manufacturers already have submitted applications for grants that will use more 
than the original $25 billion that was appropriated for the Section 136 program. 
President Obama has called for providing another $25 billion in funding for this 
program. The UAW submits that guaranteed, full funding for the Section 136 
program and any new Section 124 program will be critically important in 
accelerating the introduction of the full range of advanced vehicles (hybrids, plug- 
ins, and advanced diesels), and ensuring that these advanced vehicles and their 
key components will be made in this country, creating jobs for American workers 
and generating tax revenues for the federal and state governments. 

In addition, the UAW believes revenues from the auction of carbon allowances 
should be used to pay for other costs associated with meeting tougher fuel 
economy/emissions standards, beyond those linked to advanced technology 
vehicles. To meet tougher fuel economy/emissions standards, the auto 
manufacturers and parts companies will have to develop and deploy a range of 
new fuel saving technologies, not simply those related to advanced technology 
vehicles. Because of their current precarious financial situation, the Detroit- 
based auto companies simply do not have the resources to make the up-front 
investments that will be required in all of these areas. And because of the over 
capacity and negative pricing environment in the auto industry, the automakers 
and parts suppliers do not have the ability to simply pass these costs on to 
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consumers. Thus, government assistance vs^ill be necessary to ensure that all of 
the auto manufacturers and parts companies can move fonward with the full 
range of technological innovation and retooling that will be necessary to meet 
tougher fuel economy/emissions standards. 

Titles I and II - Clean Energy and Energy Efficiency 

The UAW applauds the provisions in Title I that are designed to promote clean 
energy sources. Specifically, we support the thrust of the renewable energy 
provisions requiring retail electricity suppliers to meet a percentage of their load 
with electricity generated from renewable sources. We also support the 
provisions promoting development of carbon capture and sequestration 
technologies and the provisions facilitating deployment of a smart electricity grid. 
In our view, these measures are critically important to realizing the full promise of 
vehicle electrification. 

The UAW also strongly supports the clean fuels and vehicles provisions in Title I. 
We believe the low carbon fuels standard can make a major contribution to 
reducing our nation’s consumption of oil and greenhouse gas emissions. 
However, the provisions allowing credits to be awarded to auto manufacturers 
and importers of electric vehicles should be modified to ensure that these credits 
are channeled into the existing Section 136 Advanced Technology Vehicles 
Manufacturing Incentive Program. This will ensure that these credits are used to 
support advanced auto production and jobs in the United States, instead of 
subsidizing auto industries in other countries. 

The UAW applauds the provisions supporting large-scale demonstrations of 
electric vehicles. This can provide an important boost to the deployment of these 
vehicles and help to create demand for the production of these vehicles by auto 
manufacturers. Most importantly, the UAW strongly supports the thrust of the 
provisions in Section 124 granting financial support to automakers to retool 
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plants to build piug-in electric drive vehicles in this country. This can help to 
ensure that these vehicles will be produced in the United States and will create 
jobs for American workers. However, the UAW is concerned that these Section 
124 provisions overlap with, but may not be as effective as the existing Section 
136 Advanced Technology Vehicles Manufacturing Incentive Program. For 
example, the Section 136 ATVMIP includes auto suppliers who retool facilities in 
this country to produce key components for plug-in vehicles (such as the battery 
packs). The UAW looks fonward to working with the Subcommittee to reconcile 
the provisions of the proposed Section 124 program and the existing Section 136 
program in the most effective manner. 

The UAW applauds the energy efficiency provisions in Title II relating to 
buildings, lighting and appliances, utilities and industrial plants. These programs 
can make a major contribution to reducing greenhouse gas emissions. 

The UAW also commends the discussion draft for including the transportation 
planning requirements in Title II. This section recognizes that initiatives to reduce 
vehicle miles traveled must be an important component of any effort to reduce oil 
consumption and greenhouse gas emissions from the transportation sector. 
These are difficult measures that will require decades of sustained investment. 
But this is essential to prevent the growth in vehicle miles traveled from negating 
the benefits from vehicle efficiency improvements. 

Title II also calls for tougher efficiency standards for light duty vehicles. Although 
considerable progress was already made in this area in the Energy 
Independence and Security Act of 2007, the UAW recognizes that further 
progress can and should be made. In particular, to enhance our nation’s energy 
security by reducing consumption of foreign oil, the UAW believes that any 
economy-wide cap-and-trade program should be complemented by tougher 
vehicle efficiency standards. 
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However, the UAW is concerned by several aspects of the light duty vehicle 
efficiency provisions in Title II. Although these provisions take the commendable 
step of calling for the harmonization of standards that may be set by NHTSA, 
EPA and the State of California, they do not purport to establish any minimum 
benchmark for such standards beyond 2015. Beyond that date, the provisions 
merely provide a green light for subsequent regulatory action by the State of 
California, 

The UAW believes this approach has several glaring deficiencies: 

• It fails to provide any certainty that there will be guaranteed minimum 
reductions in oil consumption and greenhouse gas emissions over an 
extended period of time; 

• It fails to provide automakers with certainty as to what will be required of 
them over an extended period of time, thereby making it more difficult for 
the companies to make necessary decisions on technologies and 
investments. 

In lieu of this approach, the UAW submits that it would be preferable to substitute 
provisions that mandate minimum vehicle efficiency targets that must be met by 
the automakers for specified dates extending through 2030. These could be set 
as specific mpg targets, or as percentage improvements from a certain baseline. 
If these targets were combined with the existing requirement that vehicle 
efficiency standards must be set at the "maximum feasible" level, this would 
ensure that our nation receives the benefits of the minimum guaranteed 
reductions in oil consumption and greenhouse gas emissions, while still allowing 
for even greater reductions should NHTSA and EPA determine that this is 
feasible. At the same time, this approach would provide a greater degree of 
certainty to automakers, thereby making it easier for them to make key decisions 
on technologies and investments. Like the provisions in the discussion draft, this 
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approach could be based on the existing statutory authority of NHTSA and EPA, 
with the two agencies being directed to harmonize their regulations. 

For this alternative approach to be feasible, the UAW recognizes that it would 
have to embody a negotiated agreement between NHTSA, EPA and the State of 
California, as well as other stakeholders. This agreement would have to reflect 
the desire of California and other states for more stringent reductions in vehicle 
emissions and oil consumption. At the same time, the UAW strongly believes it 
should reject some of the deficiencies in California law AB 1493 such as: 

• the exemption of many foreign automakers whose vehicles make up about 
15 percent of sales nationwide; 

• the one-size fits all flat mpg approach (instead of the reformed, attribute 
based standards that all stakeholders supported in the Energy 
Independence and Security Act of 2007); and 

• the lack of any anti-backsliding rule (such as the provision in EISA which 
protects domestic small car production and also guarantees that auto 
manufacturers must continue to make improvements in the fuel economy 
of their domestic car fleets). 

The UAW believes legislation could specify that it is not altering existing law 
regarding the authority of California and other states post 2030 - i.e., after the 
end date of whatever tougher national standards are negotiated between the 
State of California and EPA/NHTSA and other stakeholders. 

Finally, Title II of the discussion draft grants authority for EPA to establish 
efficiency standards for heavy duty vehicles, marine vessels, and aircraft. It also 
contains a provision giving the Administrator authority to issue regulations 
allowing trading and banking of credits between these sectors and the light duty 
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vehicle sector. Although the DAW believes this could provide helpful flexibility to 
companies in all of these sectors, we believe this section should specify that this 
credit trading and banking cannot be used to satisfy the anti-backsliding rule that 
EISA established for the domestic passenger car fleet. EISA already specifies 
that the credit trading and transferring allowed under that law cannot be used to 
satisfy the anti-backsliding rule for the domestic passenger car fleet. Extending 
this same principle to any new credit trading and banking provisions for these 
other sectors would help to ensure that the fuel economy and domestic 
production/jobs benefits of the anti-backsliding rule are not subverted. 

Fleet Modernization Proposals 

The UAW supports the concept of a fleet modernization (cash-for-clunkers) 
program, which would provide incentives for consumers to scrap older, less fuel 
efficient vehicles and purchase new, more fuel efficient vehicles. Most 
importantly, this type of program could provide an immediate boost to new 
vehicle sales, thereby helping to counteract the negative impacts of the current 
financial and economic crises which have driven auto sales to their lowest level 
in over 25 years. This would help struggling auto manufacturers, as well as their 
workers and retirees. At the same time, a fleet modernization program could 
help to reduce oil consumption and greenhouse gas emissions by replacing 
older, less efficient vehicles with new, more fuel efficient vehicles. This will 
provide significant benefits to consumers and the general public, both in terms of 
energy security and climate change. 

In structuring any fleet modernization program, the UAW believes this 
Subcommittee and Congress should adopt several important principles. 

• Any program should support auto production and jobs in the United 
States. From our perspective, it makes no sense to use taxpayers’ money 
to subsidize overseas auto production. 
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• Any program should ensure that all of the major automakers can 
participate in an equitable manner. The program should not 
disproportionately benefit a single company. 

• To maximize the stimulus effect for the auto industry, any program should 
provide incentives for the purchase of the widest possible segment of new 
vehicles. 

• To maximize energy security/climate change benefits, any program should 
cover the purchase of any new vehicle that is at least a certain mpg more 
fuel efficient than the old vehicle being scrapped, rather than being limited 
to narrow categories of vehicles. This reflects the mathematic truth that 
the greatest fuel savings/reductions in greenhouse gases will be 
produced by consumers trading in older, very inefficient pickups, SLiVs, 
and minivans and replacing these vehicles with newer, more efficient 
models of these vehicles. 

• Any program should be simple, so it is understandable by consumers and 
easy to implement for vehicle dealers. 

The UAW believes the legislation introduced by Representatives Sutton and 
Candice Miller (H.R. 1550) best meets the principles set forth above. In contrast, 
we strongly oppose the legislation introduced by Representatives Inslee and 
Israel (H.R. 520) because it is structured in a manner that heavily favors vehicles 
built overseas by foreign automakers. Furthermore, the very narrow focus of this 
legislation severely undermines its stimulus and energy/environmental benefits. 

The UAW hopes that an acceptable compromise can be worked out among all 
stakeholders so that Congress may move forward quickly with a balanced fleet 
modernization proposal. We believe that a number of positive proposals have 
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recently been advanced that may facilitate the achievement of this objective. 
This includes proposals that would: 

• set a cap on the amount of money available to each manufacturer for a 
fleet modernization program, based on their market share; 

• provide a base incentive for the purchase of all new vehicles that are more 
fuel efficient than the vehicle being scraped, while also providing 
additional incentives for the purchase of new vehicles that exceed some 
fuel economy benchmarks; and 

• provide additional incentives for the purchase of vehicles assembled in the 
United States. 

In our judgment, a program combining these elements could satisfy the principles 
set forth above. It could provide a major stimulus to the auto industry, while at 
the same time providing substantial energy and environmental benefits. 

Conclusion 

In conclusion, the UAW appreciates the opportunity to testify before this 
Subcommittee on the discussion draft that Chairmen Waxman and Markey have 
released entitled the "American Clean Energy and Security Act of 2009," as well 
as on the subject of fleet modernization proposals. We believe the Waxman- 
Markey draft legislation represents a thoughtful and balanced approach for 
enhancing our nation's energy security, combating global warming, and 
promoting economic growth. We applaud Chairmen Waxman and Markey for the 
many positive provisions that would establish an economy-wide cap-and-trade 
program and provide transition measures, as well as the provisions dealing with 
clean energy and energy efficiency. We believe this legislation could be 
improved by including provisions that would use a portion of the revenues from 
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the auction of carbon allowances to assist the auto industry in meeting tougher 
fuel economy/greenhouse gas emissions standards. We also believe the light 
duty vehicle efficiency standard could be improved by providing greater certainty 
over a longer period of time on the fuel savings/emissions reductions that must 
be achieved and on the technological and financial challenges that the auto 
industry will be required to meet. We look forward to working with the 
Subcommittee and the entire Congress to craft provisions in these areas, and to 
facilitate prompt enactment of this critically important legislation. Thank you. 
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Mr. Markey. Thank you, Mr. Reuther, very much. 

Our next witness is Dr. Dan Sperling. Dr. Sperling is the found- 
ing director of the Institute of Transportation Studies at the Uni- 
versity of California Davis. He was appointed to the automotive en- 
gineering seat on the California Air Resources Board by Governor 
Schwarzenegger and served as co-director of the California Low 
Carbon Fuel Standards Study. We welcome you, Dr. Sperling. 

STATEMENT OF DANIEL SPERLING 

Mr. Sperling. Thank you. It is a pleasure to be here, and it is 
a special pleasure because I bring important news on the low-car- 
bon fuel standard from California. Last night the California Air Re- 
sources Board made history. We voted to adopt a low-carbon fuel 
standard. It will take effect in January 2011. It requires a 10 per- 
cent reduction in greenhouse gas emissions per unit of energy for 
gasoline and diesel fuel by 2020, and I note that 11 other States 
have signed MOUs to also adopt the low-carbon fuel standard and 
that the European Union is also moving toward adopting policies 
that closely resemble a low-carbon fuel standard. 

So I would like to point out that there are a number of reasons 
why the United States should follow California’s lead and adopt a 
low-carbon fuel standard. One, it applies to all potential transpor- 
tation fuels, unlike the current renewable fuel standard that Con- 
gress passed in 2007, which only applies to biofuels. Another fea- 
ture is the emissions are measured on a lifecycle basis, and this is 
the scientifically correct way to regulate greenhouse gases to in- 
clude all the emissions in the energy chain from the oil well, the 
coal mine or the cornfield all the way to the vehicle. Neither cap 
and trade nor the renewable fuel standards program are based on 
lifecycle measurements. Another key feature is it uses a perform- 
ance standard, not volumetric mandates, as is the case with the re- 
newable fuel standard and thus it allows industry and it allows 
customers to pick the winners. The winners are not picked and the 
losers are not picked by government in this case. It harnesses mar- 
ket forces to stimulate innovation. The low-carbon fuel standard al- 
lows the energy providers to buy and sell credits among each other, 
creating a market for these low-carbon fuel standard credits and 
reducing the overall cost of developing low-carbon fuels. And so 
what it is doing is, it is creating a durable, permanent framework 
for orchestrating the transition to low-carbon alternative fuels. 

The history of alternative fuels is one of ad hoc short-lived policy 
actions. We have seen policymakers and the media jump from one 
solution to another, from syn fuels to methanol to battery electrics 
to hydrogen to corn ethanol and now the fuel du jour, the tech- 
nology du jour is plug-in hybrids. We need a more permanent pol- 
icy framework that sends consistent signals to industry and con- 
sumers and that doesn’t pick winners. And very importantly, it also 
achieves both energy security and climate goals, and I would note 
that producers of oil sands complain that they will be put out of 
business with a low-carbon fuel standard, and this is just not true. 
The low-carbon fuel standard does not preclude any fuel. Rather, 
it provides an incentive to produce fuels more efficiently and with 
less carbon, and indeed, senior oil executives have indicated to me 
that with sufficient incentive they could make gasoline from oil 
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sands with less greenhouse gas emissions than gasoline from con- 
ventional oil. And lastly, a low-carhon fuel standard reduces oil 
price volatility and it caps petroleum price increases. 

So the proposed national LCFS is modeled on the California low- 
carhon fuel standard hut it has two differences. First is that the 
proposed national standard in this bill does not include biofuels 
until 2023. It assumes that the renewable fuel standard enacted in 
the EISA of 2007 will handle the biofuels until then. The result is 
that until 2023 the national low-carbon fuel standard only targets 
petroleum and non-biofuel options, mostly electricity, natural gas 
and hydrogen. Failure to integrate the renewable fuel standard 
into the low-carbon fuel standard until 2023 is problematic. Keep- 
ing the biofuels separate from other alternative fuels reduces the 
flexibility of the market to respond to the targets and it also re- 
duces incentives to produce the very lowest carbon fuels. So unlike 
the renewable fuel standard, the low-carbon fuel standard provides 
incentives for continuous improvements. 

The other difference, the second important difference between 
the two is that the national standard has more modest targets. The 
California low-carbon fuel standard has a target of 10 percent re- 
duction in greenhouse gases per unit of energy by 2020 with fur- 
ther reductions to follow. The national one sets a target of zero per- 
cent improvement until 2022 and then in 2023 when the RFS and 
the biofuels are folded in, it jumps to 5 percent but it is still consid- 
erably less, and then it goes to 10 percent in 2030. I would argue 
for higher targets. 

OK, so the recommendations, just very quickly, the RFS should 
be integrated into the national LCFS as soon as possible. Targets 
should be more aggressive and the federal program should not pre- 
empt the State programs but the priority is, adopt this low-carbon 
fuel standard. It is a good idea, even in a limited fashion. Thank 
you. 

[The prepared statement of Mr. Sperling follows:] 
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CtofaiMti Markcy and di.stinguished members of (he committee, thaidc you for inviting me to testily 
before you today. My name is Dan Sperling. 1 am professor of engineering and environmental science 
and policy and Director of the Institute of Transportation Studies at the University of Califomia, Davis. 

I ibo swve on the Califomia Air Resources Board, which 1 was appointed to by Governor Arnold 
Schwarzenegger in February' 2007. 

l.fwvB spent Most of my professional life studying alternative iranspoitatioii fuels. I have authored, or 
editetl 1 1 books and over 200 teehnica! papers, most of them on transportation energy (seo 
.h|tfe/i,Wffw.its.ucditvi$.txttop«)plc.'facully sperlini;). My most recent book is Tmi Billion Cars (OxfynS. 
Uaivsrsity Fre», 2009), co-authared with Deborah Gordon. 1 was founding chair of the Alternative 
Fuels Committee of the Transportation Research Board of the Natiorta! Academies, have served on 1 1 
National Academies committees in recent years, have testified numerous times to U.S. House and 
SetMite committees on transport energy issues, was lead author of the transportation ehs^ter for the 
Intergovernmental Panel on Climate Change (IPCC), and currently chair the Davos World Economic 
Forum comrailtco on transportation. 

Perhaps most relevant to this testimony, two years ago Governor Schwarzenegger asked the late 
Professor Alex Farrell of UC Berkeley and me to develop the initial design of a low carbon fuel 
standard tLCFS) We headed a team of 20 professors and graduate students from UC Berkeley and UC 
( )uv IS !hal spent six intensive months meeting with oil companies, electricity companies, enviroimiental 
gnnips. hiofuel producers, and various experts on WTO rules, environmental impacts, fuel costs, and 
lifcc) ck- analysis. I accepted Governor Schwarzenegger’s rcqueist to develop the initial design of an 
Ll 1 s because 1 believed at the time that the iCFS pronsised to be the most important alternative fuel 
police ever .idopted I believe it now more than ever. 

I Ills week, the (, alil'oraia .‘\ir Resources Board is voting to adopt the Low Carbon Fuel Swmlaid, largeh 
the wa\ wepioposcd it two year.? ago. llrequiresa 10% reduction in greenhouse pas emissions pci uml 
ot eiktgs (g< 0,-ei| MJ) for gasoline and diesel fuel. Eleven other states have signcsi MOl's to rlso 
adopt li'c I ( IS, .md the European Union is moving towBd adoption of policies (hal cluseK lescmh'c .i 
low c.irhoii tikl sl.indard 
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Key features of a low carbon fuel standard (LCFS) 

• All transportation fuel alternatives included. It is best to create a policy that gives producers 
maximum flexibility to select from a suite of low carbon alternatives. California was obligated 
to target only gasoline and diesel fuel, because it has limited jurisdiction over national (and 
international) modes of travel. The US government can regulate national activities, and has the 
standing to work with other governments to regulate international air and maritime activities. 

• Emissions measured on a lifecycle basis. The scientifically correct way is to include all 
emissions from the source to the end use. If one does not follow this method, regulations and 
policy become arbitrary, redundant, and/or defective. The science of lifecycle analysis is well 
established and the data are, for the most part, well understood. Improvements will be needed, 
especially regarding land use effects of fuels. Much research is now underway to create a 
stronger scientific foundation. The challenge is to put in place a regulatory process that handles 
scientific uncertainty in a responsible fashion and updates the land use impacts as the science 
improves. California is doing just that. 

• Market forces are harnessed to stimulate innovation. Almost all vehicles operate on gasoline 
and diesel and almost all transport energy is made from oil. Considerable investment and 
innovation is needed to create commercial alternatives. The LCFS allows energy providers to 
buy and sell credits amongst each other, creating a market for LCFS credits and reducing the 
overall cost of developing low carbon fuels. The LCFS will encourage oil companies to become 
energy companies. The ultimate goal is to use creative capitalism to break our dependence on 
the dirty fuels of the past in order to accelerate the transition to a low-carbon future. An 
important complementary policy, to facilitate technological progress, is enhanced federal 
investment in R&D — particularly at colleges and universities — to find new cost-effective, low- 
carbon energy alternatives. 

• Creates durable framework for orchestrating the near and long term transition to low-carbon 
alternative fuels. The history of alternative fuels is one of ad hoc and short-lived policy actions. 
A fuet du jour phenomenon has been created with the media and policymakers jumping from 
one solution to another, from synfuels in the 1970s, to methanol in the ‘80s, battery electric 
vehicles in the ‘90s, hydrogen in the early years of this decade, com ethanol a few years ago, 
and now plug-in hybrids. We need a more permanent policy framework that sends consistent 
signals to industry and consumers. 

• Government does not pick winners (or losers). It is not mandating any particular fuel. It is 
deferring to industry and consumers to determine the best way to meet oil and GHG reduction 
targets. Because all fuel and vehicle options are included, the most eost-effective solutions are 
chosen. The mechanism that makes this policy work is the use of performance standards based 
on lifecycle measurements. Politics does not intervene. The market determines the best way of 
meeting the targets. 

• Achieves both energy security and climate goals. Producers of oil sands complain that they 
will be put out of business. This is not true. The LCFS docs not preclude any fuel. Rather it 
provides an incentive for producers of high carbon fuels to produce the fuel more efficiently and 
with less carbon. Thus oil sands producers are already learning to improve their efficiencies, to 
use less fossil energy as process energy, and to explore ways to sequester carbon emissions. 
Gasoline could be made from oil sands with as much as 10% less GHG emissions than gasoline 
made from conventional oil. Importantly, most of the truly low carbon fuels will be home 
grown — cellulosic biofuel made from waste or on marginal lands, and electricity and hydrogen 
made in the U.S. 

• Reduces oil price volatility and caps petroleum price increases. The LCFS, combined with 
tightening fuel economy (and GHG) standards for vehicles, will be highly effective at reducing 
demand for oil. 
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Proposed National LCFS 

The proposed national LCFS is modeled on the California LCFS, with the same general attractions — but 
with two important differences. 

First, it does not include biofuels until 2023, It assumes the Renewable Fuel Standard (RFS) enacted in 
the EISA of 2007 will handle biofuels until then. The result is that the national LCFS only targets 
petroleum and non-biofuel options (mostly electricity, natural gas, and hydrogen). Failure to integrate 
the RFS into the LCFS until 2023 is problematic. Keeping biofuels separate from other alternative 
transportation fuels reduces the flexibility of the market to respond to the LCFS targets. More 
importantly, the RFS fails to incentivize the production of very low-carbon fuels. That is because the 
RFS allows some fuels to be only 20% better than gasoline, others 50% better, and some 60% better. 
There is no incentive to produce very low-carbon fuels, such as fuels made from crop residues, forestry 
thinnings, and urban waste — that emit over 80% fewer emissions. And yet, the very low carbon biofuels 
arc exactly the ones desired as the mainstay of a large future biofuels industry. The LCFS is superior. It 
does not create artificial categories, and thus provides incentives for continuous improvement. 

A second major difference is lower targets. The California LCFS sets a target of 10% reduction in 
greenhouse gases (per unit of energy) by 2020, with further reductions to follow. The national LCFS 
sets a target of 0% by 2022, anticipating that increasing use of oil sands and very heavy oil will be offset 
by increasing use of electricity, natural gas and hydrogen. The target increases to 5% in 2023, when 
biofuels shift over from the RFS program, and then 10% in 2030. The national standards could be a bit 
higher, but are probably sufficient to incentivize new investments and new behaviors by energy 
companies. 

Recommendations 

1) The Renewable Fuel Standard should be integrated into the national LCFS as soon as possible. 
We will get very low-carbon fuels sooner with the LCFS. The LCFS provides more certainty and more 
incentive to biofuel providers. 

2) Targets should be aggressive, but there is no scientific way to determine the correct target. It 
depends in part upon the urgency of oil import and greenhouse gas reduction goals, and in part upon 
highly uncertain forecasts of future oil prices and technological progress in improving biofiiels, electric- 
powered vehicles, and hydrogen fuel cell vehicles. If one believes the goals are urgent, that oil prices 
will hover above $80 per barrel or so, and that technological progress will be swift, then the targets arc 
too low — and should be a few percentage points higher. I lean toward higher targets, but the top priority 
should be to implement the LCFS. 

The top priority is to implement the LCFS. Inclusion of the LCFS in a national energy and climate 
bill, even in its limited form, should be central to any strategy to reduce oil use and GHG emissions. The 
LCFS provides a durable policy framework that will guide the transition to low-carbon alternative fuels. 
It responds to both energy security and climate goals. It docs not pick winners, is based in science, and 
harnesses market forces. It is a model of good policy. 
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Mr. Markey. Thank you, Dr. Sperling, very much. 

Our next witness, David Friedman, is the research director of the 
clean vehicles program at the Union of Concerned Scientists. Mr. 
Friedman has served on three major committees for the National 
Academy of Sciences covering fuel economy, fuel-efficient tires and 
fuel cell vehicles. We welcome you, sir. 

STATEMENT OF DAVID FRIEDMAN 

Mr. Friedman. Thank you, Mr. Chairman, and thank you, mem- 
bers of the committee for the opportunity to testify before you 
today. I would also like to thank you specifically for your leader- 
ship on fuel economy. That was the important first step on trans- 
portation. 

But now as we look to where we need to go from here, the discus- 
sion draft before us represents the essential next step, and as my 
testimony will show, the transportation system can go much far- 
ther than the progress delivered under the 2007 energy bill. What 
America needs is a comprehensive approach that addresses trans- 
portation as a system of vehicles, fuels and infrastructure and a 
strong cap that covers all parts of the economy including transpor- 
tation. 

We released a 2-year peer-reviewed study on Wednesday before 
the full committee. Our Climate 2030 Blueprint demonstrates the 
need for a well-designed cap-and-trade system and a comprehen- 
sive set of policies for the energy and transportation sectors. With 
this approach, we can accumulate $1.6 trillion in savings through 
2030. Let me say that again: we can save money while tackling cli- 
mate change. Now, if we remove some of the complementary poli- 
cies, we will still save $600 billion but it will go down. These com- 
plementary policies are essential to saving money while addressing 
climate change. 

Now, the results of our study highlight that the draft bill will 
also require significant action by the Administration to make these 
policies work. For example, the Environmental Protection Agency 
will need to set strong global warming emission standards for all 
vehicles and off-road equipment. There are opportunities to save 
money and cut carbon emissions from every vehicle, every ship, 
every plane. The EPA must also protect and defend State authority 
to help bring about cleaner cars and fuels in recognition both of the 
unique circumstances in those States and the history of leadership 
on these issues from California and many others. Thanks in large 
part to California and the States that have supported its efforts, 
cars and trucks today are 90 percent cleaner when it comes to 
smog than those sold 40 years ago. So I believe that EPA can head 
a partnership with States and with NHTSA that provides the clar- 
ity and certainty that automakers need. 

Now, automakers that don’t invest in this future and in these 
clean and efficient technologies will be left by the side of the road 
but as a result of this, in these hard economic times, it does make 
sense for the federal government to help the auto industry. How- 
ever, taxpayers deserve a return on their investment, a require- 
ment that automakers at least meet nationwide the same global 
warming emission standards adopted by California and 14 other 
States. That said, we cannot, we must not put all the responsibility 
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on the auto industry. Oil companies and fuel providers must step 
up and that is why EPA will also need to make a transition from 
a renewable fuel standard that covers only 10 percent of today’s 
transportation fuels to a low-carbon fuel standard that covers all 
fuels and counts all direct and indirect emissions. 

State and local governments and everyone who drives must also 
step up. The Department of Transportation will have to build on 
their plans to develop a smarter transportation, working with local 
governments to help get people where they need to go with fewer 
miles and less pollution. This will require investments in transit 
and support for pay-per-mile programs that will keep our roads 
and bridges repaired. EPA also has a significant role to play here 
in setting up standards to evaluate local transportation plans but 
there must also be consequences associated with making and meet- 
ing effective plans. 

Finally, we need our scientists and engineers to step up and to 
deliver on the promise of fuel cell, plug-in and battery electric vehi- 
cles and the lowest carbon fuels. If Congress and the Administra- 
tion step up to the plate, the UCS Climate 2030 Blueprint shows 
that the United States can cut carbon emissions from cars and 
light trucks to 40 percent below 2005 levels by 2030. We can hold 
carbon emissions from freight trucks steady despite an 80 percent 
growth in the economy through 2030. At the same time, we can de- 
liver net annual savings of $120 billion to consumers and busi- 
nesses in 2030 alone. Consumers specifically will save about $580 
per household per year. We are not talking about how much it will 
cost, we are talking about how much money they will save as a re- 
sult of cutting global warming emissions. 

Now, by 2030, we will also have additional benefits. We can re- 
duce transportation’s addiction to oil by more than 3 million bar- 
rels per day, more than we currently import from the entire Per- 
sian Gulf region, and this is all on top of the benefits that you 
helped deliver through the 2007 energy bill. When you look at to- 
day’s economy and the prospect of rising gas prices and rising car- 
bon emissions, once we beat this recession we simply cannot afford 
to ignore this opportunity to invest in a cleaner transportation fu- 
ture and the jobs that investment will create. 

[The prepared statement of Mr. Friedman follows:] 
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Mr. Chairman and Members of the Committee, 1 appreciate the opportunity to testify before you 
today. ] am a re.search director and senior engineer with the Union of Concerned Scientists 
(UCS). UCS is a leading science-based nonprofit that has been w'orking for a healthy 
environment and a safer world for 40 years. 

i would first like to thank Chairman Markey for his leadership on the issue of fuel economy. As 
my testimony will show, there are many opportunities to take the transportation system much 
farther than the progress delivered under the 2007 Energy Independence and Security Act 
(EISA), but with your help we are now building on significant progress after two decades of 
stagnation. 

As we look at where we must go from here, the draft bill that Mr. Waxman and Mr. Markey have 
presented for discussion today represents an essentia! next step. It opens the door to a much more 
comprehensive approach to the transportation sector, an approach that looks at transportation as a 
system, not just separate cars, fuels and infrastructure. Such an approach requires that we put 
policies in place that will address each of these areas in order to create a stable climate and 
transportation future. 

The approach laid out in the draft bill will also require significant action by the administration. 
The Environmental Protection Agency will need to build on its solid foundation and take the lead 
on global warming standards for cars. light trucks, and freight trucks, as well as airplanes, rail, 
ships and off-road equipment. The EPA will also need to make a transition from a renewable fuel 
standard that covers only 1 0% of transportation fuels to a low carbon fuel standard that covers all 
transportation fuels and counts all direct and indirect emissions associated w ith those fuels. The 
Department of Transportation will have to build on their plans to help develop a smarter 
transportation system, working with state and local government to help get people where they 
need to go with fewer miles and less pollution. The Department of Energy will also play a key 
role in helping to get essential technologies out of the lab and onto our roads and rails. The 
administration will also have to protect and defend state authority to help bring about cleaner 
cars and fuels in recognition of both the unique circumstances in those states and the history of 
leadership on these issues from California and many others. 
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If Congress and the administration build on EISA and deliver on each of the three legs of the 
transportation system (vehicles, fuels, and efficient infrastructure), the results of the Union of 
Concerned Scientists Climate 2030 Blueprint analysis show that the United States can cut carbon 
emissions tforn cars and light trucks to 40% below 2005 levels while holding carbon emissions 
from freight trucks steady despite more than an 80 percent growth in the economy. By 2030, we 
can reduce our addiction to oil by more than 3 million barrels per day, and deliver annual savings 
of $120 billion to consumers and businesses ($580 per household per year and nearly $40 billion 
for businesses in 2030) — and this is all on top of the benefits that will be generated by EISA. 

When you look at today’s economy and the prospect of rising gas prices and rising carbon 
emissions once we beat this recession, we simply cannot afford to ignore this opportunity to 
invest in a cleaner transportation future and the jobs that investment will create. 

Today, I would like to share with you amore in-depth discussion of the transportation 
components of our Climate 2030 Blueprint analysis, The full committee saw the big picture 
results of that analysis when Kevin Knobloch, our president, testified before you on Tuesday. I 
will first lay out the policy recommendations that form the basis of the Blueprint, I will then go 
into some of the detailed findings for the transportation sector. Finally, because it has come up 
as a potential component of this bill, I will include a discussion of key principles for how to 
make a “cash for clunkers” program work to help the auto industry and the environment. 

Six steps for policymakers to deliver transportation system that reduces 
carbon emissions, saves money and cuts America’s oil addiction 

The transportation sector offers significant opportunities to cut emissions while reducing the cost 
of meeting our climate targets, These reductions come from switching to low-carbon fuels and 
by reducing our oil dependence, helping to lower annual transportation costs to consumers and 
businesses by about $ 1 20 billion by 2030. In order to achieve these cost-savings, policymakers 
should put tools in place to reduce emissions from each of the three legs of the transportation 
sector: vehicles, fuels, and travel demand. 

1. Require investment in vehicle technology through tougher standards; We can save money 
and oil while cutting heat-trapping gases from vehicles by requiring integration of both 
conventional and advanced technologies that boost fuel economy and reduce emissions from 
refrigerants across our national vehicle fleet. Additionally, requiring production of cleaner, more 
efficient vehicles will create jobs, help put the auto industry on the road to recovery and ensure 
that public dollars are invested wisely. 

Because many of these technologies fall under both the Clean Air Act and fuel economy laws, 
there is an opportunity for a partnership between the Environmental Protection Agency (EPA) 
and the National Highway Traffic Safety Administration (NHTSA) to coordinated in setting 
standards for light-duty cars and trucks. As part of this process, EPA should set car and light 
truck tailpipe carbon standards of no more than 200 grams per mile (carbon dioxide equivalent 
emissions) by 2020. NHTSA should set fuel economy standards through 2020 that support 
EPA's efforts. Within this process, there should be a transition to EPA as the lead standard 
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setting agency in consultation with NHTSA, with a target of and no more than 140 grams per 
mile (with fuel economy delivering at least 55 mpg) by 2030. 

For medium and heavy duty vehicles, EPA may be able to move more quickly than NHTSA, 
since there are fewer restrictions on the application of EPA’s statutory authority, EPA’s 
experience with the heavy-duty vehicle industry through the SmartWay program should also 
prove valuable in the standard-setting process. Medium duty standards should be set to achieve 
per-mile carbon emissions of no more than 780 grams per mile (carbon dioxide equivalent 
emissions) by 2020 and 500 grams per mile by 2030. Heavy duty standards should reach no 
more than 1075 grams per mile by 2020 and 840 grams per mile by 2030. 

Additionally, standards should be set for all vehicles, not just highway vehicles. Airplanes, 
ships, off-road vehicles, and rail all contribute, and should be improved. 

1 Require investment in cleaner fuels through a low-carbon fuel standard; EPA also has 
an important role when it comes to fuels. A low carbon fuel standard, which requires fuels to cut 
lifecycle carbon emissions per unit of energy delivered, is the next evolution from the current 
renewable fuel standard (RFS). 

The RFS only applies to about 10 percent of the transportation fuel pool, while the LCFS would 
encourage improvements in fuel carbon content across the board, letting the industry determine 
the most cost-effective route and avoiding picking particular fuel types for special treatment. 

The EPA already has authority under the Clean Air Act to establish a low carbon fuel standard. 
The targets should be a 3.5 percent reduction in lifecycle carbon emissions for transportation 
fuels in 2020, a 7 percent reduction in 2023, and a 10 percent reduction in 2030. The initial 
benefit of the LCFS will be in preventing the increase of carbon emissions from the adoption and 
deployment of high-carbon fuels such as tar sands, liquid coal, oil shale, and biofuels that create 
emissions through significant land use change. For a LCFS to be effective in our global 
economy, the impacts of both indirect land use and other offshore emissions must be accounted 
for in the full lifecycle of the fuel, 

3. Maintain state authority to set vehicle and fuel standards: The ability of states to act as a 
laboratory for innovative policies has produced success in California’s efforts to clean up smog 
and toxic pollution and in encouraging the sales of a hybrid and electric vehicles. The next 
opportunity lies in California's efforts to reduce carbon emissions from cars, trucks, and fuels. 

The authority for many states to act together with California to put in place innovative policies 
that address global warming must be protected. This authority allows states to address new 
challenges as they emerge. It also keeps progress moving when the federal government does not 
act quickly or aggressively enough, including today, as the federal government considers 
establishing the necessary national standards. 

4. Encourage smarter travel and include transportation in the cap: Vehicles and fuels are 
just parts of the transportation puzzle. In order to help capture the remainder, transportation must 
be included in an overall cap-and-trade system. Policies must also be in place at the federal, state 
and local levels to encourage alternatives to cars and trucks without sacrificing daily mobility. 
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Including transportation in a cap wit! send a price signal across the transportation system to 
reduce carbon emissions by picking the right mode of transportation, and reducing the amount of 
transportation required. Both pieces are crucial to meeting transportation’s portion of the climate 
challenge. 

In addition to including transportation in the cap, all federal funding for transportation projects 
should be tied to reducing carbon emissions from transportation. This will encourage innovative 
planning, improved mass transit, and intelligent transportation systems that make travel easier at 
the same time as reducing the need for it by making our cities and towns more walkable and 
accessible. 

Steps should also be taken at the federal level to encourage adoption of pay-as-you-drive 
insurance, to shift any future gas taxes over to per-mile fees in order to maintain or expand 
revenues for highway repairs and transit expansion, and to reward innovative local planning to 
encourage smarter growth and transportation options. 

5. Encourage and invest in advanced transportation technology: Federal support will also 
be needed for development, demonstration and deployment of ultra-low carbon vehicles, fuels, 
and infrastructure, The federal effort should focus on technologies that will have trouble 
entering the market on their own, but have significant climate benefits, such as vehicles that run 
on renewably generated electricity or hydrogen. 

In order to achieve the maximum cost savings and carbon reductions from transportation, 
advanced technology will need to be developed and deployed. The federal government's role is 
particularly critical when industry investment in R&D has been declining, and is especially in 
doubt in the troubled automotive sector, All aspects of advanced technology need further effort, 
from batteries to fuel cells to low carbon biofuels, and infrastructure for all. By investing in a 
wide range of advanced technologies consistently over the next 20 years, rather than shifting 
focus with every new election or current trend, we can ensure that we will have the technology 
tools we need to meet our transportation goals. 

6. Ensure transportation policies are consistent and durable; Both companies and the climate 
need certainty that efforts to address heat trapping emissions from the transportation sector are 
going to continue for the long haul. 

The automobile industry has to make significant investments and we need the resulting 
significant reductions in carbon emissions, so it is important that the policies that encourage 
these investments and deliver the reductions are strong enough and set in place for the long term 
and are not weakened with the political changing of the guard. This is especially essential for 
vehicle technologies, because they take about 15 years before they can have full impact as the 
fleet of cars and trucks turn over. 
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Dtfdiletl Rtsults from the Climate 2030 Blueprint: Transportation 
Relermcc ('dsi” Carbon Emissions Climb Bwpite EISA 

vi'a! H Icrenn,- ta^c that carbon emissions from the fransportation sector wtli grow by 12 
potent ixtutcti ami 2030. During the first two decades, carbon emissions are almost flat, 
trtiw in;: oni> 2 pertent between 2005 and 2022. This is due in large part to the passage of the 
rtHi" I nt I p\ Inflcpi, nderce and Security Act (EISA), which requires carbon reductions in 
biofuel-, through '022 and increased fuel economy for li^t duly ears and tracks through 2020. 
t hiLi tlitM; polieii-s stall out, transportation carbon emissions begin to grow at near historic rates. 


Reference case ehangts in carbon emissions from transportation. 



Fuel economy for light duty vehicles had remained essentially stagnant between 1985 and 2005, 
as the auto industry, successfully fought back attempts to require improvements in fuel economy. 
EISA pu.shes car and truck fuel economy from about 25 miles per gallon (mpg) in 2005 to more 
than 35 mpg in 20.30. This, however, falls short of the doubling in new vehicle fuel economy 
that could be delivered through existing technology. EISA also did not require specific efficiency 
targets for any other part of the transportation sector.’ 

EISA will help to increase the share of iow-carbon biofuels from just 0.1 percent of 
transportation fuel in 2005 to 9 percent by 2030. This significant increase highlights the 
importance of carbon emissions standards placed on the majority of the biofuels required under 
the renewable fuel standard in EISA. These standards will bring cellulose-based biofuels to sales 
volumes where they could become cost competitive with conventional petroleum. 

Without EISA, we estimate that 2030 carbon emissions from the transportation sector would 
have been projected to increase by about 30 percent instead of just 12 percent." But a 


'EISA does require fuel economy standards for medium and heavy daty trucks, but no speciiic minimum is set 
EIS A does not address fuel economy standards for planes, trains, ofT-road vehick,s. or ships. 

■' We e.stiniBte that EISA p,rovides 350-450 MMTC02 in projected carbon emission reductions in 2030. Meeting iie 
minimum EIS.A requirement of 35 mpg by 2020 cuts 250-300 MMTC02 in 2030, The iow-caiton fiid progress 
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iranspniiinkm 'iccuir inat sm'.pSy .runs in place on carbon emissions for 25 years is not enough. To 
attualK I at c.irhon emisshms compared to 2005, we need to go beyond the first step of EiSA. 

Bi.i S' ten building on FISA, the Blueprint policies will have to overcome the fact that reference 
case emi'>'.ipns lor fight duty cars and trucks drops only slightly in 2030, while freight trucks and 
fiibe-. are piojccled to grow by nearly 40% and emissions from airplanes is expected to grow by 
moic than two third' 

Projecleil growth of transportation cartjon emissions by 2030 and share of carbci.n 
tmhsHuis in 2005. 



Blueprint: Driving Significant Reductions in Carbon and Saving Money 
The transportation sector policies in the Blueprint represent the next neccsitary step after EISA. 
Together, they are a set of achievable but aggressive policies that address the three legs of the 
transportation stool: vehicles, fuels and miles 
traveled for cars, ligirt, meditm and heavy 
trucks. When all of our Blueprint policies arc 
added on top of the progress made under 
EISA, the tian.sportat!on sector can deliver a 
1 9 percent reduction in tailpipe carbon 
emissions in 2030 compared to 2005. 

Tliis 1 9 percent reduction compared to 2005 
is achieved by cutting transportation carbon 
emissions by more than 660 million metric 
tons in 2030. If the transportation reductions 
from EISA were also included, 
transportation’s contribution to total 
reductions in 2030 would increase to more 
than 1 billion metric tons. 


Blueprint: Energy Security Benefits 

The Blueprint delivers more than just reductions in carbon em.issians; it also delivers improved 
ene,rgy security by .reducing our demand for oil, thus making our economy !es.s %'ulnerabk to o.i! 


under EiSA is projected to save !00-i50 MMTC02 in 2030, 


2030 Transportation Carbon ointeions changos nndtr 
different scenarios. 
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price shocks. While EISA kept traasportation oil use from growing under the Reference Case, 
the Blueprint policies cut trai!SpO'rtation’'s demand for oil and other petroleum products in 2030 
by 23 percent compared fo 2005. Transportation provides more than half (53 percent) of the oil 
savings achieved through the Climate Blueprint. That represents oil savings of more than 3 
million baiTels per day in 2030 on top of the more than 3 million barrels of oil saved from EISA 
alone. 

Blueprint; Saving Consniiiers Money 

By cutting fce! use through efficiency and reduced travel and by shifting to cost-competitive, 
low-carbon fuels, the Blueprint transportation policies actually save consumers and businesses 
money while delivering reductions in carbon emissions. Through 2030, consumers and 
businesses will see their net expenditures on transportation (fuel and vehicle costs) drop by about 
$120 billon compared to the reference case. In oAcr words, the savings from the Blueprint 
transportation polfc.ies not only cover the $53 billion cost of the more efficient vehicles, better 
fuels, and new transportation alternatives, but they reward consumers who help cut carbon 
emis.sion.s by saving them money. 

TraBsportatioB Consumer and Business Savings for Blueprint vs. Reference Case 
(Wilton 2006$ in the years shown) 

I 2020 2030j 


Fuel Cost Savings 

$ 

41 

$ 

172 

Vehicle and Alternative 

$ 

16 

s 

53 

Transportation Costs 


Net Savings 

$ 

25 

$ 

119 


Some of these costs and savings are borne by businesses, while others are directly related to 
personal transportation (improved Riei economy, lower pain at the pump, new per-mile 
congestion fees). Looking exclusively at personal transportation, the average American 
household would see savings of $580 per year by 2030 on their annua! transportation costs 
compared to a baseline case where the average new vehicle will already be getting 35 mpg — and 
these values exclude the potential for every vehicle owner to save as much as $150 per year on 
insurance costs due to reduced driving (Bordoff and Noel 2008). In earlier years, consumers and 
businesses are asked to invest in new technologies (e.g. better engines and transmissions and 
GPS monitoring systems to enable pay-as-you-drive insurance), but they more than pay for 
themselves.’’ And, if the impact of allowance price revenue recycling is included, their total 
household savings would be even larger. 

Blueprint: Greater Savings for Society 

From a societal perspective, savings from transportation policies are even higher than consumer 
and business savings because carbon allowances can be recycled back into the economy. 
Consumers purchasing transportation fuels pay an average of $0.27 per gallon to cover 
allowance fees for carbon emissions and those fees should be returned in ways that lower the 
cost of cleaner cars and fuels and better transportation options. 


* These values assume consumers pay the ftil! incrementai price oftechnotogies in the first year. Typical consumers 
will lease or get a loan on their vehicle, which would lower ftie costs in the early years. 
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Blueprint: Keeping Down Gasoline Prices 

Despite carbon prices that reach as high as seventy doliars per ton, gasoline prices are, on 
average, only about $0. 1 0 above the reference case through 2020 and only about $0. 1 6 higher 
between 2020 and 2030. These results stand in sharp contrast to claims that cap-and-lrade 
programs will significantiy drive up fuel prices and instead point to gasoline prices that are 
similar or even smaller than increases that have happened within a matter of months, or even 
weeks in the last few years. These results indicate that including transportation in cap and trade 
w'iil not significantly drive up prices for transportation fuels compared to the reference case 
because the Blueprint policies help drive down the price of oil compared to our reference case.* 

The one ironic impact of keeping gasoline prices low is that it mutes the ability of a cap-and- 
trade policy to encourage consumers and businesses to purchase higher fuel economy vehicles or 
to shift to travel modes other than cars and instead could be seen as opening the door to more 
driving and increased urban .sprawl. However, the Blueprint includes additional policies that 
directly address these issues, from vehicle greenhouse gas standards to per-mik driving fees, in a 
way that delivers even more cost effective carbon emission reductions. 

Blueprint: Highw'ay Vehicles do the Heavy Lifting 

The major policies in the Blueprint focus on highway vehicles light duty cars and trucks and 
freight trucks and buses). As a result highway vehicles deliver the majority of the pollution 
reductions in transportation compared to the reference case. 

Blueprint case changes in carbon emissions from transportation. 
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Significant improvements in efficiency, cleaner fuels, and alteraatives to current travel patterns 
under the Blueprint case allow light-duty cars and trucks to cut their 2030 carbon emissions by 
nearly 40 percent compared to 2005. This represents a significant improvement over the 
reference ca.se reduction of only 5 percent. Trucks and buses had an even bigger task at hand. 
Under the reference case their emissions went up nearly 40 percent, but they are held flat under 
the blueprint. 
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As with all oil savings in this analysis, NEMS does not ^ount for oil inari:et instability that could cause price 
spikes, it also does not account for poteiUia! actions by OPEC memters to reduce supply in attempts to drive up 
prices in response to countries that lower demand. 


8 



1019 


2i3() C Iwngeo m I r.>ii»p(>rt4ti<i<« Carbon Emissions vs. 2005. 
1 20 % 


!00% 
' 80% 
60% 
40 “;. 


- 20 % 

-40% 

•60% 


■ ke*e-t'’ce Case Change; 2030 vs. 2006 

■ Chang# 2030 vs. 2005 

O S>'d's> in 2005 



18% 

Liglit-Oyty Trucls'''a,id 


Vehicies 

-39% 


Buses 



Bliiep rint: Carbon emis.sions from Air Travel Continues to Rise 
Airiincs were the worst performer under the blueprint, continuing to climb by more than 50 
percent in 2030. The main policy that impacts the airline industry in our Blueprint is the cap-and- 
trade system that puis a price on carbon emissions, ironically, the overall success of our biueprint 
policies keeps this impact small— jet ftie! prices are only about 5-10 percent higher a.s a result of 
the cap and don’t really impact the use of air travel compared to the near doubling in jet fuel 
prices between 2005 and 2030 that was already incorporated into our baseline. 

This study only included the limited set of options available to reduce pollution from air travel 
through increased efficiency. There are also important logistics changes that could be made, such 
as improved routing to shorten distances, improved scheduling to reduce congestion, and an 
update to the hub-and-spoke network that rely on indirect stopovers and increase fuel use. High 
speed electric rail can replace air travel between major commuting hubs, particularly along the 
coastal regions, but iai-ge scale investments in high-speed rail would have to be significantly 
accelerated to have an impact by 2030. California will likely be the first state to build a high 
speed electric rail system. 

Blueprint: Low-earbon Fuels arc on the Rise 

Low-carbon biofuels and renewable electricity/hydrogen will be an important part: of a 
transportation future, increasing to about 3.5 quads, or about 14 percent of a!! transportation fuel 
(20 percent of all highway fuel) by 2030. Much of this progress happens because of the low- 
carbon biofuel portion of the Renewable Fuel Standard included in our baseline. The low-carbon 
fuel standard in our Blueprint takes that a step farther by accelerating the phase out of corn-based 
biofuels, which do not deliver reductions in carbon emissions and may even lead to significant 
increases over the timeframe of this study. The low-carbon fuel standard also drives a i % 
increase in the efficiency of the refining sector and provides a backstop to ensu,re that high- 
carbon fuels like liquid coal, which could double carbon emissions per gallon, do not make 
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inroads that undermine 
climate progress.' 

W.hilc electricity use in the 
transport'ation sector 
remains relatively small 
under the Blueprint, its 
growlh is quite rapid 
between 2020 a.nd 2030 as 
the combination of two 
policies, the low-carbon fuel 
standard and the 
requirement that 20 percent 
of new light-duty vehicles 
be plug-ins (or other electric 
drive vehicles) by 2030,'’ 
drive a ten-fold increase in 
the use of electricity for 
transportation due to the 
nearly 20 million plug-ins or other electric vehicles that would be on the road in 2030. 

This progress, however, is only the beginning of the potential for electric drive vehicles. The 
electricity sector side of the Blueprint does not tap into the full potential of renewable electricity 
resources, so there is significant capacity' available to generate clean electricity or hydrogen as 
electric drive vehicles grow- to dominate the car and light truck markets beyond 2030. 

Progress in transportation critical for long term 

While the transportation sector delivers significant reductions in carbon emissions compared to 
200.5 and saves the U.S. hundreds of billions of dollars in the process, the progress is still not as 
dramatic as the improvements seen in the electricity sector. That significant progress in the 
electricity sector will buy some time for progre,ss in the transportation sector to be realized over a 
longer timeframe. 

That progress must begin today. The majority of the benefits delivered under the Blueprint are 
from solutions that have been available for a decade or more. Had vve begun to phase in solutions 
like more efficient vehicles, increased transit, reduced travel through per mile pricing policies 
and had vve gotten serious about investing in low-carbon fuels and electric drive two decades 
ago, many of the benefits of the 2030 Blueprint would be available today. The year 2030 should 
be viewed as a critical mile-marker on the path to 80 to 90 percent reductions in 2050. If 
transportation policies do not attain the pollution reductions vve outline here for 2030, there is no 
chance of reaching the 2050 target. 
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^ Our reference case scenario did not include the use of liquid coal in the transportation sector, but significant efforts 
are underway to expaiid its use in the absence of climate conffols. 

" The portfolio of potential advanced vehicles includes p.lug-in hybrids, battery'-electric vehicles, and fye! cefi 
vehicles. For ease of modeling, rather that) applying a performance-based technology' requirement, plog-ins were 
used as the sole technology,, but other technologies of equal performance could substitine. 
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“Cash for Clunkers” 

We support efforts to help the domestic manufacturers emerge from the current crisis as leaders 
of the industry, and we firmly believe we can best achieve this goal through policies that also 
reduce global warming pollution and our dependence on oil. 

While a “cash for clunkers” program can stimulate sales and deliver some energy and 
environmental benefits, it will only do so if carefully structured. Otherwise, it risks being another 
expensive subsidy for automakers with no clear benefit to the taxpayers who would have to fund 
it. Focusing on the most fuel efficient segment of the market, can significantly reduce the cost of 
the bill and increase the fuel saving benefits. The following is a list of guidelines to help ensure 
a successful program: 

1 . The vehicles being purchased must deliver better than average energy and environmental 
performance. 

a. Government funding for vehicles of average performance levels will not help to cut 
oil use or carbon emissions. In order to be eligible, a vehicle should be in at least 
the top 2S percent of its class on carbon emissions or fuel economy. This has the 
added benefit of reducing gasoline bills for the vehicle purchaser. 

b. At the same time, the accelerated retirement program should be designed to reduce 
smog and toxic emissions by requiring that any vehicle purchased must be as clean, 
or cleaner, than the Tier 2 Bin S tailpipe emission standard (or an equivalent 
California standard). 

2. Junked vehicles must have lower than average fuel economy and must be older than the 
typical vehicle. 

a. In the United States fuel economy standards have not significantly increased over the 
past twenty years so a new vehicle is not necessarily more efficient. In order to be 
eligible, a vehicle being junked should get at least 25% worse fuel economy than 
today’s average vehicle (about 18 mpg on CAFE tests). 

b. Making a new vehicle takes energy and creates pollution, so junking a relatively new 
vehicle and replacing it with a brand new one could cancel out much of the energy 
and environmental benefits of the program. A vehicle being junked must be at least 
8 years old, roughly the median age of vehicles on the road today 

3. The “clunker” must be recycled, with all hazardous material properly removed. 

Increased sales of new vehicles will only be realized if the vehicle, engine and other major 
parts cannot be resold. Resale, even of major parts, will extend vehicle life, blunting the 
desired increase in sales. The environmental benefits of the program would also be lost, 

4. People who junk their vehicles should be given the option of using the “cash for 
clunkers” incentive for purchase of transit fares and bicycling equipment. Even greater 
oil savings and environmental benefits can be achieved by encouraging drivers to get of their 
cars, and take more trips under their own power, or on public transportation. 
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S. If limited federal funds are available, place a priority on replacement of clunkers with 
new vehicles over used vehicles. The sales and environmental impacts of allowing used 
vehicles to qualify as the purchased vehicle are complicated and uncertain, so priority should 
be given to the purchase of new vehicles (either directly or through transferable vouchers) 
unless analysis indicates otherwise. 

Although “Cash for Clunkers” has had some apparent success in other countries and at the state 
level, differences in the markets may make realizing climate and oil savings benefits in the US 
more challenging. An important part of the apparent energy and environmental success of 
European programs is that a new vehicle sold in the EU today is significantly more efficient and 
has lower carbon emissions than one sold ten years ago due to voluntarily enforced vehicle 
greenhouse gas standards. 

Setting strong greenhouse gas standards for vehicles will save far more oil and money and will 
reduce more greenhouse gas emissions than even the most expansive and aggressive scrappage 
program. Further, a simple consumer incentives program focused at highly fuel efficient 
vehicles might offer at least similar levels of benefits with fewer administrative burdens, and less 
potential for corruption. As Congress and the President move forward with legislation to 
encourage the purchase of fuel efficient automobiles, we encourage them to look at multiple 
avenues for improving the performance of the fleet while stimulating sales. 
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Mr. Markey. Thank you, Mr. Friedman, very much. 

Our next witness is Mr. David Gardiner. He is the founder and 
president of David Gardiner and Associates, an energy and climate 
consulting firm. He previously served as the executive director of 
the White House Climate Change Task Force during the Clinton 
administration. We welcome you, sir. 

STATEMENT OF DAVID GARDINER 

Mr. Gardiner. Thank you, Mr. Chairman. 

This morning Congressman Butterfield asked a question about 
what he could say to his low-income consumers in his district about 
this broad legislation and we believe that a key part of the answer 
to that question is, we are going to deliver a lot more energy effi- 
ciency to you and particularly as contained in your discussion draft, 
we should adopt an energy efficiency resource standard. An energy 
efficiency resource standard, as in your bill, Mr. Chairman, would 
require utility companies to deliver increasing amounts of energy 
efficiency to their customers, specifically that we would deliver 15 
percent more energy efficiency by 2020 in the electricity area and 
10 percent for natural gas. With this requirement, which we have 
in place in 19 States already today, what utility companies do is 
to turn around and offer rebates to their customers for investing 
in energy efficiency appliances and making energy efficient homes. 
Colorado, for example, has just adopted a standard and the utility 
there. Excel, has recently launched two programs to offer rebates 
to homebuilders because it is cheaper for Colorado to pay for a 
more efficient home than it is to build a power plant to serve that. 
Now, under your draft discussion bill, Mr. Chairman, this provision 
for an energy efficiency resource standard saves consumers $170 
billion by 2020. It is exactly the kind of thing that Congressman 
Butterfield is looking for for his low-income consumers. It also cre- 
ates 220,000 new net jobs because there is a lot of jobs out there 
making homes more energy efficient and building more energy-effi- 
cient appliances. It also will avoid the equivalent of $48 million 
automobiles worth of greenhouse gas emissions. 

Now, there are some who have suggested that what we should 
do is to merge the energy efficient resource standard with a renew- 
able electricity standard. That is an unwise path because that will 
lead to less energy efficiency and it will increase consumer costs. 
Our own analysis indicates that could be as much as a $70 billion 
increase for consumers. On the converse side, the energy efficiency 
resource standard and the renewable electricity standard actually 
lower the costs of meeting a cap on carbon dioxide and they do so 
by approximately 15 percent. They do it because they eliminate the 
barriers that are out there for cost-effective investments in energy 
efficiency. The chief barrier to that is that in most States in the 
country, electric utility companies lose money if there are signifi- 
cant investments, that they make significant investments in energy 
efficiency. So an energy efficiency resource standard turns that 
around and makes energy efficiency a profitable venture for electric 
utility companies and starts to deliver the kinds of savings that 
consumers are going to want to need and can be an important com- 
ponent of making sure that the achievement of our greenhouse gas 
reductions is done at the lowest possible cost. So we urge the com- 
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mittee to not only retain the discussion draft provision on the en- 
ergy efficiency resource standard but to make sure that we move 
forward as rapidly as possible to get this in place because energy 
efficiency is a resource that we can start taking advantage of today. 
We can start saving consumers money today and we can start cre- 
ating those jobs in energy efficiency today so it is urgent that the 
Congress move forward with adopting the energy efficiency re- 
source standard. 

[The prepared statement of Mr. Gardiner follows:] 
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Testimony of David Gardiner 
Senior Advisor. Energy Future Coalition 

House Committee on Energy and Commerce 
April 24, 2009 


Mr. Chairman, thank _\ou for in\ iting me to testify and for the foruard-thinking leadership of this 
committee. My name is Da\ id (iardiner. and I am a Senior Advisor to the Energy Future 
Coalition, a non-partisan public policy group, that works to bring together business, labor, 
consumer and ein ironmental groups around clean energy policy objectis es. 

Quickly bringing energy efficiency resources to scale nationw ide is a primary focus of the 
Coalition. Energy efficiency is the cheapest and cleanest strategy to meet our energy demand. It 
is an energy resource that can be deployed today and make a difference right away. It has the 
potential to supply a signiHcam portion of our energy needs. A recent study by the McKinsey 
Global Institute found that we could cap our energy demand and greenhouse gas emissions at 
2005 levels simply by investing in cost-effective energy efficiency . A national investment in 
energy efficiency w ill cut consumer and business utility bills, put people to work in high quality 
jobs that cannot he outsourced and help establish the United Stales as a global leader in energy 
technology innovation. Strong energy efficiency policies vvill also help utilities and businesses 
reduce the cost of meeting greenhouse gas emission caps. 

An Energy Efficiency Resource Standard, or EERS. is a great way to spur investment in energy 
efficiency . An EERS requires utilities to deliver more energy efficiency by setting a target for 
energy use reductions by a certain date. It is a powerful but fie.vible policy tool to ensure that 
needed investments in energy efficiency are made while allow ing states to choose a strategy that 
works he.st for their specific circumstances. The discussion draft advanced by Representatives 
Wa.vman and Markey clearly recognizes the efficiency opportunity and their proposal to 
establish an EERS to reduce electricity usage by at least 15% and natural gas usage by at least 
10% by 2020 is a strong start. By 2020. this national target would: 

• Create 220,000 net new jobs: 

• Save consumers SI 70 billion in energy bills, net of program costs: 

• Reduce peak energy needs by the equivalent of 390 power plants: and. 

• Avoid the equivalent of 48 million automobiles worth of greenhouse gas emissions. 

Setting and meeting a strong target for energy efficiency would be an economic boon for states. 
For e.xamplc. a national EERS would: 

• C reate over 5.000 Jobs and save consumers $2.8 billion in Ohio 

• Create over 4.000 Jobs and save consumers $2.3 billion in Michigan 

• Create nearly 9.000 Jobs and save consumers $6.3 billion in Georgia. 

• Create over 22.000 Jobs and save consumers SI4.6 billion in Te.xas 

This is a proven strategy. Nineteen states have already adopted an EERS. and utilities in those 
states arc demonstrating that they can change consumer investment behav ior vv ith rebates for 
efficient investments at a cost of 3-4 cents per kWh - one-third to one-half the cost of power 
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from nc« plants. .'Xn F.lIRS allows states llexibilits to determine the business model that works 
best to achiet e the encrg\ sa\ ings. T_\ picalK . utilities offer rebates and financial ineentix es for 
eiierg) efilcienev home improxenients, use of energs -efficient lighting and appliances, combined 
heating cooling svstems and other measures for homes, offices, industrial facilities and 
institutions. 

i:KRS make significant progress in oxercoming the classic obstacles to energx eftlciencx . Hie 
top barrier are the utiliu regulations that, in most states, onix allow utilities to make monex by 
iiixesting in costlx nexx power plants and make it so that utilities lose monex b\ inxesting in 
energy cfficiencx , Other barriers include a lack of program awareness, the "tenant landlord" 
problem of split incentixes. marginally higher upfront costs of efficient products masking the 
greater long term benefits. .'\n fnergx ffficicncx Resource Standard will lead utilities to 
oxercome these barriers and to profitabix offer rebates and information to their consumers and to 
other decision makers (e.g.. homebuilders and landlords) to change inxestment decisions. 

fhe HHRS proposed in the Wa.sman-Markex discussion draft is a flexible strategy that gixes 
appropriate credit to progressixe utilities that haxc pursued a lot of cfficiencx . Such carlx actors 
w ill already haxc a lot of efficiency to count loxxards the F.f RS. Umjer the legislation, utilities 
get credit for sax ings from codes and standards (including federal standards) and from programs 
and combined heal and power installations where they "played a significant role in achiexing the 
sax ings." in other words, if the utility, the slate, and a retailer all play a significant role, the 
utility gets credit, w ithout hax ing to figure out the size of their role relatixe to the role of others. 
■According to ACFFF. the axerage utility xxill haxc met . 1 . 1 % of the electricity standard and 16% 
of the gas standard through codes and standards. The ax erage utility xx ill haxe exen more 
existing efficiency for the FFRS, Further, analysis by economic consultancy Synapse indicates 
that long-standing efficiency programs haxe consistently reduced their cost to delixer energy 
efficiency oxer time. This was true cxen as standards increased. 

Because of the benefits of an TFRS, we hax e attracted a lot of support, particularly from the 
business community , Businesses know that efficiency is the cheapest strategy . The Fnergy 
Future Coalition has partnered w iili leading efficiency and enx ironmemal groups and 75 leading 
businesses, industry associations, and faith organizations to form the Campaign for an Energx - 
F.fficient America to adxocalc for a national energy efficiency resource standard (F.F.RS) to help 
the nation maximize energy efficiency. 

As good as a stand-alone EERS would be for our economy . enx ironmem. and consumers, it is 
cxen better when paired with complimentary policies as has been done in the "Discussion Draft" 
from Represematixes Waxman and Markey . W e support combining a separate EERS w ith a 
renewable energy standard and a greenhouse gas standard. 

An EERS and RES arc good policies alone but when implemented in tandem with a greenhouse 
gas cap. they help achiexe the lowest cost path to meeting our climate goals. An analysis by fhe 
American Council for an Energy Efficient Economy shoxx s that electricity prices under cap-and- 
trade iegislalion will be 15 percent less if an EERS and RES are also in place. The report says: 
"Energy efficiency reduces the cost of cap-and-trade because less new energy facilities are 
needed and also becau.se a smaller portion of existing facilities need to he upgraded to help meet 
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emissions ceilings. cap-and-tra<ie program that maximizes ihe role of end-use energs 
etncieiics in buildings. industr\. and transportation s_\ stems, will, therel'ore. achieve carbon 
reductions at a lower cost than ;i program that simpK Ibcuscs on generators through a ctirbon cap 
and carbon price. " 

How does the '■I hree Pillars'' approach work? /\n KliRS and an RPS are both good standalone 
policies that can drive national investment in and create markets for renewables and cfliciencv . 

In tandem, their benefits are magnified because thev help reduce the cost to consumers of cutting 
emissions. The I states that hav e adopted a '‘Three Pillar" approach are show ing first-hand that 
the_\ can reduce market barriers and stimulate new clean energv markets, \\ hile these state 
efforts are an excellent start, national T.T.R.S and RTS policies are needed to fulh overcome the 
nation-w ide barriers to efficiency and renewables and to bring the benefits of cfliciencv and 
renewables to the entire countrv. including states without such policies now. as well as nearbv 
states who will share in region-wide bcnellts that such policies bring. 

Some have suggested that we merge the TTRS and RLS into a single standard. That is an 
unvv ise path. It would be worse for consumers than two separate standards. The House Bill 96‘), 
passed h\ the House in .August 2007. set the renewable standard at l.s% and allowed elTiciencv 
to meet 25% of the total. It would reduce consumer sav ings bv S70 billion less than the 
current EERS proposal alone.' Trom a ulililv perspective, energv efficiencv and renewable 
energv are v erv different animals. I lav ing separate standards simplilles their planning process 
h_v giv ing them clear and distinct targets for each. 

Sonic have suggested that a cap on greenhouse gas emissions can do all the work of reducing 
emissions. This is an expensive approach that is not good for consumers. While a cap sends 
important price signals, price signals are not optimallv effective at driv ing energ> efllciencv and 
renewables, which are the options for reducing emissions that are fastest and lowest-cost for 
consumers, fhe wa> the rcgulalorv business model works now. the utilities have more incentive 
to lake the costliest measures to reduce the pollution from their power plants and other assets 
llrsl and to invest in cheap cfliciencv last. .Assuming that a lotalK free market approach - that is. 
waiting for a price on earbon to drive strategy - ignores that the electric industry is not a free 
market now. Indeed, it is the outdated utility rules in most states that prevents the right market 
choice, efllciencv. from being the first choice. 

The Waxman-Markev discussion draft will send the right policy signal. There are a few minor 
improvements that could be made to enhance the legislation. Under the current draft, the 
governor of anv state mav choose to meet onc-llfth of the RTS requirement with efllciencv. if 
that state is in compliance with the TTRS requirements. This section should he clarified so that 
onK efllciencv that is not used to meet the TTRS is used to meet the RTS. 

Mr. Chairman, vou and vour colleagues are well on vour way to writing legislation that w ill 
create an energv poliev that prov ides real economic and en\ ironniemal beneHts. 

fhank vou for inv iting me to participate in this hearing. 


hup; WWW 


.renew uhicctKTu) \\<>rid.et>m rc;i news article 2(M)7 (J8 lasl-ehanee-rps-s ote-looniing-in-hiU!''e-4v528 



1028 


Mr. Markey. Thank you, Mr. Gardiner, and your testimony was 
consistent with your energy philosophy. You yielded back 1 minute 
to us. We appreciate that, really a great gift to us today. 

Our next witness, Mr. Jeff Genzer, is counsel for National Asso- 
ciation of State Energy Officials. Mr. Genzer, we welcome you, and 
whenever you are ready, please begin. 

STATEMENT OF JEFF GENZER 

Mr. Genzer. Thank you, Mr. Chairman. 

The energy efficiency programs within the bill are solid and we 
generally support them. I won’t focus on the appliance provisions 
since Mr. DeLaski will be discussing that. 

Number one, NASEO supports specific 30 percent increases in 
both residential and commercial building energy codes and stand- 
ards. These should be federal and mandatory and need to happen 
quickly. The residential code should be adopted and effective on 
January 1, 2010, which represents a 30 percent increase over the 
2006 international energy conservation code. It has become clear to 
State energy officials that the residential consensus code process 
has become dominated by interests that refuse to recognize the role 
that new homes play in energy use and climate change and that 
seek to maintain the status quo despite the very acceptable costs, 
in fact cost reductions for consumers of moving to much more effi- 
cient buildings. 

On the commercial side, ASHRAE should be given an oppor- 
tunity to achieve a 30 percent commercial building standard in- 
crease over ASHRAE 90.0 2004. However, it needs to be effective 
on January 1, 2011. We cannot achieve our energy and climate 
goals without this. We have waited far too long already. We simply 
cannot accept the ridiculous argument that it is never a good time 
to raise energy-efficient building codes, never good in flush times, 
never good in bad times. Homeowners live in these homes and con- 
sumer energy for centuries. Every day we wait is another day of 
dollars out the pockets of homeowners and taxpayers. The costs of 
achieving the same gains in energy efficiency is an order of mag- 
nitude higher when we retrofit than during the initial construction. 
Funding will be required for States and local governments to con- 
duct compliance, training and enforcement. The only possible 
source is at the federal level but we would maintain that the na- 
tional interest in reducing the 10 percent share of global green- 
house gas emissions that comes through out buildings warrants 
that federal investment. 

Two, we support the Retrofit for Energy and Environmental Per- 
formance program that was sponsored by Representative Welch. It 
will lead to significant increases in energy efficiency for home- 
owners, commercial buildings and public buildings. This will lead 
to local jobs, putting building contractors back to work and it will 
produce real energy savings for real people and return dollars to 
communities. 

Third, we supply the rebate program to get homeowners out of 
the older pre-1976 manufactured housing. We support the program 
sponsored by Representative Baron Hill. 

Number four, we support a building energy performance labeling 
program. We don’t understand why anyone engaged in helping 
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Americans make wide decisions when owning, operating, buying or 
selling a building would reject an effort to allow consistent, com- 
prehensive and understandable information about that building’s 
energy consumption to be readily and indeed publicly available. 

Fifth, most state energy offices support an energy efficiency re- 
source standard but want to ensure the State-administered pro- 
grams will be allowed to continue. 

Six, the State Energy and Environmental Development Fund, the 
SEED Fund included in the bill, is another positive program and 
would provide a good overlay for energy and environmental pro- 
gram initiatives. We look forward to working with the sub- 
committee and the committee in examining these programs. A 
number of items that have been discussed and will be discussed at 
these hearings are certainly worth including. 

Commissioner Grunich discussed yesterday a proposal on State 
planning. Bill Becker will be on the next panel from NACAA. He 
will be discussing our desire to avoid State preemption and permit 
States to run programs on the environmental side that are more 
robust than the federal program. Third, Representative Van Hollen 
made a good proposal for a federal energy loan bank. While it is 
a good idea at the local level, we are concerned that it will be very 
difficult for the Department of Energy despite Secretary Chu’s 
monumental efforts to get their loan program going at DOE to run 
it from the federal level. 

I want to, in my 19 seconds left, mention to Congresswoman 
Baldwin that my daughter is a junior at Wisconsin and I have a 
rising freshman. Thank you. 

[The prepared statement of Mr. Genzer follows:] 
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Mr. Chairman and members of the Subcommittee, my name is Jeff Genzer 
and I am counsel to the National Association of State Energy Officials (NASEO). 
NASEO represents the energy offices from the states, territories and Washington, D.C. 
NASEO members operate energy efficiency and renewable energy programs and advise 
their Governors and work with their state executive branch agencies on energy matters. I 
have been NASEO counsel since the organization was formed in 1986. 

Today I want to focus my attention on the energy efficiency provisions 
contained in Title II of the American Clean Energy and Security Act of 2009, and 
especially the buildings energy efficiency provisions. The buildings energy efficiency 
provisions of this bill are a strong step in the right direction. In the buildings sector, 
which accounts for such a large percentage of our total energy use in the United States 
(approximately 40%), there is an enormous amount of savings yet to be tapped. Our 
effort must focus not only on new buildings which can be made much more energy 
efficient, but also on our existing building stock. New buildings are a small percentage 
of all buildings, but by the year 2030 buildings constructed between now and then could 
account for up to 40% of the existing building stock. This legislation must provide 
incentives to states, local governments, building owners, developers and others to 
improve building energy efficiency. Green building is a growing way to drive energy 
efficiency. A major new study finds that a 34% improvement in energy efficiency could 
be achieved with only 2% cost premiums. These market segments must see a significant 
economic benefit in order to reduce energy use and carbon footprints and to satisfy 
legislative goals. There are significant benefits and relatively small costs to making our 
buildings energy efficient. The resources allocated to advancing appropriately ambitious 
reductions in building sector energy use must be proportional to the large energy 
consumption (and roughly equivalent carbon footprint) of the building sector. This is a 
national security issue and an energy and environmental policy issue. Reasonable 
reductions in C02 production cannot be achieved without substantial contributions from 
making our buildings more energy efficient. 

In addition, on behalf of all the states, I want to personally thank 
Chairman Markey and full Committee Chairman Waxman, and their respective staffs, for 
their aggressive work from November until the passage of the American Recovery and 
Reinvestment Act of 2009, to include key energy efficiency measures in the package. 

The key provisions from the state perspective regarding energy efficiency included $3.1 
billion for the State Energy Program, $5 billion for the Weatherization Assistance 
Program, $3.2 billion for the Energy Efficiency and Conservation Block Grant and $300 
million for the Energy Star appliance rebates program. We are moving quickly to get 
plans into place to spend this money quickly and effectively. 

Let me summarize our position on the measures contained in this bill: 

1) Section 201 - Building Energy Codes; NASEO supports specific increases for 
energy efficiency in building codes, but the provision in the draft bill is in need of certain 
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improvements. There should be specific adoption of a federal building energy efficiency 
code for residential energy efficiency, which is the so-called “30% Solution” (also known 
as EC-14), which provides a 30% improvement in residential energy efficiency over the 
2006 International Energy Conservation Code (“lECC”). Today’s energy needs are so 
pressing that this should be enacted by federal law and should be effective on January 1 , 
2010. There is no reason for any more delay. With respect to new commercial building 
energy efficiency standards, the American Society of Heating, Refrigeration, and Air 
Conditioning Engineers (“ASHRAE”) should be given an opportunity to issue a 30% 
upgraded standard no later than June 1, 2010.ASHRAE’s Board of Directors set a goal of 
improving the energy efficiency of their standard by 30% for the 2010 edition and they 
are making progress towards these goals. If they fail, the Secretary of Energy should 
issue this 30% upgrade no later than September 1, 2010, to be effective on January 1, 

201 1 (30% higher than ASHRAE Standard 90. 1-2004). States should be required to 
conduct training, enforcement and compliance (along with local governments), and 90% 
compliance should be achieved within 8 years. This compliance target should be 
required only if adequate federal funds are authorized and actually appropriated for each 
year of the 8-year period. Appropriated funds should generally be split 50/50 between the 
state and local governments. By “adequate funds”, I mean an appropriation of as much 
as $1 billion dollars per year to allow state and local agencies to staff-up and train their 
staff to carry out these critical energy inspections of new buildings. If states fail to 
enforce the code and standard, then the federal government can step in and conduct 
federal compliance, training and enforcement (similar to the approach of the Safe 
Drinking Water Act or the Clean Air Act). A 50% energy efficiency upgrade for both the 
residential code and the commercial standard should be effective on January 1, 2015 and 
should be issued no later than January 1, 201 1 for the residential code and October 1, 

201 1 for the commercial building standard. Again, this should be a specific mandatory 
federal residential energy efficiency building code. ASHRAE should be given the 
opportunity to put the commercial building energy efficiency standard in place by the 
dates noted herein, and if they fail, it should be imposed as a matter of federal law. States 
should be permitted to enact codes and standards equivalent to or higher than the federal 
code and standard. California’s Title 24 should be specifically grandfathered, since it is 
equivalent to or greater than the 30% upgrades proposed here. Strong building energy 
efficiency codes are part of a broader effort which should emphasize good design, good 
equipment and good operational measures. 

The changes suggested in this Section are significant but are absolutely 
critical to the future of our nation. We can no longer sit idly by and allow energy waste 
in buildings to occur. There is no better time than now to begin constructing new 
buildings that are designed to be truly energy efficient, despite the current economic 
crisis. We cannot continue to avoid the hard decisions. 

2) Section 202 - Retrofit for Energy and Environmental Performance Program 
(REEP): This provision, primarily sponsored by Representative Welch (H.R. 1778), 
should be enacted. The building energy efficiency retrofit program has been recognized 
as effective by a number of energy efficiency, building and real estate organizations and, 
if funded, would be a welcome addition to promote energy efficiency in residential, 
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commercial and public buildings. However, an authorization without appropriations is a 
hollow action. In the event Congress passes a climate change bill, specific funding 
should be provided for these energy efficiency measures. When developing allocation 
methodologies for energy efficiency funding, strong consideration should be given to the 
40% energy load of the building sector. The funding would be provided through the 
State Energy Program (SEP), which is the most flexible and appropriate vehicle available 
for energy efficiency funding and is an excellent example of a federal-state partnership in 
the energy area. Congress recognized this with the recent enactment of the stimulus 
funds, which directed S3.1 billion through SEP. The Administrator of EPA and the 
Secretary of Energy would establish basic guidelines then the states would directly 
operate these energy efficiency programs or work with intermediaries to implement these 
activities. On the residential side, this language will expand on the progress made 
through such entities as RESNET and the Home Energy Rating System, Building 
Performance Institute certification, the work of energy efficient building contractors 
(Energy First) and Home Performance with Energy Star. With respect to commercial 
buildings, the program could provide no-cost/low cost audits and then increasing amounts 
of funding depending on the level of demonstrated energy use reduction (ranging from 
$0.1 5/sq.ft to $2. 50/sq.ft). The state energy offices are always encouraging stronger 
measured energy performance. As legislation moves forward we want to encourage 
comprehensive energy efficiency measures. We want to avoid “cream-skimming.” In 
both the residential and commercial arenas there should be enough flexibility to permit 
financial incentives, loan guarantees and credit enhancements. 

3) Section 203 - Energy Efficient Manufactured Homes: This proposal, introduced 
originally by Congressman Baron Hill of Indiana, would create a rebate program for 
energy efficient manufactured homes for low-income Americans. Up to 50% of the 
housing in rural America is manufactured homes. They generally are terrible energy 
wasters. This proposal would specifically fund rebates up to $7,500 for replacement by 
homeowners of pre-1976 manufactured housing with Energy Star manufactured housing. 
There are over 2 million of these homes still in use in the United States. The lower- 
income families that live in these homes are being saddled with higher energy bills 
because of the extremely low energy efficiency of these units. The present manufactured 
housing energy efficiency standards issued by HUD are inadequate, but these standards 
did not even exist before 1976. This is an important measure to help lower-income 
Americans; especially families living in rural America. The state energy offices would 
operate these programs in conjunction with state housing finance agencies. Energy 
efficient design is even more critical for all low-income housing. There are good models 
that have been initiated in Maine and New Hampshire. 

4) Section 204 - Building Energy Performance Labeling Program: This proposed 
building energy performance labeling program is very positive and can help increase the 
efficiency of both residential and commercial buildings over the long term by leveraging 
real estate market forces in response to better information available to both buyers and 
sellers. In order to be effective, improvements will be required in the Commercial 
Buildings Energy Consumption Survey (CBECS) and the Residential Energy 
Consumption Survey (RECS), in terms of quality, frequency and methodology. This will 
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require additional resources for the Energy Information Administration, consistent with 
Section 805 of the Energy Independence and Security Act of 2007. Section 204(c) (3) (c) 
(page 199, lines 9-15 of the draft bill) should be modified to require consultation with 
state energy offices in the development of the data assessments. This provision requires 
the development of a model building energy performance label, which could be utilized 
as appropriate, including, but not limited to, when an audit is conducted, a retrofit, final 
inspection, sale, recordation of a lien or change in ownership. Funds would be provided 
to states to implement these provisions. Section 204(j) (page 209, lines 8-15 of the draft 
bill) should be modified to require consultation involving public outreach with the state 
energy offices. 

5) Sections 211-215 - Lighting and Appliance Energy Efficiency Programs: These 
changes for the lighting and appliance energy efficiency programs are positive and should 
be adopted. State energy offices spend a great deal of time promoting the use of Energy 
Star products to the public at large. Andrew Delaski, Executive Director of the 
Appliance Standards Awareness Project, will be addressing these provisions in greater 
detail. We want to associate ourselves with Andrew’s remarks. His testimony regarding 
multiple metrics (Section 213(a)), state building codes (Section 213(j)), DOE data 
collection (Section 2 1 3(e)), removal of the “Catch-22” from the state waiver petition 
process (Section 213(g)) and state authority to seek injunctive relief for enforcement 
(Section 213(i)), are all especially crucial. Andrew is a real asset in this area and the 
states rely upon his expertise. Steve Nadel, Executive Director of the American Council 
for an Energy Efficient Economy, has worked very hard to try to develop consensus 
provisions with the industry and Committee staff, and Steve’s efforts should be 
applauded. Section 2 1 3(j) (pages 252-255 of the draft bill) must be reviewed to ensure 
that these provisions are consistent with our proposed modifications to Section 201 of the 
bill regarding federal energy efficient building codes and standards. This provision is a 
necessary complement to the building codes provision in order to allow states to move 
forward on a more robust code that achieves real savings from lighting and equipment. It 
must be modified to permit state action. Section 214 (“Best in Class Appliances 
Deployment Program”) would provide bonuses to retailers for selling high energy 
efficiency appliances. This program makes sense and it should be seen as a complement 
to the Energy Star appliance rebates program funded with $300 million in the stimulus 
package. Section 214(c) would provide bounties for replacement of low-efficiency 
products and is similar to a program that the New York State Energy Research and 
Development Authority established a number of years ago in New York City for high 
efficiency air conditioning. In Section 215 we recommend that the payback period not be 
restricted to 3-5 years (page 267, line 24). It makes sense to allow flexibility for a longer 
payback period. 

6) Section 231 - Energy Efficiency Resource Standard; While all state energy offices 
do not support an Energy Efficiency Resource standard, the majority of state energy 
offices support this program. It would permit adoption of less expensive energy 
efficiency measures and would attempt to bring the entire country further along in 
promoting energy efficiency. Section 23 1(h) (page 309-310 of the draft bill) provides for 
the opportunity for state implementation, which should be preserved. In general, states 
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should be permitted to have an equivalent program, or a stronger program. States that 
have state-nm or third-party administered programs rather than utility programs, should 
be accommodated. 

In addition to the provisions in Title II of the draft bill, NASEO would like 
to take the opportunity to comment on Section 131 of Title I of the draft bill: 

7) Section 131 - State Energy and Environment Development Funds (SEED): The 
SEED fund would permit states to allocate resources from a variety of sources for clean 
energy programs, energy efficiency and climate change initiatives. Subsection (e)(2)(B) 
specifically preserves the statutory allocation of funds for such uses as the Low-Income 
Weatherization Assistance Program and the Low-Income Home Energy Assistance 
Program, so that the low-income population is not negatively impacted. We would 
suggest that the 5% administrative cost limitation be raised to 10% in Subsection (e) (2) 
(C) (iv) (page 86, line 24). State energy offices not only work to deploy commercially 
available clean energy and energy efficiency technology, but also to accelerate the 
introduction of emerging technologies. This is a key part of the states economic 
development efforts. Flexibility should be provided through the SEED fund to permit use 
of these fund for technology advancement. 


CONCLUSION 

On behalf of NASEO, we are pleased to support these important energy 
efficiency provisions of the draft legislation. We again caution that unless the 
implementation of the “carrots and sticks” we endorse here are fully funded the results 
will fall short. We look forward to continuing to work with the Committee, 
Subcommittee and the extremely able staff as you formulate final legislation. 

We are prepared to answer any questions you might have. 
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Mr. Markey. We thank you, Mr. Genzer. 

Our next witness is Mr. Charles Drevna. He is the president of 
the National Petroleum and Refiners Association. He has more 
than 35 years of experience in that field. We welcome you, sir. 

STATEMENT OF CHARLES T. DREVNA 

Mr. Drevna. Thank you, Mr. Chairman and Ranking Member 
Upton and Congresswoman Baldwin. Thank you for having me 
here today. 

Addressing climate change requires realistic long-term strategies 
that recognize the vital role that all forms of energy will play in 
maintaining our country’s security, economic strength and quality 
of life. NPRA supports the advancement and deployment of new 
technologies that will bring reliable, affordable and clean supplies 
of domestic energy to consumers. We do, however, have some seri- 
ous concerns with the ability of the discussion draft, the American 
Clean Energy and Security Act of 2009, to achieve these goals, par- 
ticularly in relationship to the transportation sector regarding the 
discussion draft, but rather than attempt to simply condense the 
written statement in the time allotted, I will briefly reiterate some 
specific areas of concern. 

These include the adoption of a low-carbon fuel standard. At 
best, the LCFS is redundant and overly costly. More likely, it is 
contradictory and punitive. We do not need the LCFS if fuels are 
regulated under the cap through a scientifically achievable time- 
frame. The compliance timeframes in the discussion draft are, in 
our opinion, again, on the transportation sector, overly aggressive. 

Another area of concern is the refining industry, we believe and 
we hope to demonstrate, that the refining industry is indeed energy 
intensive and subject to international competition as opposed to 
what the findings of the discussion draft. And finally, we have 
some questions concerning the allocation of emission allowances. 
There seems to be a dearth of knowledge on how those will be han- 
dled in the discussion draft. Now, I anticipate that the committee 
will have questions regarding these items among others and I look 
forward to discussing them with you. 

In the remaining time I have, I want to focus somewhat on links. 
A rather rudimentary description of the petroleum refining process 
but one that must be achieved in order to facilitate technological 
and commercial success is a rearrangement of the links between 
and among hydrocarbon molecules. It has been a very long time 
since refineries were described as structures that boil oil or simply 
are a bubble in the oil pipeline. Today’s refineries are complex, so- 
phisticated, state-of-the-art facilities that operate most efficiently 
while providing consumers with the reliable products that drive the 
Nation’s economy from clean burning gasoline, diesel and home 
heating oil to the petrochemical feedstocks that are building blocks 
for a multitude of products, asphalt to aspirin, cosmetics to com- 
puters, heart valves to helmets, pharmaceuticals to patio furniture. 
The domestic refining industry is the linchpin for these products. 
Transforming various hydrocarbon molecules, again, rearranging 
the molecular links of the oil in a technologically advanced, envi- 
ronmentally sound and economically viable fashion is vital to the 
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success of the domestic refining industry and the overall economy 
it drives. 

There are more consequential links as well, the link between en- 
ergy and economic strength for the entire Nation and the link be- 
tween energy and American security. The question before this com- 
mittee today and ultimately for the entire Nation is, will the cur- 
rent draft of the American Clean Energy and Security Act of 2009 
or similar legislation forge stronger, more viable links than these 
vital chains or will doing so lead to adverse economic impacts not 
on just the domestic refining industry but on the Nation’s economy. 
The answers to these questions must be fully investigated, under- 
stood and documented before enactment of any legislation. Most 
likely, we have but one chance to get it right. The Nation simply 
can’t afford anything short of a complete understanding. 

Lastly, the provisions of the draft legislation neglect to ensure 
one other link, the link between international participation and the 
ultimate success of the initiative. For example, and we have heard 
this over and over today, China continues to state that it will not 
participate in any program that restricts its emissions. Inter- 
national participation is a critical issue as we need to implement 
any program. One ton of CO 2 emitted in Columbus, Ohio, is indis- 
tinguishable from one ton emitted in Beijing, Mumbai or Moscow. 

The possible consequences should determine the pace or else the 
pace could determine the consequences. Mr. McCurdy stated that 
you good people have sat here for 4 days in a marathon and I com- 
mend you for that. Again, I really commend you for that. But don’t 
try to sprint to the finish line. Keep the marathon going. It is a 
marathon, not a sprint. We have to know everything before we can 
go forward, and to that extent, I would ask that we have some 
more hearings on the transportation sector of this bill. Thank you 
very much. 

[The prepared statement of Mr. Drevna follows:] 
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I. Introduction 

Good morning. Chairman Waxman, Ranking Member Barton, and Members of the 
Committee. My name is Charlie Drevna. 1 am President of the National Petrochemical and Refiners 
Association (NPRA), NPRA is a national trade association with more than 450 members, including 
those who own or operate virtually all U.S, refining capacity, as well as most of the nation’s 
petrochemical manufacturers who supply “building block” chemicals necessary to produce products 
ranging from pharmaceuticals to fertilizer to Kevlar. I appreciate the opportunity to testify at today’s 
hearing regarding the impacts of climate legislation on the transportation sector. 

II. Summary of NPRA’s Views on the Discussion Draft 

Climate change is a complex public policy challenge that must be addressed with realistic, 
long-term strategies recognizing the vital role that all forms of energy - traditional, alternative and 
renewable - will play in maintaining our country’s freedom, economic strength and quality of life. 
NPRA supports the advancement and deployment of new technologies that bring reliable, affordable, 
and clean supplies of domestic energy to consumers. However, we have serious concerns with the 
ability of the “American Clean Energy and Security Act of 2009” discussion draft to achieve these 
goals, particularly in relation to the transportation sector. 

NPRA members produce the gasoline, diesel and jet fuels that power virtually all of our 
nation’s transportation needs. In addition to providing the energy necessary for the driving public, 
these fuels arc essential for shipping companies to deliver products and packages to homes and store 
shelves daily. They also fuel the thousands of planes that move people around the country each day 
and are the primary energy source for the United States military. Petroleum-based fuels arc and will 
continue to be a critical component of our nation’s energy needs and economic growth for decades to 
come. As currently written, the Committee’s draft climate legislation could have several adverse 
impacts on refiners’ ability to produce the fuels necessary to drive an economic recovery and 

enhance the transition to an even more diverse energy future. If key issues arc not addressed, this 
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legislation could drive up not only consumer costs at the pump and on home heating oil bills, but 
possibly costs for products ranging from food to medicine. 

The discussion draft contains three main areas of concern for the refining industry: 1) 
multiple layers of regulation on the refining sector, with the proposed “Low Carbon Fuels Standard” 
or LCFS of primary concern; 2) international competitiveness and American energy security, and 3) 
achievability, jobs and economic cost. Effective and efficient federal climate change legislation need 
not contain duplicative provisions aimed at the nation’s refining and petrochemical industries. 
NPRA urges Members of this Committee to address these issues as this draft proceeds through the 
legislative process. 

If Congress and President Obama decide that federal climate change legislation must be 
adopted, then such legislation must: (1) set a realistic carbon reduction target without political pre- 
conceptions or punitive provisions and allow the innovative nature of American businesses to 
achieve those goals through the most efficient means; (2) protect impacted American industries and 
the existing jobs of the employees in these industries from international competition from companies 
in countries that do not constrain C02 emissions; (3) prevent mandating contradictory or redundant 
policies; (4) establish a single federal carbon constraint program that supersedes all other federal, 
state and local statutes and programs; and, (5) not advantage or disadvantage one form of energy 
over another with respect to carbon constraints. 

III. Specific Comments on the Discussion Draft 

A. The Continued Role of Crude Oil in Our Nation's Energy Portfolio 
NPRA’s central concern with this discussion draft is that it underestimates the vital role 
products derived from crude oil play in the U S. economy and energy marketplace. By far, crude oil 
is the dominant source of energy for transportation fuels in the United States and across the world. 
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Crude oil is responsible for 96 percent of the energy used in the U.S. transportation sector.' The 
products made by NPRA members will and must eontinue to be an important energy resource as we 
transition toward using new alternative and renewable energy sources. Policies imposing 
overlapping and overly costly regulations on the producers of petroleum-based fuels, particularly 
under the current economic circumstances, will impact the ability of these producers to operate - 
driving more production of finished products overseas and increasing costs for consumers. Such 
economic impacts will affect not only the oil industry, but the entire economy. In addition, policies 
that not only overlap, but look to aggressively achieve reductions before sufficient technologies are 
available could serve to threaten current economic conditions and inhibit future investment in 
advanced technologies. The discussion draft currently requires that refiners comply with the existing 
Renewable Fuels Standard (RFS), an LCFS that overlaps the RFS as it is gradually phased out in the 
bill, and hold allowances for the greenhouse gas (GHG) emissions that will result from consumer 
combustion of motor fuels. The LCFS alone will prove challenging and could create unintended 
consequences. 

B. Adoption of a Low Carbon Fuel Standard is Redundant and Punitive 

The discussion draft calls for phasing out the RFS and phasing in an LCFS. The LCFS 
would completely replace the RFS beginning in 2023. From 2014 - 2022, the LCFS would require 
that the petroleum portion of the fuel supply alone (excluding renewable fuels required by the RFS) 
cannot have annual average lifecycle GHG emissions greater than the 2005 baseline for 
transportation fuels (c.g, gasoline, diesel and jet fuel). Beginning in 2023, the Act would require a 
five percent reduction in lifecycle GHG emissions from the 2005 baseline and a 10 percent reduction 
beginning in 2030. NPRA has several concerns with this proposal. 


' U.S. Energy Information Administration, Annual Energy Review 2007, 
http://www.eia.doe.gov/emeu/aer/pecss_diagram.html 
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First, an LCFS is redundant, because transportation fuels would already be covered under the 
cap and trade program that is the dominant feature of the discussion draft. Manufacturers of 
transportation fuels will be forced to pay more for the carbon content of these fuels each year as the 
cap on carbon emissions decreases over time. In making carbon-based fuels more expensive and 
restricting carbon emissions economy wide, the cap looks to legally reduce the amount of carbon that 
can be emitted from the transportation sector. The LCFS proposal simply seeks to reduce the use of 
transportation fuels derived from crude oil faster than the pace required under the cap and trade 
program. There is no juslificalion for such a redundancy. 

Second, an LCFS could threaten American energy security by significantly decreasing viable 
and available options - limiting the supply menu. Canada currently is the largest exporter of crude 
oil to the United States. Much of this crude oil is derived from the ample oil sands deposits located 
in Canada’s western provinces. The use of Canadian oil sands has inereased exponentially so that 
many refiners throughout the United States arc utilizing economical, heavier crudes to make their 
finished products. For example, refiners producing fuels and petroleum products in PADD H, which 
incorporates the entire Midwest, receive 74 percent of their oil imports from Canada.^ Several 
environmental organizations have initiated efforts to block Canadian crude deliveries to the United 
States using arguments centered on “lifecycle” carbon emissions. If an LCFS were used to 
discriminate against or otherwise impede Canadian crude imports into the United States - as is the 
case in the LCFS California is currently considering - there would be several adverse impacts on 
American energy security and refinery production. Assuming the artificial unavailability of 
Canadian oil sands for domestic use, American refiners would be forced to use crude supplies from 
other regions - including sources from unstable countries or those not aligned with U.S. interests. 
Such a scenario threatens American energy security by severely constraining and shifting our import 

■ Canadian Association of Petroleum Producers, Carbon Standards: What is the right choke for Canada and the 
US?, Woodrow Wilson Cross Border Energy Forum, October 2, 2008, slide 3. 
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portfolio away from a near-by, friendly, and strategic ally and increasing our reliance on oil from 
potentially unreliable sources. 

In addition to security concerns, forcing refiners to purchase more costly crude from unstable 
sources at a time when American refiners arc already experiencing huge margin decreases ” and even 
posting losses in some cases - could have the effect of raising the price of such crude slates further. 
High crude oil prices, combined with high LCFS credit prices, would have an adverse impact on 
refining capacity in the United States, increasing our reliance on foreign governments for both our 
crude oil and refined products and creating supply problems for U.S. consumers. 

Third, crude oil supplies are a global commodity. All crudes produced, regardless of origin, 
will find their way into the global marketplace. Given this reality, policies requiring a shift in U.S. 
crude supply from Canada to other crude producers would likely have additional unintended 
consequences of increasing GHG emissions globally due to incremental transportation of crudes into 
the United States and out of Canada. Canada has chosen to develop its oil sands and if the United 
States refuses to import this product, it will find buyers elsewhere. The ensuing “crude shuffle” that 
could occur from more overseas tanker shipments to the United States and more Canadian tanker 
shipments of oil sands to Asia or another destination could easily result in global GHG increases. 
Canada is already taking steps to reduce the carbon footprint of oil sands operations and control 
carbon emissions generally. Canadian mitigation initiatives combined with the potential for 
unintended emission consequences leads to a logical conclusion that an LCFS should not be used to 
discriminate against our nation’s top oil supplier. 

Fourth, an LCFS could conflict with the existing RFS, adopted under the Energy Security and 
Independence Act of 2007 (EISA). As previously mentioned, the RFS phases out as the LCFS 
phases in, with the LCFS completely replacing the RFS in 2023, However, the LCFS proposal in the 
discussion draft fails to address many of the fundamental legal, scientific, and policy issues that 

currently exist with respect to the RFS. Under EISA, the fuels sector is already facing mandates that 
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may not be achievable. Specific GHG emissions reductions are required under these mandates. The 
achievability of these reductions is being questioned as new science indicates corn-based ethanol 
may result in more GHG emissions than gasoline on a lifecycle basis. It is ill-advised to regulate 
further when serious questions remain about what is possible or realistic even under existing 
mandates. Given this situation, significantly more scientific research needs to be conducted before 
the government should consider creating a LCFS, 

There arc many challenges with simply defining an LCFS. How to define lifecycle GHG 
emissions and determine the points of measurement are questions critical to determining the 
effectiveness of any program. To date, policymakers wrestling with this issue have yet to develop 
any workable consensus on these critical definitions. Such determinations would also create overly 
complex - and costly - regulations. In addition, there is serious concern over what tools arc available 
to achieve an LCFS. One study focusing on the I lO"' Congress’ Lieberman-Wamer climate 
legislation assessed the impacts of the LCFS in that bill. It spoke directly to the issue of 
achievability, noting: “Since the LCFS requirements go beyond what can be accomplished with 
available low carbon biofuels, gasoline consumption must fall to make the share of low carbon 
biofuels sufficient to satisfy the LCFS. Therefore, delivered pump prices (including the price of 
LCFS credits, if a trading system is created) must rise sufficiently to choke off gasoline demand..,,”^ 
The study concluded prices would have to rise more than 140 percent in the early years of the 
program to dampen demand enough for compliance achievability. It also made the assumption that 
corn-based ethanol would be available as a compliance tool, which, as previously mentioned, may 
not be the case. While the LCFS in Lieberman-Wamer was more aggressive than that proposed in 
the Committee’s discussion draft, that study highlights the implications of advancing a standard 
without necessary tools for achievement, which remains a significant concern, 

’ Smith, Anne E. and Montgomery, W. David, “Economic Analysis of the Lieberman-Wamer Climate Security Act 
of 2007 Using CRA’s NRM-NEEM Model," CRA International, April 8, 2008. 
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More recent reports continue to raise additional concerns about advancing an LCFS. A 
Marshall Institute report described an LCFS as a “highly inefficient means to reduce GHG emissions 
[because it] implicitly subsidizes consumption of a fuel such as ethanol that results in increased 
emissions.”'* The same report assessed the annual costs for a hypothetical LCFS cITcctivc in 2020 
and derived that it would cost S65.5 billion — equivalent to S570 per household annually. It also 
found that the cost per ton of carbon removed by an LCFS is an order of magnitude greater than the 
estimated costs imposed by GHGs. and also an order of magnitude greater than the costs per ton of 
other measures that would reduce these gases. 

Finally, imposing an LCFS on petroleum refiners places the compliance obligation squarely 
on an industry that has no ability to control the most critical factors necessary for the achievement of 
the program - alternative fuels, vehicle production, and infrastructure creation. Petroleum refiners 
have no method of ensuring the use of alternative and/or renewable fuels that have lower lifecycle 
GHG emissions than gasoline and diesel. Gasoline is carbon by nature. The only way to 
significantly reduce carbon from gasoline use is to blend gasoline with another “low carbon” product 
that petroleum refiners do not produce or to have vehicles on the road capable of running on lower 
carbon sources of energy (i.e., alternative fuel vehicles). These low-carbon alternative fuels and 
vehicles currently do not exist in anywhere near commercial quantities and would likely take decades 
to develop and deploy. Without these compliance tools, the potential consumer impacts could be 
severe. 

C. Compliance Timeframes in Discussion Draft Are Overly Aggressive 

The discussion draft places a disproportionate and early compliance burden on the refining 
industry. Refiners must meet the earliest compliance mandate for fuels in 2013, while other sources 


‘ Canes, Michael and Edward Murphy. “Economics of a National Low Carbon Fuel Standard." The Marshall 
Institute. April 2009. http.7/www.marsha!!.org/pdf/materials/642.pdf. 
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do not begin to be phased in until 2014. NPRA believes such time frames look to achieve aggressive 
reductions before adequate compliance tools become available. 

Gasoline is carbon by nature and refiners will have few options to reduce compliance costs 
other than constricting production. In addition, the requisite costs for compliance will be 
overwhelming. NPRA internally produced informal estimates indicated that one, smaller sized 
refinery with 100,000 barrels per day of capacity would have to spend over $360 million annually if 
it were required to purchase emissions allowances for the fuels it produced. Our estimate was 
developed assuming a conservative carbon price of $26 per ton and taking into account 30 days of 
down-time for maintenance per year. It also assumed that refinery would receive five percent of its 
allowances for fi-ee. In some cases, such compliance costs represent more than one third of the profit 
for some large independent refiners during a robust year. Based on results from last year, when 
much of the refining sector saw negative margins, such a cost could easily be more than many of our 
companies could bear. On an aggregate basis, these costs would add up to approximately $54 billion 
per year for the refining industry and escalate over time as the cost of the program increases. In 
2008, NPRA commissioned a study of the Lieberman-Wamer Climate Security Act, which 
concluded carbon costs for the refining industry would be $168 billion a year by 2030 under a cap 
and trade program similar to that proposed in the discussion draft. 

D. Refining Industry Is Energy Intensive and Subject to International Competition 
The nation’s domestic refining industry is incorrectly excluded by definition from qualifying 
for the rebates provided to other “energy intensive” sectors in Title IV of the discussion draft. The 
production processes used by the domestic refining industry is extremely energy intensive. Refiners 
also face intense global competition in the transportation fuels marketplace. As a result, domestic 
refining industry should not he excluded from eligibility for rebates under the discussion draft. 

Two factors determine whether an industry impacted by the carbon constraints in the 

discussion draft is eligible for rebates: 1) the energy intensity of its manufacturing operations; and, 

8 
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(2) its exposure to international competition. The discussion draft incorrectly concludes that the 
domestic refining industry is not energy intensive and does not face foreign competition that would 
prevent it from passing through increased costs caused by carbon constraints. 

1. The Domestic Refining Industry Is Energy Intensive 
The draft legislation’s assumption that the refining industry is not “energy intensive” is 
derived from a calculation that severely underestimates energy intensity in the refining industry. 
Section 403(b) of the discussion draft includes a methodology for calculating energy intensity using 
the U.S. Census Annual Survey of Manufacturers. While this may be an appropriate method for 
many industries, it clearly is not for petroleum refineries. Most of the fuel used at petroleum 
refineries is “still gas.” Still gas is a hydrocarbon generated as a byproduct at the refinery and, as 
such, is not reflected in the U.S. Census Annual Survey of Manufacturers because it is not purchased. 
Still gas is one of the many components of the crude oil that refiners purchase and process. If it were 
not indigenous in crude oil, refiners would have to purchase that required energy elsewhere; 
therefore, it is a real cost because it represents lost production and associated product value. 

Similarly, a coal-like substance called petroleum coke is often created and burned in the refining 
process. Like still gas, “pet coke” is a byproduct derived from crude oil and the energy it produces 
would have to be purchased elsewhere if it were not processed from the barrel of crude oil. As 
hydrocarbons, both pet coke and still gas generate C02 when burned. Therefore, a refinery would be 
responsible for securing allowances for these C02 emissions. 

If a refinery must secure allowances, then still gas and pet coke volume should be counted 
when calculating energy intensity. Although still gas and pet coke data are not available in the U.S. 
Census Annual Survey of Manufacturers, this data is reported by the Energy Information 
Administration (EIA) reported in its “Petroleum Supply Annual.”^ Recognizing still gas and pet 

’ To view ElA’s still gas and petroleum coke data for 2007: 

http://www.eia.doe.gov/pub/oii__gas/petroleum/data_publications/refinery_capacity_d3ta/historical/2008/table12.pdf 
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coke use would more accurately measure refinery energy costs used for calculating petroleum 
refining energy intensity. 

2. The Domestic Refining Industry Is Uniquely Vulnerable to Foreign 
Competition 

The energy market is global and dynamic, and imposing disproportionate compliance 
burdens on U.S. refiners will hurt the U.S. economy by increasing our reliance on foreign refiners for 
refined products. The legislation imposes these compliance burdens because it assumes that refiners: 
1 ) do not have significant exposure to foreign competition and 2) will be able to pass through most 
additional costs to consumers. These are incorrect and counter-productive assumptions. 

The refining industry is unique in that refineries around the world can produce identical and 
globally fungible grades of finished products. In other words, a gallon of diesel produced in India 
can be used in the same manner as a gallon of diesel produced in Indiana, Therefore, a U.S. refinery 
competes directly with other refineries across the world. If U.S. refineries scale back production 
due to higher marginal operating costs that cannot pass through to the consumer, a refiner in India 
will make up for that reduction in finished product supply, 

America already imports upwards of 10 percent of its finished product and many foreign 
refineries are being built for the sole purpose of exporting refined products to the U.S. market. These 
foreign refiners can be built more quickly and at lower cost than American refineries or refinery 
expansions. The existing cost differences between foreign and domestic refiners are evidenced in 
permitting and construction time frames, in the same amount of time it took a U.S. refiner to receive 
the necessary federal, state and local permits for a refinery modernization, another refining company 
was able to build and bring to full operation a 600,000 barrels per day refinery in India. The Abu 

For tables other than Table 12: 

http://www.eia.doe.gov/pub/oil_g3s/petrolcunv'data_publications/refinery_capacity_data/historical/2008/refcap2008. 

html 

To view ElA’s entire “Petroleum Supply Annual:” 

http://www.eia.doe,gov/pub/oil_gas/pelroleum/dala_publications/petroleum_supply_annuaI/psa_volumel/historical/ 
2007/psa_volume I _2007.html 
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Dhabi National Oil Company (ADNOC) is expanding its refinery at Ruwais by 95 percent, from 
417,000 barrels per day to 817,000 barrels per day* and the total refining capacity of the six Gulf 
Cooperation Council (GCC) countries (Bahrain, Kuwait, Qatar, Oman, Saudi Arabia, and the UAE) 
is expected to increase by 45.5 percent in 2010 — to 6.3 million barrels per day from 4.33 million 
barrels per day.’ Although the domestic refining industry has added capacity over the last 10 years, 
such expansions pale in comparison to these foreign projects. 

In relation to pass through of carbon costs, only two market conditions would lead to full 
pass through of additional costs to consumers: “perfectly inelastic demand” or “perfectly elastic 
supply.” Perfectly inelastic demand means that consumers will buy the product no matter what it 
costs. Perfectly elastic supply means that producers can supply any amount of their product at the 
same marginal costs. Supply and demand for finished petroleum products meets neither of these 
criteria. The demand for refined products is elastic, as consumers change their behavior to reduce 
their consumption of fuels when prices rise and have the option to substitute with ethanol and 
flexible fuel-vehicles. The supply for the refining industry is not clastic — foreign refiners can freely 
access the U.S. market, and can frequently sell their products for less, particularly if their home 
country has not committed to an internationally recognized GHG-emission-reduction path. 

History has shown that the refining industry is not able to pass through all additional costs. 
Previous variations in the "crack spread, " the difference between the price of a barrel of finished 
petroleum products and the cost of a barrel of crude oil, demonstrate that there is not a linear 
correlation between the two prices. Prior empirical evidence from the literature on gasoline tax 
incidence also indicates that that cost pass through rates may be only 50 percent for various 


* The National. "ADNOC committed to expansion.” March 24, 2009. 
http: \\A\\v.!!K‘nal!on;il.iie arlicic 2(tOV{t.t24 Bt SIMiSS X.t.t.t20V26 ItKI.s . 

’ Oil & Gas Journal. “GCC countries' refining capacity to rise 45% by 20 1 0." October 1 0, 2008. 

him: WAV w nennciKTL[\ .com iiuicx anidcs disnias .tnsb.s I s-arliclcs s-oil-eas-iournal S'nruccsMne s-ecc-counli icN- 
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petroleum products.* In addition, market conditions from last year highlight the inability of the 
refining industry to pass costs through, particularly in times of falling demand. When oil prices 
skyrocketed to over $140 dollars per barrel, fuel prices increased significantly, but not 
proportionally. A consumer’s willingness to change fuel suppliers over a penny per gallon retail 
price difference prevented prices from increasing in proportion to cost, causing refiners and retailers 
to cat much of last year’s high crude costs. In addition, the subsequent demand decrease when fuel 
prices reached record high levels forced refiners to absorb even more costs. The realities of this 
situation are evidenced by the fact that throughout most of last year, many refiners were actually 
losing money. Since refiners cannot pass through all of their costs now, it is highly unlikely they will 
he able to pass through the significant costs of a carbon control program, particularly in light of 
increasing competition from abroad. 

E. Allocation of Emissions Allowances 

The issue of pass-through speaks directly to the issue of allowance allocations in a cap and 
trade program. Although the discussion draft docs not address allowance allocation, NPRA is 
concerned about this issue and its potential impact. Past climate change proposals, such as the 
Licberman-Wamcr Climate Security Act, have discriminated against the refining industry with 
respect to allowance allocations. Such a policy would adversely impact the industry and consumers. 

The refining sector is unique under the proposed legislation in that both the product and the 
facility making it are regulated. The transportation sector represents approximately 30 percent of the 
nation’s total greenhouse gas emissions, but the refining industry’ would not receive any allocations 
in order to account for those emissions under several climate proposals introduced to date. In 
addition, foreign importers are responsible only for their finished product emissions, not the process 
emissions from refineries abroad. Failing to account for foreign process emissions could 

* NERA Consulting- Market Conditions and the Pass-Through of Compliance Costs in a Carbon Emission Cap-and- 
Trade Program, January 2008. 
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automatically give foreign-based refiners a 10 percent cost advantage over the U.S. refining industry. 
If emissions allowances are not distributed in an equitable and transparent manner, they will damage 
the competiveness of U.S. refiners and endanger our domestic supply of gasoline, jet fuel, home 
heating oil and other petroleum-based products. 

F. impact of Discussion Draft on American Jobs 

Any climate change legislation enacted by Congress must, in addition to protecting our 
economy, make every possible effort to protect and preserve existing American jobs. Imposing a 
C02 control program that increases costs and operating burdens for American refiners will damage 
their ability to operate domestically and could lead to lost jobs when refiners are forced to slow or 
shutter facilities. The promise of “green jobs,” as opposed to existing, well-paying refining industry 
jobs, may prove illusory, to the detriment of our tens of thousands of employees and their families, as 
well as to the overall U.S. economy. 

A recent study found that a “green jobs” creation campaign in Spain actually destroyed jobs 
and required over half a million dollars to create each job. * Spanish researchers found that each 
“green” megawatt installed in Spain destroyed 5.39 jobs in non-energy sectors and that only one in 
ten of the “green jobs” was of a permanent nature, as the rest were in construction and 
administration. The study projected that if the U.S. subsidized renewable producers to achieve a 
similar portion of “green jobs” as Spain, the U.S. could lose 6.6 million to 1 1 million jobs while 
creating three million largely temporary “green jobs.” 

G. International Participation and Achievability 

Although the draft legislation seeks to reduce GHG emissions 83 percent by 2050, the 
structure of the legislation creates two challenges to achieving meaningful global emissions 
reductions. 

’"'Study of the effects on employment of public aid to renewable energy sources.” Universidad Rey Juan Carlos. 
March 2009. httD://www.juandemariana.ore/i>df/090327-emDlovment-public-aid-renewab!e.Ddf 
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First, this legislation does not contain adequate provisions to ensure international 
participation. While the Obama Administration has signaled its willingness to participate in the UN 
climate talks later this year, China has indicated that it will not participale in any program that 
places restrictions on its emissions. International participation is a critical issue, as we need to assure 
that any program we implement will actually create global reductions while also protecting our 
economic competitiveness. Any legislation enacted must contain provisions to prevent leakages of 
both jobs and emissions. Without international participation, any carbon control measures taken by 
the U.S. would have little or no impact on potential climate change. 

Our second concern with the legislation deals with the achievability of the announced goal. 
In 2008 NPRA commissioned a study assessing the impact of Licberman-Wamer on the 
transportation sector and the economy. The study took into account the potential for electric vehicles 
and other potential alternatives to come into the market and be used as carbon reduction tools in the 
transportation sector. The study concluded that even after considering the possibility for all 
alternatives, the most cost effective pathway for reductions would be through the use of ethanol 
(again, assuming it does not lead to more GHG emissions). NERA projected that 68 billion gallons 
of ethanol would be needed to achieve transportation emissions reductions under a framework calling 
for a 70 percent reduction in GHG emissions by 2050. These results mirror EIA’s conclusions of 
what it would take to meet a 25 percent RES by 2025. In its analysis, EIA, concluded the fuel supply 
would need to contain 66 million gallons of ethanol - an amount that completely exhausts the entire 
American biomass supply."* These results raise serious sustainability issues, especially in light of 
two recent studies showing that ethanol production played a role in the rise in food costs" and that 


Executive Summary of "Impacts of Potential Climate Change Policy on the Refining and Petrochemical Sectors.” 
Prepared by NERA Economic Consulting for National Petrochemical & Refiners Association. April 2008, 
h im: wM w.n nra.orc tiles MiR.X Kcpoii l :\ccu ii\c Summary S. 2IOI.i>df 

'* Congressional Budget Office. "The Impact of Ethanol Use on Food Prices and Greenhouse-Gas Emissions.” April 
2009. hiiii; cbo.mn fiptiocs Ititlx.x d oclOO.s? {M-O.s-l -fhiinol.ixIt 
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ethanol production requires the use of more water than previously thought.'* They also highlight the 
need for policy makers to assess whether or not the tools necessary for a more diverse transportation 
energy mix will be available along the timelines for required emissions reductions in the discussion 
draft. 

IV. Conclusion 

Federal climate change legislation must be fair and effective in achieving its goals. A federal 
policy to address climate change must be based on cost-effective approaches that maintain the global 
competitiveness of the entire U.S. economy and treat all sectors and industries equitably. Such 
policy must enhance our energy security, ensure the strength of our economy, and contain realistic 
assessments regarding the development of technologies necessary to achieve required emission 
reductions, 

NPRA feels the Committee needs to address critical issues in the discussion draft before the 
goals of a finalized legislative approach can be achieved, particularly in the transportation sector. 
Crude oil and the transportation fuels derived from cmde arc vital pieces of our economy and 
everyday life. Climate policy must recognize the continuing need for these energy sources in the 
near future and throughout the long term transition to a more diverse energy portfolio. Failure to do 
so could result in adverse consequences for our economy, threatening investment in future 
technologies. 

Thank you for the opportunity to testify at this hearing today. 1 would be pleased to answer 
any questions my testimony may have raised. 


'■ Saltier, Casey. “Study: Com Ethanol's Water Needs Vary Significantly by Region." Oil Daily. April 15, 2009. 
w \\ \\ .fiikiaiK . com 
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Mr. Markey. Thank you, Mr. Drevna. I have heen on the Energy 
Committee for 33 years, the Natural Resources Committee for 33 
years, so that is 66 years of hearings that I have gone to, and the 
Speaker created a Select Committee on Global Warming and En- 
ergy Independence and that gave me 3 more years of hearings that 
I have had on the subject, so I do think of it as a marathon, believe 
me. Most of these issues have been percolating around here for a 
long, long time. That much I can promise you. 

Our next witness is — and I don’t think anyone else is ever going 
to try it again, go to the number of hearings I have gone to on 
these subjects. You can already see the effect that today’s hearing 
has had on our membership. 

Our next witness is 

Mr. Upton. If the gentleman would yield for just a second, I re- 
member when Mr. Dingell had hearings like these and he had cof- 
fee in front of everybody and so they went maybe a little faster. 

Mr. Markey. In many ways they went a lot faster with that cof- 
fee in front of them. 

Mr. Andrew DeLaski is the executive director of the Appliance 
Standards Awareness Project, a coalition dedicated to advancing 
cost-effective appliance and equipment efficiency standards. He is 
joining us here today from my home State of Massachusetts, so we 
welcome you, Mr. DeLaski. 

Mr. Sperling. Excuse me. Chairman. I have to leave. I have a 
flight back to California out of Dulles now. I am really sorry. 

Mr. Markey. And we apologize to you. Dr. Sperling, and by the 
way to all of the witnesses and those who are accompanying our 
witnesses today, you could, I think, capture the intensity of interest 
which the members had in the questioning of Vice President Gore 
and Newt Gingrich, so it went for an unexpectedly long period of 
time and it is with our apologies to you that we request that you 
work with us over the next month or so towards developing a bill 
which does reflect, you know, the highest aspirations. Thank you, 
sir. 

Mr. Sperling. Thank you. 

Mr. Markey. Again, back to you, Mr. DeLaski. Whenever you are 
ready, please begin. 

STATEMENT OF ANDREW DeLASKI 

Mr. DeLaski. Thank you, Mr. Chairman. I will just say a word 
about ASAP. ASAP is a coalition project which consists of rep- 
resentatives of energy efficiency advocacy organizations, environ- 
mental and consumer groups including low-income advocacy orga- 
nizations, State government and utilities. Our mission, as you said, 
is to advance cost-effective energy efficiency standards for appli- 
ances, lighting and equipment. 

My testimony today is limited to subtitle B concerning the appli- 
ance and equipment standards in the bill. I will summarize just a 
few key points from my in-depth testimony. Congress first enacted 
natural appliance, equipment and lighting standards in 1988, as 
Chairman Markey well knows, in legislation that you authored. It 
added new standards in 1992, 2005 and 2007. In general. Congress 
has established initial standards by statute and directed the De- 
partment of Energy to review standards on a set schedule, increas- 
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ing to higher efficiency levels if shown to he technically feasible 
and economically justified. The American Council for Energy Effi- 
cient Economy, ACEEE, estimates that absent existing national 
standards, U.S. electricity use of peak electric demand would be 
about 10 percent higher in 2010 than currently projected. ACEEE 
also estimates that consumers and businesses which buy the af- 
fected products will net more than $400 billion in net savings from 
already existing standards. 

The enormous energy, environmental and economic benefits de- 
livered by national product efficiency standards have contributed to 
a history of strong bipartisan support and cooperation for new 
standards and enhancements to the Department of Energy’s pro- 
gram structure. The bill before us today builds on this successful 
history. 

We thank Chairman Waxman and Subcommittee Chairman Mar- 
key for including the important appliance efficiency subtitle in 
ACES. The subtitle consists of three parts. Sections 211 and 212 
enact specific new standards for six categories of products including 
portable electric spas, as we learned earlier. Section 213 provides 
critical enhancements to improve overall effectiveness and respon- 
siveness of a DOE program, and sections 214 and 215 provide the 
voluntary programs including EnergyStar. We estimate that the 
specific standards included in ACES will save at least 17 billion 
kilowatt-hours annually by 2020, or roughly enough to meet the 
needs of IV 2 million typical U.S. households. The standards in- 
cluded in the bill would reduce power sector carbon dioxide emis- 
sions by about 12 million metric tons per year in 2020. 

I would like to especially call out the outdoor lighting standard 
initially introduced by Representative Harman. This standard of- 
fers the lion’s share of the savings from the specific standards in 
the bill. Discussion between members of the industry and efficiency 
proponents that I work with are ongoing. We remain optimistic 
that we will have further joint recommendations to present to you 
shortly on outdoor lighting. 

The program reforms in ACES are just as important as the spe- 
cific efficiency standards. As we have gained experience with DOE 
rulemakings through the course of several Administrations, we 
have learned some of the shortcomings of a statutory structure 
which can stand in the way of cost-effective efficiency gains. The 
bill contains several important reforms which address some of 
these shortcomings, and I will highlight just two but we support 
the entire package of reforms for the Department of Energy’s pro- 
gram. First, the bill makes clear the DOE authority to apply more 
than one efficiency metric as part of a single product’s efficiency 
standard. While Congress has set more than one requirement for 
at least a dozen products in statute, DOE has recently held that 
the law prevents the agency from including more than one require- 
ment per product. Often a standard for a given product must in- 
clude more than one element to capture different aspects of a prod- 
uct’s efficiency, for example, energy and water efficiency, gas and 
electric efficiency in the case of a furnace which uses both gas and 
electricity, or to capture the cost-effective savings from controls or 
other technologies that are not reflected in a product’s test method. 
For example, successful application of smart grid technology and 
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demand response technology may depend on specific appliances in- 
cluding particular control features. Such features are typically not 
represented in a performance test method but may be a critical fea- 
ture of future energy efficiency standards. The Department’s cur- 
rent interpretation of the law will prevent this sort of requirement 
in future appliance standards. This provision passed the House in 
2007 and we strongly urge you to act on it again. 

Another area I would like to highlight concerns the preemption 
limits that national standards place on State building codes. House 
and Senate energy bills have proposed federal targets of 30 percent 
savings in new buildings in the near term and 50 percent savings 
later through better building codes. However, the preemption asso- 
ciated with national appliance standards effectively puts savings 
from space and water heating and air conditioning off limits even 
when such savings would be very cost-effective for new construction 
and major renovations. The discussion draft will create new flexi- 
bility for State building codes while still preserving a basic struc- 
ture, a basic federal preemption framework. 

There are several other program reforms which we also support. 
Suffice it to say that as a package, these reforms significantly 
strengthen the national appliance standards program and will pave 
the way for greater energy savings and benefits. 

Finally, with respect to the voluntary programs, we are con- 
cerned that the limits in section 215 which are placed on the 
EnergyStar program would make some of the existing EnergyStar 
programs, home furnaces and other products, would end those pro- 
grams. We urge that section be modified. 

In sum, we support the subtitle and look forward to working with 
the committee to make it even better. 

[The prepared statement of Mr. DeLaski follows:] 
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Summary 

Congress first enacted national appliance, equipment and lighting standards in 1988 and added 
new standards as parts of the Energy Policy Acts of 1992 and 2005 and the Energy Independence 
and Security Act of 2007. In general. Congress has established initial standards by statute and 
directed the U.S. Department of Energy (DOE) to review standards on a set schedule, increasing 
to higher efficiency levels if shown to be technically feasible and economically justified. The 
American Council for an Energy-Efficient Economy (ACEEE) estimates that, absent existing 
national standards, U.S. electricity use and peak electric demand would be about 10% higher in 
2010 than currently projected. ACEEE estimates that consumers and businesses which buy 
affected products will net more than $400 billion by 2030 (2008$) due to already existing 
standards. The enormous energy, environmental and economic benefits delivered by national 
product efficiency standards have contributed to a history of strong bi-partisan support and 
cooperation for new standards and enhancements to DOE’s program structure. 

Subtitle B of American Clean Energy and Security Act (ACES) of 2009 builds on this 
successful history. We thank Chairman Waxman and Chairman Markey for including this 
important appliance efficiency subtitle in ACES. 

The subtitle consists of three parts: 

• Sections 2 1 1 and 2 1 2 enact specific new standards for six categories of products; 

• Section 213 provides critical enhancements to improve the overall effectiveness and 
responsiveness of the DOE program, and; 

• Sections 214 and 215 relate to voluntary programs, including ENERGY STAR, which 
work in conjunction with standards to promote sustained improvements in energy 
efficiency. 

We estimate that the specific standards included in ACES will save at least 17 billion kilowatt 
hours annually by 2020, or roughly enough to meet the needs of 1 .5 million typical U.S. 
households. The standards would reduce power sector carbon dioxide emissions by nearly 1 2 
million metric tons per year. 

The program reforms in ACES are just as important as the specific standards. As we have 
gained experience with DOE rulemakings over the course of several administrations, we have 
learned of some of the shortcomings of the statutory structure which can stand in the way of 
cost-effective efficiency gains. Some shortcoming were addressed in EISA - for example. 
Congress granted the agency authority for regional standards for climate sensitive products and 
required periodic DOE review of all standards. 

ACES contains eight additional reforms which significantly enhance the potential for energy, 
economic and environmental benefits. We support these reforms with some modifications and 
recommend a few more. 
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1. Multiple metrics (sec. 213(a)) 

While Congress has set more than one requirement for at least a dozen products in statute, DOE 
has recently held that the law prevents the agency from including more than one requirement per 
product. Often, a standard for a given product must include more than one element to either 
capture different aspects of its efficiency (e.g.; energy and water efficiency; electrical and gas 
efficiency; peak and average efficiency) or to capture cost-effective savings from controls or 
other technologies that are not reflected in a product’s test method. For example, DOE held that 
it could not adopt a standard for home boilers recommended by industry and advocates because 
it consisted of a performance requirement plus a ban on standing pilot lights and a controls 
requirement. In the not-so-distant future, successful application of Smart Grid and demand 
response technology may depend on specific appliances including particular control features. 
Such features are typically not represented in a performance test method, but may be a critical 
feature of future energy-efficiency standards. 

This provision passed the House in 2007 and we strongly urge you to act on it again. 

2. State building codes and preemption (Sec. 213(j)) 

House and Senate energy bills have proposed federal targets of 30% savings in new building in 
the near term and 50% savings later through better building codes. However, the preemption 
associated with national appliance standards effectively puts savings from space and water 
heating and air conditioning equipment off limits, even when such savings may be very cost- 
effective for new construction and major renovations. ACES would create new flexibility for 
state codes, while still preserving a basic federal preemption framework. It would provide two 
options. First, states could adopt above federal code requirements included in certain model 
codes. This provision already exists for commercial heating and cooling equipment; ACES 
extends the same approach to residential equipment. Second, states could include code- 
compliance options which include above federal minimum products as long as other reasonably 
achievable options include only minimally-compliant products. We strongly support this 
provision - it will make a big difference for improving the overall efficiency of new homes. 

3. DOE collection of key data for making standards decisions (Sec. 213(e)) 

It’s very difficult to make good regulatory decisions without good data on efficiency 
performance and costs. The statistician’s adage, “Garbage in; garbage out” applies well to 
decisions about new standards. However, DOE sometimes fails to obtain critical data needed for 
developing new standards. ACES would require DOE to conduct a rulemaking to determine 
what data manufacturers must submit, inclusive of efficiency performance data, to enhance DOE 
decision making. Improved data will also aid other programs such as ENERGY STAR. For 
example, in the past few weeks DOE posted data on ENERGY STAR product market share in 
2007, but noted that the data appeared flawed. 
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4. Remove the Catch-22 from the state waiver petition process (Sec. 213(g)) 

Under current law, the Secretary can approve a state application for a waiver from federal 
preemption for a given standard needed to meet the “unusual and compelling” needs of that state. 
However, manufacturers can deny petitioning states access to information needed to meet the 
requirements of the waiver applications process. ACES would eliminate this Catch-22, while 
still preserving the basic decision criteria of the waiver process. Waivers would remain difficult, 
but no longer verge on the impossible. 

5. State authority to seek injunctive enforcement (Sec. 213(i)) 

Compliance with federal standards is essential for achieving the expected energy savings. Under 
present law, only the federal government may bring enforcement actions, but since there is no 
federal budget for this, no significant enforcement is taking place. ACES would allow states to 
bring their expertise and resources to bear on compliance by enabling them to seek injunctive 
enforcement of federal standards in federal court on an equal basis to the Federal government. 

All provisions of federal law apply. Such a provision was included in EISA for general service 
incandescent lamps. It should be extended to other regulated products. 

6. Closing the reflector lamp loophole (Sec. 211(b)(3)) 

Based on DOE’s data, reflector lamps comprising about 30% of sales have been left out of 
proposed standards for this category due to a legal interpretation arising fi'om EISA. While 
EISA set specific standards for certain reflector lamps, we do not believe it was the intent to 
shelter other lamps from DOE standards in perpetuity, creating a big loophole. Recently, 
manufacturers and advocates agreed on a timetable for a DOE rulemaking to address this 
problem, and this timetable was adopted in the Senate committee markup of their appliances bill 
(S.598, Sec. 7). We urge the House to adopt this compromise as well. 

7. Enhanced decision criteria for new standards (Sec. 213(d)(1)) 

New standards must be economically justified as determined by the Secretary according to seven 
factors. Although these factors give the Secretary significant discretion, DOE has sometimes 
ignored important benefits. ACES would rectify this problem by requiring the Secretary to 
consider the economic benefits of reduced emissions and the impact of energy savings on the 
overall energy price level. These are important national benefits which should be weighed in 
decision making. While we support these enhancements, we recommend dropping a final 
addition concerning commercial availability and market share (Clause (X) on page 242). DOE 
already must demonstrate “technological feasibility” and routinely searches out all technical 
options. We are concerned that this new clause could be construed as the basis for a market 
share test, which would be a new restriction on DOE standards. 

8. Strengthen the rebuttable presumption (Sec. 213(d)(2)) 

The main decision criteria for new standards provide the Secretary significant discretion. An 
alternative decision tool is based on simple payback - if a standard pays back any additional up- 
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front cost in three years or less, it is presumed to be justified. However, DOE has ignored this 
provision, in part because the statute lacks guidance on what is required to rebut a standard 
meeting the payback criterion. ACES provides a clearer test: a standard may only be rebutted if 
there is clear, convincing and reliable evidence of hardship imposed on consumers or 
manufacturers outweighing the benefits. In addition, ACES extends the paybaek period to 5 
years, making the clause more likely to have an impact. We support this clause with one 
modification. To accommodate products with short operating lives, the rebuttable presumption 
should be based on the shorter of 5 years of 75% of a product’s life to avoid paybacks longer 
than a product’s operating life 


We also reeommend several program refonns ineluded in Senators Bingaman’s and 
Murkowski’s appliances bill (S. 598) as marked up in their committee last month. These 
include: 

• A process and deadlines for DOE response to stakeholder request for test procedure 
rulemakings; 

• Deadlines for DOE response to petitions for standards rulemakings; 

• A study of current compliance with standards, and; 

• Requirements for DOE and EPA to review ENERGY STAR levels and to establish more 
reliable methods for demonstrating compliance. 

In addition to these critical program reforms ACES includes a number of specific new standards. 

The biggest energy saver among the proposed new standards would cover outdoor lighting such 
as street lights, parking lot lights and other area lights. This proposal, originally introduced by 
Representative Harman (H.R. 1732), is ba,sed on a concept first brought forth by Philips Lighting. 
Discussions between efficiency organizations such as my own, Phillips and other lighting 
companies are ongoing. We strongly support the concept of national standards for these 
products and look forward to working with other stakeholders and the Committee. We are 
especially concerned that any final standard be adequately strong and that the standard and any 
exemptions, if necessary, are carefully constructed so as to avoid unintended loopholes and lost 
savings. 

The second largest energy saver among the standards included concerns portable light fixtures 
such as table and floor lamps. This standard is based on a state requirement from California and 
is supported by both efficiency organizations such as my own and the American Lighting 
Association, which represents makers and sellers of portable light fixtures. 

The bill also contains four additional standards covering electric spas or hot tubs; drinking 
water dispensers, hot food holding cabinets and commercial furnaces. We support these 
standards which were developed in consultation with trade organizations including the Pool and 
Spa trade association, the Air-conditioning Heating and Refrigeration Institute (AHRl) (for 
furnaces) and individual makers of the other products. All but the commercial furnace standard 
are based on state requirements in effect in multiple states; the commercial fiimace standard is 
based on a voluntary national standard dating from 1999. 
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Finally, ACES includes two sections dealing with voluntary programs. Section 2 1 5 would set 
limits on the ENERGY STAR program, prohibiting ENERGY STAR levels which exceed a 
three to five year consumer payback. We think this approach is far too restrictive for ENERGY 
STAR. As a voluntary program covering several scores of products, EPA and DOE need more 
flexibility to develop appropriate criteria in consultation with stakeholders. For example, the test 
in ACES would immediately make illegal the current ENERGY STAR program for home 
furnaces, and no substitute level makes sense. This would leave a gaping hole in ENERGY 
STAR for the biggest energy consuming appliance in many homes. Other existing ENERGY 
STAR specifications would also be invalidated. 

Section 214 would create a “Best-in-Class Appliance Deployment Program” aimed at 
incentivizing the development and market growth of the next generation of very efficient 
products. This program, based on concepts developed by Natural Resources Defense Council 
with input from major national retailers and manufacturers, could be a strong complement to the 
existing national standards program and the ENERGY STAR program: While standards 
establish a national floor and ENERGY STAR demarcates and promotes, in general, products 
which are among the most efficient 25% of current offerings, this new program would provide 
financial incentive to increase market share of the very most efficient available. Such an effort 
could pave the way for improved ENERGY STAR levels over time, and eventually, improved 
standards. 


6 



1063 


Andrew deLaski, ASAP, Testimony of 4/24/2009 


INTRODUCTION 

My name is Andrew deLaski and I am the Executive Director of the Appliance Standards 
Awareness Project or ASAP. ASAP is a coalition project led by a Steering Committee 
consisting of representatives of efficiency advocacy organizations, state government, consumer 
and environmental organizations and utilities. Steering Committee members include the 
American Council for an Energy-Efficient Economy (ACEEE), the Alliance to Save Energy, 
Natural Resources Defense Council, Consumer Federation of America, National Consumer Law 
Center, Pacific Gas and Electric, the Northwest Power and Conservation Council, the Energy 
Foundation and Earthjustice. I have been the Executive Director of ASAP since its founding in 
1 999 and have worked extensively on both national and state standards over the past decade. 

I’ve been intensively involved in DOE rulemakings under three administrations, participated 
actively in the development of the standards provisions in EPACT 2005 and EISA 2007. ! have 
been involved in helping to advance state standards which have formed the basis of more than a 
dozen state laws over the past several years. EPACT and EISA together included more than 20 
new standards (mostly based on state standards) and critical program enhancements such as 
limited authority for regional standards for climate-dependent products and requirements for 
regular DOE reviews of all standards. 

The standards in EPACT 2005 and EISA 2007 were added to the framework created by the 
National Appliance Energy Conservation Act of 1987, and amendments enacted in 1988 and 
1992 (EPAct). Consensus standards negotiated between appliance manufacturers and energy 
efficiency advocates provided the foundation for each of these laws. Most federal standards 
build on previous state standards: after several states adopt standards on a product, manufacturers 
generally prefer uniform national standards to a patchwork of state standards. But where 
manufacturers and efficiency advocates disagree. Congress has commonly delegated decisions to 
DOE, allowing each side to make its best case and then having the Secretary of Energy decide. 

Typically, when Congress has enacted a specific new standard, initial standards are provided by 
statute and a schedule is established for review and strengthening if improvements are 
technologically feasible and economically justified. 

DOE completed eight major new standards during the Clinton administration and four during the 
Bush administration, but fell behind on many legal deadlines. Under the terms of a consent 
decree signed in November 2006, DOE must catch up on 22 overdue standard reviews and, if 
warranted, complete upgrades by mid-20 1 1 . Concurrently, the agency has several deadlines 
from the recent laws coming due. Thus, rulemaking processes currently underway or about to 
begin cover some 25 product categories. Under a provision enacted in 2005, DOE must report to 
Congress every six months on its compliance with deadlines. 

Impacts to date are impressive: according to the National Commission on Energy Policy, 
appliance standards rank second only to auto fuel economy standards in terms of energy saved 
from national policies.' Altogether, ACEEE estimates that U.S. electricity use and peak electric 
demand would be about 10% higher and U.S. total energy use about 5% higher in 2010 if not for 


' hup; WWW .bipanisanpoiicy.or^.TiIc.s news- finalRcpo it ! H. 2.c%20-"o20Supplen)cni al"'o2()[ ii}b'-o20on‘!'u 20M;.txif . 
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already existing federal standards. Net savings to consumers from standards already adopted 
will exceed $400 billion by 2030 (2008$).^ 

However, much more savings are possible through a combination of further updates to existing 
standards completed through the DOE rulemaking process, plus adding new products to the 
federal standards program. We estimate that new standards due from DOE within the next few 
years have the potential to cost-effectively save about 165 billion kilowatt hours annually by 
2020 - roughly the amount of electricity used by all the homes in Ohio, Michigan, Illinois and 
Indiana combined. Such standards could reduce peak demand by another 60,000 megawatts, 
roughly enough to eliminate the need for 200 power plants at 300 MW capacity each and cut 
annual global warming emissions by 150 million metric tons. Savings grow over time: ACEEE 
estimates that U.S. energy use in 2030 can be reduced by about 2.5 quadrillion Btu’s (about a 
2.2% reduction from projected levels) and carbon dioxide emissions can be reduced by at least 
165 million metric tons, a 2.6% reduction from projected levels.’ 

Fortunately, the federal standards program has a long history of bipartisan support, at the 
Committee level and on the House and Senate floor. Standards laws have been signed by 
Presidents Reagan (two laws), George H.W. Bush, and George W. Bush (two laws). 

The proposed appliance efficiency subtitle of the American Clean Energy and Security Act 
(ACES) of 2009 builds on these solid foundations. We thank Chairman Waxman and Chairman 
Markey for introducing this bill and moving the discussion forward on how best to improve the 
appliance standards program. In the sections below, I comment on the appliance efficiency 
provisions in ACES, and also on some additional provisions that we recommend be added to 
increase the energy savings achieved and improve the appliance standards program’s processes 
and interactions with state initiatives. 

The provisions of Subtitle B, “Lighting and Appliance Efficiency Programs,” fall into three 
categories, each of which is discussed below; 

• Section 213 provides critical program enhancements to improve the effectiveness and 
responsiveness of the DOE’s efforts. 

• Sections 2 1 1 and 2 1 2 enact specific new standards for five categories of products. 

• Sections 214 and 215 relate to voluntary programs, including ENERGY STAR, which 
work in conjunction with standards to promote sustained improvements in energy 
efficiency. 


PROGRAM ENHANCEMENTS IN “ACES” 

ACES includes several very important program improvements which will strengthen DOE 
decision making, improve agency responsiveness to all stakeholders, and remove barriers to 


^ Calculations from a forthcoming ACEEE report to be published spring 2009. 

’ Ibid. Preliminary estimate of savings can be found at: http://www-standardsasaD.ora/ 
documents/DOE schedule.pdf . Percentage reductions are relative to reference case in ElA's 2009 
Annual Energy Outlook. 
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improved state energy efficiency policies. In addition, we recommend several enhancements 
included in pending Senate legislation. 

I. Multiple metrics (Sec. 213(a)) 

The past two administrations have disagreed on whether DOE may set more than one standard 
for a product. For quite a few products Congress has imposed more than one standard for a 
product. Some examples are listed below. 


Product 

Metrics 

Heat pumps 

Cooling efficiency and heating efficiency 

Clothes washers 

Energy Factor and Water Factor 

Dishwashers 

Energy Factor and Water Factor 

Residential boilers 

AFUE, restrictions on pilot lights and a control requirement 

General service incandescent 
lamps 

Maximum Watts, minimum life 

Fluorescent lamps 

Efficacy and color rendering 

External power supplies 

Active mode efficiency and no-load mode watts 

Compact fluorescent lamps 

Initial efficaey, lumen maintenance, lamp life, rapid cycle 
test 

Ceiling fans 

Efficient light kits, several control requirements 

Walk-in coolers and freezers 

Insulation, glass, motor, control, lighting, and door 

requirements 

Ice-makers 

Energy use and water use 


The list above includes two very different groups. Most combine two performance parameters, 
such as cooling efficiency and heating efficiency, where the product combines multiple energy- 
using functions, Some combine a performance standard with one or more prescriptive 
requirements, such as boiler controls and minimum life for lamps. This situation is critical for 
obtaining savings where energy-saving technology options have developed more quickly than 
rating methods have been revised, as in the case of boiler controls. 

Uncertainty about DOE’s authority has caused several problems in recent years. In the current 
rulemaking for general service fluorescent lamps, DOE decided it was prohibited from revising 
the now outdated requirements for color rendering, even though both advocates and industry 
recommended that this part of the standard be updated. In 2007 DOE turned down a consensus 
agreement on new residential boiler standards, requiring the parties to go to Congress to 
successfully ask that this provision be included in EISA. Similarly, just last month, DOE 
declined to adopt new multi-metric standards for commercial warm air furnaces developed by 
the American Society of Heating, Refrigerating and Air-conditioning Engineers (ASHRAE).'* 


“ See pp 38 to 40 of the Proposed Rule made available on March 12, 2009 by DOE at 
h»p://www1.eere-enerav.Qov/buildinas/aoDliance slandards/commerdal/ashrae products docs meeting. 
htrnl but not yet published in the Federal Register. This proposed rule confirms an initial determination 
issued on July 16, 2008 (73 Fed. Reg, 40770). DOE asserts it lacks authority to adopt the ASHRAE 
requirements which, for commercial furnaces, would eliminate standing pilot lights, set a limit on jacket 
losses and require power venting or automatic flue dampers. 
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Another very important potential application of this authority is to require that some products 
have two-way communication interfaces, so they can communicate with the “Smart Grid”. For 
example, some electric industry representatives have suggested that DOE consider such a 
requirement for electric water heaters. 

The question is whether DOE, in revising standards, can also use more than one metric if such a 
standard is technically feasible and economically justified. The Clinton administration ruled that 
DOE has this authority; the Bush administration took the contrary view. If the law is this unclear, 
it should be clarified, as this amendment would do. This amendment does not require DOE to 
set any standards with multiple metrics; it just gives DOE the option. Even with this amendment, 
DOE cannot set a multiple metric standard if such a standard is not technically feasible or 
economically justified. Some manufacturers argue that multiple standards on particular products 
are costly or onerous. This argument should be made as part of the open rulemaking process at 
DOE. Concerns some manufacturers have about some products should not affect DOE’S ability 
to set appropriate standards for all products. 

This provision passed both the House and Senate in 2007 but was left out of EISA at the last 
minute. It should be adopted this year. 

2. State building codes and federal preemption 

Under present law, states are generally preempted from setting requirements in their building 
codes which exceed federal minimums.’ States with performance-based building codes must use 
minimum-efficiency equipment when developing code requirements. Performance-based codes 
provide an overall level of performance and permit many paths for reaching these goals (e.g. 
more insulation, better windows, reduced air infiltration, or improved equipment). But if 
equipment is limited to only federal minimums, some states are finding they cannot set strong 
enough codes to meet their energy and climate goals. Also, this part of federal law creates a 
loophole in performance based codes, as builders exceeding federal minimums can install less 
insulation, even though insulation lasts for the life of the building while equipment lasts for only 
one to two decades. 

ACES allows greater flexibility in state codes to encourage improved efficiency for products 
covered under federal appliance standards. This provision is based on concepts developed by the 
Alliance to Save Energy in consultation with states and other stakeholders. It would allow states 
limited authority to use covered products with above- federal-minimum efficiency levels in 
formulating their building codes, while keeping the basic framework of preemptive federal 
standards. The proposed amendment includes two changes: 

1 . The first change allows the use of above-federal-minimum products in codes at an 
efficiency level set in the International Energy Conservation Code (lECC) or in the 
American Society of Heating, Refrigeration and Air-conditioning Engineers (ASHRAE) 
model code. Federal law already allows states to adopt many commercial product 
standards in their codes at levels above federal minimums if contained in an ASHRAE 
model code. Creating a similar structure for residential products would enable states to 


^ There is an existing path requiring trade offs, but it is .so complicated as to be virtually unusable. 
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require the use of more efficient products in construction covered by their prescriptive 
building codes at levels set in a national standard-setting process. This reform is most 
needed to enable improved in new construction even if such improvements do not make 
sense in existing buildings. For example, efficient furnaces make good economic sense 
in all new construction in all climates, but in warmer climates may not make sense for 
replacement installations.^ 

2. The second change allows states to offer options for meeting their codes using above- 
federal-minimum covered products as long as at least one option assumes covered 
products at the level of federal standards, and that this option is “reasonably achievable 
using commercially available technologies”. In other words, if a state set performance 
requirements that were based in part on high efficiency furnaces, they would have to 
provide an explicit pathway for installing a minimum efficiency furnace, making up the 
lost savings with other measures such as more insulation or improved windows. This 
would enable states to establish a performance standard that meets the needs of the state 
as long as they provide a clear path for code compliance using covered products that do 
not exceed federal-minimum efficiency standards. 

3. DOE collection of key data for making standards decisions 

The distribution of efficiency levels among products sold is a key piece of information for 
establishing new standards; however, DOE has sometimes failed to obtain such data in 
developing new rules. DOE usually asks for such information, but manufacturers sometimes 
decline to provide it. ACES would require DOE to conduct a rulemaking to determine what data 
manufacturers must submit, inclusive of efficiency performance data, to enhance DOE decision 
making. Existing law includes provisions to protect confidential data. Improved data will help 
DOE’s decision-making process for standards, and will also aid other programs such as 
ENERGY STAR. For example, in the past few weeks DOE posted data on ENERGY STAR 
product market share in 2007, but noted: “The validity of the clothes washer data for quarter one 
and quarter three is questionable. It is expected that the incorrect coding of previously qualified 
units for these two quarters resulted in a higher than actual market share projection. The drop in 
refrigerator market share in the fourth quarter is also due to data from one retailer.”’ This data 
provision would help DOE to get accurate data, enabling far better assessments of program 
effectiveness. 

4. Removing the Catch-22 from the state waiver petition process 

Under current law, federal standards preempt state standards, unless a state submits and DOE 
approves an application for exemption from preemption. Such application must demonstrate that 
“such state regulation is needed to meet unusual and compelling State or local energy or water 
interests” and that such regulation “will not significantly burden the manufacturing, marketing. 


® Indeed, some builders find installing higher efficiency (condensing) furnaces (and power-vent water 
heaters) to be less expensive than using lower efficiency products, since it avoids the need for a 
conventional chimney. 

' “2007 Sales Data - National, State and Regional” available at: httD://www.eneravstar.Qov/ 
index. cfm?c=manuf res.pt appliances . 
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distribution, sale or servicing of the covered product on a national basis.” The detailed 
requirements for states to get waivers from federal preemption include submittal of information 
that may be obtainable only from manufacturers, who may oppose the waiver. ACES would 
prevent DOE from denying a state a waiver from preemption for failing to provide information 
which manufacturers reftise to make available to the state. The amendment would also limit 
DOE from denying waivers to states for failing to explore every conceivable energy saving 
alternative to standards or for not having a formal state energy plan. States would still have to 
demonstrate that they meet the primary determination factors, as summarized above, but the 
provision would remove some secondary requirements that impose needless roadblocks on state 
action. Even with these amendments, states would still have a difficult case to make, but these 
amendments at least make it possible to make the case. 

5. State authority to seek injunctive enforcement 

Compliance with federal standards is essential for achieving the expected energy savings. Under 
present law, only the federal government may bring enforcement actions, but since there is no 
federal budget for this, no significant enforcement is taking place. This amendment would allow 
states to bring their expertise and resources to bear on compliance by enabling them to seek 
injunctive enforcement of federal standards in federal court on an equal basis to the Federal 
government. All provisions of federal law apply. Such a provision was included in EISA for 
general service incandescent lamps. It should be extended to other regulated products. 

6. Reflector lamp loophole 

EISA extended existing reflector lamp standards to some previously exempted lamps. DOE 
under the previous administration interpreted the EISA language to permanently bar DOE from 
addressing any other exempted reflector lamps, which was not the intent we agreed to when we 
helped negotiate the EISA language. The new administration is now reviewing this 
interpretation, but if there are legal doubts, Congress should correct the law. 

Due to this interpretation, final standards for incandescent reflector lamps due in June 2009 may 
include a huge loophole (about 30% of total sales) which will only grow bigger because these 
exempted lamps are lower cost than regulated products. The proposed amendment closes the 
loophole by requiring DOE to do a quick rulemaking to consider standards for the exempted 
products. The rulemaking is quick because it can build on the three-year rulemaking for related 
products that is now nearing completion. If manufacturers believe that standards for these 
products are not technically feasible and economically justified, they can make these arguments 
during the rulemaking. If DOE fails to complete the rulemaking on time, the standard DOE 
establishes this June for other reflector lamps would apply. Further, the amendment requires that 
DOE conduct a future rulemaking (completed by 2015) for reflectors which considers all 
technology on an equal basis rather than just incandescent technology. 

Traditionally, among incandescent lamps, reflector lamps have led in efficiency innovations. 
With EISA, general service incandescent lamps (the pear-shaped light bulb) are moving towards 
advanced incandescent technology. The reflector lamp loophole is protecting some common 
reflector lamps from having to make this transition, even though the advanced technology can be 
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applied - in fact, advanced incandescent products are presently available in retail stores for the 
main exempted category. 

Recently, manufacturers and advocates agreed on a timetable for a DOE rulemaking to address 
this problem, and this timetable was adopted in the Senate committee markup of their appliances 
bill (S.598, Sec. 7). We urge the House to adopt this compromise as well. 

7. Enhanced decision criteria for new standards 

New standards must be economically justified as determined by the Secretary according to seven 
factors (EPCA section 325(o)). Although these factors give the Secretary significant discretion, 
DOE has sometimes ignored important societal benefits. ACES would rectify this problem by 
requiring the Secretary to consider the economic benefits of reduced emissions and the impact of 
energy savings on the overall energy price level. For example, DOE found in its recent 
rulemaking for home furnaces that the decline in gas demand resulting from a strong standard 
would lower the commodity price of natural gas. These important national benefits should be 
weighed in decision making. 

While we support these enhancements, we recommend dropping a final addition concerning 
commercial availability and market share (Clause (X) on page 242). The existing law specifies 
that revised standards must be set at the “maximum level which is technologically feasible and 
economically justified.” DOE already must demonstrate “technological feasibility” and 
routinely searches out all technical options. We are concerned that this new clause could be 
construed as the basis for a market share test to determine economic justification. However, 
standards are in part designed to overcome market barriers to efficiency that can result in low 
market share. A market share test would set the rationale for standards on its head. Therefore, 
we recommend that clause X be dropped. 

8. Strengthen the rebuttable presumption 

The main decision criteria for new standards provide the Secretary significant discretion. An 
alternative decision tool is based on simple payback - if a standard pays back any additional up 
front cost in three years or less, it is presumed to be justified. This provision should provide a 
floor which protects against standards which are too weak. However, DOE has ignored this 
provision, in part because the statute tacks guidance on what is required to rebut a standard 
meeting the payback criterion, ACES provides a clearer test; a standard may only be rebutted if 
there is clear, convincing and reliable evidence of hardship imposed on consumers or 
manufacturers outweighing the benefits. In addition, ACES extends the payback period to 5 
years, providing a higher floor for future standards. We support this clause with one 
modification. To accommodate products with short operating lives, the rebuttable presumption 
should be based on the shorter of 5 years or 75% of a product’s life to avoid paybacks longer 
than a product’s operating life. 
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Additional program reforms 

We recommend to the House several enhancements included in the Senate appliances bill 
introduced by Senators Bingaman and Murkowski (S. 598), as marked up by the Senate Energy 
and Natural Resources Committee last month. These provisions are as follows: 

Appliance test procedures 

In 2007, EISA directed DOE to review and revise appliance test procedure changes over a seven- 
year period. But seven years is a long time and some revisions cannot wait. A provision in 
S.598 (Section 02) would allow parties to petition DOE to adopt changes to specific DOE test 
procedures. DOE reviews the proposal in line with established procedures and criteria and is 
given a deadline for making decisions. It also requires timely responses from DOE to petitions, 
something that is a problem. As an egregious example, a petition submitted by the California 
Energy Commission in May 2008 to repeal a useless television test procedure from 1977 has not 
even been acknowledged, let alone acted upon. Direct final rules are permitted in both S.598 and 
ACES (Section 213(b)) which encourages consensus agreements that can accelerate updates and 
ease DOE’s workload. These sections would need to be reconciled. 

Schedule for DOE to rule on petitions 

Current law has a provision permitting interested parties to petition DOE to revise a specific 
standard. However, no deadlines are provided. This section (S. 598, Section 4) gives DOE 180 
days to respond to a petition, and if the petition is granted, three more years to publish a final 
rule on the standard. 

Studying compliance with Federal standards 

About 45 products are now regulated and, to our knowledge, no one has ever conducted a 
systematic assessment of compliance. Enforcement is important in order to ensure that energy 
savings are real, and to protect the vast majority of law-abiding companies from unscrupulous 
competitors. We have heard informal reports that some standards are not being fully followed. 
Some Congressional offices have expressed interest in improving standards enforcement. A first 
step in such efforts is to conduct a study to see what the problems are and where they lie. 

Section 7 of S. 598 would have DOE conduct such a study. We envision that DOE would hire 
one or more contractors to survey products on the market for each regulated product category, 
ascertaining as best as possible from available data which products are in compliance with 
standards and which are not. Such surveys would be made using the Web (manufacturer, 
wholesaler, and retailer sites), and by visiting a sample of retail stores. Some products on the 
market would be purchased and independently tested to see if they were in compliance or not. 


NEW STANDARDS IN ACES 2009 

The House discussion draft includes new standards for five categories of products. We estimate 
that the specific standards included in ACES will save at least 17 billion kilowatt hours annually 
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by 2020, or roughly enough to meet the needs of 1.5 million typical U.S. households. The 
standards would reduce power sector carbon dioxide emissions by nearly 1 2 million metric tons 
per year. 

The table below summarizes estimates of energy savings from the proposed new standards: 


Product 

2020 kWh 
Saved 
(millions) 

2020 Peak Demand 
Reduction (MW) 

2020 CO 2 
Emissions 
Reductions (MMT) 

Net Discounted 
Consumer Benefits 
(million $) 

Portable lighting fixtures 

3,856 

573 

2.62 

3,700 

Outdoor lighting fixtures 

12,570 

Small, on off-peak 

8.54 

Not vet estimated 

Water dispensers 

250 

35 

0.17 

230 

Hot food holding cabinets 

314 

103 

0.21 

290 

Portable electric spas 

185 

43 

0.13 

100 

Total 

17,175 

754 

11.67 

4,300 


Notes to table: Net Discounted Consumer Benefits are for purchases through 2030. 2020 kWh 
savings for outdoor lighting fixtures adapted by ACEEE from Philips estimates cited above, 
based on a 20 year average fixture life. C02 savings are prorated based on ratio of kWh to C02 
savings for other products. 

Outdoor lighting fixtures (Section 211(a)) 

We thank Representative Jane Harman for introducing HR 1732 which would set standards for 
outdoor lighting and Representatives Waxman and Markey for including outdoor lighting 
standards in ACES. We support the concept of federal standards and look forward to working 
with members of industry and the committee to work out acceptable language. 

Outdoor lighting fixtures are generally fairly high wattage products and are on for many hours 

each night. Outdoor lighting accounts for about 8% of 
U.S. lighting energy use and 2% of total U.S. electricity 
use. The largest outdoor lighting uses are roadways 
(streets and highways) and parking lots.* Current systems 
use a variety of lamp types, including incandescent, 
mercury vapor, low and high pressure sodium (yellowish 
light), and metal halide lamps. In the past few years, 
rapid technical strides have been made and a new 
generation of more efficient types is emerging including 
LED lighting and advanced metal halide and high 
pressure sodium lamps. In addition, efficiency can be 
improved with electronic ballasts, use of lighting controls 
and improved fixture designs. Substantial energy can be 
saved by standards that steadily eliminate the least 
efficient fixtures from the market in favor of more 
efficient products. 


® Navigant Consulting. 2002. U.S. Lighting Market Characterization. Washington, D.C.: Buildings 
Technologies Program, U.S. Department of Energy, 



LED Lighting, 1-35 Bridge, Minneapolis, (DOE) 
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Early this year Philips Lighting approached efficiency advocates’ to explore the possibility of 
new standards for outdoor lighting. This coalition is actively discussing this proposed standard 
with other lighting companies and we are optimistic that strong standards will emerge. This 
process of negotiation concurrent to legislative consideration is similar to that which led to the 
successful enactment of standards for general service incandescent lamps in EISA. 

As proposed in ACES, the standard would regulate the whole system efficiency of new outdoor 
lighting fixtures with an initial requirement of 50 lumens per watt, effective 2011, rising to 70 
lumens per watt in 201 3 and 80 lumens per watt in 2015 (existing fixtures would not be affected). 
Additional provisions would require 2-level or dimming controls and good lumen maintenance 
(maintenance of light levels over time). Advanced LED, metal halide, and high pressure sodium 
systems would all comply, but old technologies would not. The proposed standards would also 
outlaw the ongoing sale of the least efficient high light output outdoor lamps. New, more 
efficient replacements are readily available. 

Philips Lighting has analyzed the likely savings from this standard and estimates that this 
standard would eventually save about 30 billion kWh per year from fixture efficiency 
improvements alone, once existing fixtures are fully replaced. The bi-level controls would add 
additional savings. They estimate annual carbon dioxide emissions reductions of more than 16 
million metric tons and annual energy bill reductions of about $3.6 billion once all fixtures are 
replaced. 

Portable lighting fixtures and GU-24 lamps (Sections 211(b)) 

Standards for portable lighting fixtures and GU-24 lamps were established in California in 2008 
and this provision makes this standard a national one (section 5). This standard transitions new 
fixtures away from use of inefficient screw-in incandescent lamps, and towards an array of more 
efficient choices including compact fluorescent lamps, LED lighting, or low/medium wattage 
halogen lamps. A variety of options are provided to manufacturers and consumers, so an 
appropriate choice can be found for all applications. For example, under the provision, there are 
two main compact fluorescent options - a dedicated ENERGY STAR compact fluorescent 
fixture or including ENERGY STAR screw-in compact fluorescent lamps in the box with the 
fixture. The provision also builds upon current DOE and ERA ENERGY STAR standards for 
LED fixtures, providing guidance for an important emerging type of light. 

In addition, the GU-24 provision follows California rules to prevent a new type of universal 
compact fluorescent base (GU-24) from being used with incandescent lamps. Unlike present 
bases, the GU-24 base can be used with many types of compact fluorescent lamps. Industry, 
utilities, and ENERGY STAR staff are planning to widely promote its use as a way to guarantee 
lighting energy savings. However, these efforts would be undermined if GU-24 incandescent 


Alliance to Save Energy, Appliance Standards Awareness Project, and Natural Resources Defense 
Council 

Cook, Keith. 2008. “Proposed Outdoor Lighting Efficiency Standards". Washington, DC: Philips 
Lighting. 
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lamps are introduced because no energy is saved if incandescent lamps are used in GU-24 
fixtures. Section 6 would prevent this from happening. 

In the process of negotiating these federal provisions, a few refinements to the California 
regulations were negotiated between efficiency advocates led by ACEEE and the American 
Lighting Association (the industry trade association for these products) to strengthen some of the 
requirements, gradually phase in the requirement for testing for whole system efficacy, and 
exclude purely decorative fixtures from the whole system efficacy requirements. For example, 
for LED fixtures over the 2012-2016 period, the bill permits these fixtures to either meet the 
current DOE ENERGY STAR LED fixture specification, or provides an option for a higher 
“light engine” efficacy (“efficacy” is a lighting industry term for efficiency), without requiring 
testing of whole system efficacy. As of 2016, new standards will apply, to be developed by DOE 
by 2014. Given California’s pioneering role, this provision also allows California to revise its 
current standard, but this authority expires in 2014. Similar provisions were included in EISA 
and EPAct 2005, when California standards were adopted as federal standards. These changes 
represent thoughtful compromises on these issues, compromises that have the support of both 
efficiency advocates and ALA. 

ACEEE estimates that this provision will reduce U.S. electricity use in 2020 by about 3.9 billion 
kWh, enough to serve about 350,000 average U.S. residential customers for a year. ' ' These 
standards will reduce peak electric demand in 2020 by about 570 MW, equivalent to a typical 
new coal-fired power plant or two typical natural gas-fired power plants. Net present value 
financial savings to consumers will exceed $3.7 billion from purchases through 2030, accounting 
for both the value of the energy saved and the modestly higher purchase cost for complying 
fixtures. By 2020, this standard will reduce carbon dioxide emissions by about 2.62 million 
metric tons, helping to make a significant dent in greenhouse gas emissions. This is equivalent 
to taking 485,000 cars off the road for a year. 

While we support this provision, we think it can be improved in one important respect. The bill 
permits halogen fixtures rated up to 100 Watts, but provides no efficiency standards for these 
products. We recommend that halogen lamps be required to meet efficiency levels similar to 
those Congress adopted for general service incandescent lamps as part of EISA. We are now 
trying to develop a specific proposal in discussions with ALA. 


Bottle-type water dispensers 

Bottled water dispensers are commonly used in both homes and offices to store and dispense 
drinking water. Designs include those that provide both hot and cold water and those that 
provide cold water only. In 2000, the EPA issued a voluntary ENERGY STAR performance 
specification for standby energy of 1 .2 kWh per day and 0. 1 6 kWh per day for “hot and cold” 
dispensers and “cold only” dispensers, respectively. “Hot and cold” water dispensers tend to be 


” At 1 1 ,000 kWh/year per household, per EIA data. 

Based on 12,000 miles/vehicle each year, a fuel economy of 20 MPG, and 20 pounds of CO 2 emitted 
per gallon. There are 2,204.6 pounds per metric ton. With these assumptions each car emits about 5.44 
metric tons of carbon dioxide equivalent annually. 
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much less efficient than “cold only” because they must maintain water tanks at two 
temperatures in a small space. The greatest factor determining energy efficiency is 
insulation of the water reservoirs. Older models of “hot and cold” dispensers often 
do not have insulated hot water tanks, which increases heat dissipation and standby 
energy waste. Adding insulation between the tanks and increasing existing 
insulation levels can reduce standby energy waste. A Pacific Gas & Electric Co. 
report found that a reduction from the baseline “hot and cold” dispenser daily 
energy consumption of 1.93 kWh to the proposed 1 .2 kWh would save nearly 38% 
of annual energy consumption. The slight cost (about $ 1 2) to improve a basic unit to 
meet the proposed standard would be earned back in lower energy costs within 
about 6 months at national average energy prices. EPA data indicate that just over 
40% of water dispensers sold meet the ENERGY STAR specification.*^ 

In December 2004, the California Energy Commission adopted the ENERGY 
STAR standard for “hot and cold” dispensers as a mandatory standard, affecting units sold after 
January 1, 2006. Subsequently the same standard has been adopted in Connecticut, Maryland, 
New Hampshire, Oregon, Rhode Island, and the District of Columbia. We recommend that this 
same standard be adopted as a federal standard and that DOE be directed to develop a revised 
standard by 2013, effective three years later. 

I provide estimates of energy and economic savings for this proposal later in this testimony. 
Commercial hot food holding cabinets 

Hot food holding cabinets are used in hospitals, schools and other applications for storing and 
transporting food at a safe serving temperature. They are freestanding metal cabinets with 
internal pan supports for trays. Most are made of stainless steel and are insulated; however, there 
are some models that are non-insulated and are often made of 
aluminum. The main energy-using components include the heating 
element and the fan motor. 

The ENERGY STAR specification sets a maximum idle energy rate 
issued for hot food holding cabinets of 40 Watts per cubic foot of 
measured interior volume. Appropriate insulation in hot food holding 
cabinets is the key mechanism to meet this specification. Insulated 
cabinets also have the advantage of quick preheat times, less 
susceptibility to ambient air temperatures, and a more uniform cabinet 
temperature. The recommended maximum idle energy rate translates 
to a 78% annual energy savings of 1,856 kWh relative to a basic, 
inefficient model. These energy savings cover the estimated additional 
cost of more efficient units within 3 years. Data is uncertain, but it 
appears that about 40% of hot food holding cabinet sales meet this 



Source; Carter-Hoffmann 


Nadei, S., A. deLaski, M. Eldridge, and J. Kliesch. 2006. Leading the Way: Continued Opportunities for 
New State Appliance and Equipment Efficiency Standards. Washington, DC: American Council for an 
Energy-Efficient Economy. 
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specification.''* 

In December 2004, the California Energy Commission adopted this level as a statewide 
minimum standard, effective January 2006. Subsequently the same standard has been adopted in 
Connecticut, Maryland, New Hampshire, Oregon, Rhode Island, and the District of Columbia. 

We recommend that this same standard be adopted as a federal standard and that DOE be 
directed to develop a revised standard by 2013, effective three years later. 

I provide estimates of energy and economic savings for this proposal later in this testimony. 

Portable electric spas (hot tubs) 

Portable electric spas are self-contained hot tubs. They are 
electrically heated and are popularly used in homes for relaxation 
and therapeutic effects. The most popular portable spas hold between 
210 and 380 gallons of water; however, some models can hold as 
much as 500 gallons. “In-ground” spas are not included in this 
category. 

Over half the energy consumed by a typical electric spa is used for 
its heating system. Heat is lost directly during use and through the 
cover and shell during standby mode. Improved covers and increased insulation levels are key 
measures to improving efficiency and can decrease standby energy use by up to 30% for a spa of 
average-to-low efficiency. Another measure is the addition of a low-wattage circulation pump or 
improvements to pump efficiency that would generally save 15% of standby energy consumption 
of an average-efficiency spa. Automated programmable controls, which would allow users to 
customize settings based on predicted usage patterns, are a third measure to improve efficiency 
and could save roughly 5% of a spa’s standby energy consumption. 

In December 2004, the California Energy Commission (CEC) adopted a maximum standby 
energy consumption standard of 5 Watts for portable electric spas where 'V = the total spa 
volume in gallons and 2/3 means to the two-thirds power. Standby energy consumption 
represents the majority (75%) of the energy used by electric spas and refers to consumption after 
the unit has been initially brought up to a stable temperature at the start of the season and when it 
is not being operated by the user. The energy consumption calculation (V“) used by CEC 
approximates total spa surface area, which is directly related to standby energy use. A maximum 
standby energy requirement indexed to total spa surface area thus requires spas of all sizes to be 
equally efficient. 

The California standard is a modest initial effort and is probably met by the majority of spas now 
being sold. CEC estimates that the products meeting the standard cost $100 more than basic 
models. At national average energy prices, this additional cost is covered within 4.3 years. 
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Connecticut and Oregon have subsequently adopted the California standard. We recommend 
that the same standard be adopted as a federal standard and that DOE be directed to develop a 
revised standard by 2013, effective three years later. 


VOLUNTARY PROGRAMS 

Finally, ACES includes two sections dealing with voluntary programs. We are concerned that 
the proposed language related to Energy Star would place overly restrictive limits on the 
program, limiting its applicability and effectiveness. We suggest an alternative approach to 
enhance the program based on a proposal worked out in the Senate committee. A second 
proposal in ACES proposes a new program to foster the most efficient products. 

Limits on ENERGY STAR 

We are concerned that Section 215 which would set far too restrictive limits on the ENERGY 
STAR program, prohibiting ENERGY STAR levels which exceed a three to five year consumer 
payback. As a voluntary program covering dozens of products, EPA and DOE need more 
flexibility to develop appropriate criteria in consultation with stakeholders. For example, the 
payback test in ACES would immediately make illegal the current ENERGY STAR program for 
home furnaces and water heaters, and no substitute level makes sense. This would leave gaping 
holes in ENERGY STAR for the biggest energy consuming appliances in many homes. 
Sometimes, for rapidly evolving product categories like home electronics, ENERGY STAR has 
attempted to guide market development of more efficient products as when it established 
standards for Digital Television Adapters (DTAs) well in advance of market availability of any 
products. It would have been impossible for EPA to demonstrate cost-effectiveness for the DTA 
ENERGY STAR level. Yet, this level, ultimately, formed the foundation for the efficiency 
qualification criteria for products receiving federal rebates, thus saving significant amounts of 
energy. We urge the Committee to drop this section. 

As an alternative, we recommend the House adopt section 3 of S. 598 which requires agency 
review and compliance documentation which should help ENERGY STAR address some recent 
problems. ENERGY STAR has been a valuable and very successful program to promote the sale 
of high efficiency products. The program was started by EPA, but for many years DOE has 
taken the lead on some products, under the terms of an interagency MOU. In October 2008, 
Consumer Reports published a report on ENERGY STAR, finding a few problems. Specifically, 
they found that a few manufacturers were distorting refrigerator test results, and since the 
program relied only on manufacturer testing, there was no mechanism to catch this problem. 

The article also noted that some appliance specifications needed updating, as indicated by the 
fact that a majority of products on the market earned the ENERGY STAR rating, although DOE 
and EPA generally target the top 25% of products for the label. 

Our understanding is that the agencies have been working to address these problems, but Section 
3 of S. 598 requires them to take action. Specifically, it requires some type of independent 
certification or review of product testing for each product, while giving the agencies and each 
industry flexibility as to what type of certification/review most makes sense for a product. This 
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provision also requires DOE and EPA to review the ENERGY STAR specification when the 
market share for a product category reaches 35%. If a review begins when market share reaches 
35%, market share can grow considerably in the year or more it takes to complete the review, set 
a new specification, and put the new specification into effect. While 35% is a good review 
threshold for most products, there are exceptions (e.g., compact fluorescent lamps where 
ENERGY STAR is a quality mark and not just for the best products). Therefore, the provision 
permits the agencies to revise this percentage on a product-specific basis as part of their first 
review. We believe these provisions will improve the ENERGY STAR program, while giving 
the agencies needed flexibility. 


Best-in-Class Appliance Deployment Program 

Section 214 would create a “Best-in-Class Appliance Deployment Program” (BICAD) aimed at 
incentivizing the development and market growth of the next generation of very efficient 
products. This program, based on concepts developed by Natural Resources Defense Council 
(NRDC) with input from major national retailers and manufacturers, could be a strong 
complement to the existing national standards program and the ENERGY STAR program: 

While standards establish a national floor and ENERGY STAR demarcates and promotes, in 
general, products which are among the best 25% of current offerings, this new program would 
provide financial incentive to increase market share of the very most efficient available. Such an 
effort could pave the way for improved ENERGY STAR levels over time, and eventually, 
improved standards. 

According to NRDC, BICAD would establish three types of monetary incentives for retailers and 
manufacturers based on the sale and development of best-in-c!ass high-efficiency building 
equipment, consumer electronics and household appliances. 

1 . The first incentive is directed at retailers for sales of Best-in-Class Product models. 

The Secretary of Energy selects a class of product for the program and determines the 
most efficient product models within that class. Retailers could then obtain a bonus 
for each sale of a Best-in-Class model. The size of the bonus would be based on the 
energy consumption savings of the Best-in-Class Product model compared to the 
average product in the class. In order to make sure the program remains up-to-date, 
the Secretary would review the standards and qualifying Best-in-Class Product 
models on an annual basis. 

By targeting the incentive at retailers, this program can significantly increase the sales of 
the most efficient products - benefiting both consumers and the environment - at far less 
cost than traditional programs that only offer incentives to customers. 

2. The second incentive provides a bounty to retailers when a sale of a Best-in-Class 
Product model is accompanied by the retirement and recycling of an existing 
inefficient functioning product. Bounties would be based on the difference of energy 
use between the retired product and the energy use of an average new product in the 
product class, discounted for the retired product’s estimated remaining life. The 
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legislation also includes a provision to establish standards for environmentally 
responsible methods of recycling. 

This program ensures that old and inefficient products do not remain in use either in the 
consumer’s home or through resale. 

3. BICAD’s third incentive would reward manufacturers for the development and 
production of Superefficient Best-in-Class Products. The Secretary will determine 
the highest efficiency product that can be mass-produced and then provide a bonus to 
manufacturers for products meeting that standard. This will spur the creation of more 
efficient products and make those products more affordable. 

Among the key concerns which should be taken into account as this provision is further 
developed include making sure that levels are adequately aggressive and ensuring that ffee- 
ridership (incentives paid for sales that would have happened absent the program) is kept to a 
minimum. 


TECHNICAL CORRECTIONS 

When the EISA conference negotiations were completed, a number of errors were made in 
compiling the final bill. We have worked with industry and Committee staff to identify these 
problems and develop suggested edits. We generally support the technical amendments 
contained on pages 1 13 to 143 of the discussion draft and will provide any detailed comments to 
committee staff We are also working on additional technical corrections intended to ensure that 
all products fall within the scope of the EISA provision for regular reviews and that enforcement 
and other general provisions apply to all products added by EPACT 2005 and EISA. We will 
provide recommendations as soon as possible. 


CONCLUSION 

We support Subtitle B of ACES with some modifications as described in this testimony. The 
specific proposed standards will save enough electricity to power about 1 .5 million typical 
American homes annually. ACES also contains many important reforms to the national 
appliance standards which will enhance the responsiveness of DOE to stakeholders, improve 
DOE decision making and remove needless roadblocks to state efficiency initiatives. 
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Mr. Markey. Thank you, Mr. DeLaski, very much. 

Our final witness is Mr. Dwight “Sonny” Richardson. He is the 
chairman of the National Association of Home Builders Construc- 
tion Codes and Standards Committee. He is also president of Rich- 
ardson Home Builders in Tuscaloosa, Alabama. Please begin when 
you are ready, Mr. Richardson. 

STATEMENT OF CHARLES RICHARDSON 

Mr. Richardson. Thank you, Mr. Chairman, Ranking Member 
Upton and Ms. Baldwin. I appreciate the opportunity to travel to 
Washington to discuss the energy bill, the carbon cap bill, global 
climate change bill with you on behalf of the 200,000 members of 
the National Association of Home Builders, NAHB. 

As you well know, we in the home building industry are facing 
devastating times in addition to the environmental and energy 
challenges facing our country. From building 2 million homes in 
2006, we expect to construct less than 500,000 this year nation- 
wide. Nonetheless, amidst the worst housing downturn since the 
Great Depression, I can personally attest to the strides our indus- 
try has made in energy efficiency and sustainability for our Na- 
tion’s new homes. According to the Energy Information Administra- 
tion, newer homes, those built since 1991, account for only 2.5 per- 
cent of all energy consumed nationally. Our industry has pioneered 
development of the only national green building standard approved 
by the American National Standards Institute and has invested 
millions in an industry-transforming green building program, sav- 
ing both energy and natural resources. 

Drawing on my lifetime experience, I am a second-generation 
home building, in the construction field, I believe that some of the 
policy approaches put forth in the American Clean Energy and Se- 
curity Act draft are unlikely to produce the expected energy sav- 
ings. In particular, the provisions in section 201 aggressively in- 
crease energy targets for new homes, provide greater authority for 
the Department of Energy to modify codes and give little flexibility 
to State or local areas with specific geographic and climatic condi- 
tions. The current language is problematic for a number of reasons. 
In the broadest sense, seeking significant savings from new homes, 
smallest, most energy efficient misses the target. Increasing costs 
and reducing affordability for newer, more efficient homes ad- 
versely affects lower and moderate income families that spent the 
most as a percentage of income on energy. In some instances, the 
provisions in section 201 exceed a number of successful programs 
such as era’s Energy Star for Homes and many green building 
programs, not just the new national green building st^andard. Striv- 
ing solely for small incremental savings without accommodation for 
the more robust sustainability framework of a green program 
means that the more environmentally sound green homes could be 
noncompliant with the targets outlined in section 201 yet these 
homes have a smaller carbon footprint because of sustainable de- 
sign and resource considerations not covered by energy codes alone. 

On the other hand, NAHB is pleased to see that section 202 of 
the draft legislation provides resources to consumers to upgrade 
their existing homes and buildings and equally pleased that Vice 
President Gore supports this path. This will direct the resources of 
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the federal government at the largest consumer of energy in the 
residential sector, older homes. According to the Census Bureau, 
there are roughly 128 million homes in the United States today 
and fully 74 percent, or 94 million, were built before the existence 
of modern energy codes. Home builders have done their part and 
are doing their part to make newer homes more efficient. Now the 
federal government can help residents of existing homes continue 
to help to do their fair share to reduce energy consumption. 

Despite our economic challenges, our home building industry has 
voluntarily taken the initiative to develop a rigorous national green 
building standard, continues to implement energy efficiency in new 
construction and is working diligently to preserve housing afford- 
ability for the next generation of green and energy efficient homes. 
NAHB supports improving efficiency in national model codes and 
participates along with many others in the development process of 
the International Code Council. Because codes by their very nature 
do not address all aspects of energy consumption in housing, 
NAHB hopes that Congress will carefully consider an integrated 
energy strategy for the residential sector. This includes many as- 
pects beyond the reach of codes such as equipment efficiency, occu- 
pant behavior, plug loads and appliance choices. Our NAHB mem- 
bers are stakeholders in both the building and energy efficiency in- 
dustries. We look forward to working with the subcommittee to 
craft policies that effectively address the energy challenges facing 
our Nation and housing. 

My written comments provide additional details on these points 
as well as recommendations for changes to the draft legislation the 
committee will soon consider. Thank you for the opportunity to ap- 
pear today and testify on behalf of my National Association of 
Home Builders. 

[The prepared statement of Mr. Richardson follows:] 
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statement of Sonny Richardson, 

On Behalf of the National Association of Home Builders 
“Legislative Hearing Regarding American Clean Energy Security Act" 

Subcommittee on Energy and the Environment 
House Energy and Commerce Committee 

April 24, 2009 

Chairman Markey, Ranking Member Upton, and distinguished members of the 
Subcommittee, my name is Sonny Richardson and I am a home builder from Tuscaloosa, 
Alabama. I am pleased to present testimony today on behalf of the 200,000 members of the 
National Association of Home Builders (NAHB), representing every aspect of the residential 
construction industry - single family and multi-family builders, light commercial builders, 
remodelers, material suppliers, appliance manufacturers, real estate professionals, and housing 
finance interests. 

Facing the brunt of the economic downturn and the worst housing market since the Great 
Depression, I can personally attest to the devastating losses and historic declines facing our 
industry. Falling from a height of two million new homes constructed in 2006 to less than 500,000 
projected for 2009, the housing industry has suffered overwhelming setbacks that continue to 
force our small business members (comprising 80% of our association) out of business. This 
affects the ability of our industry to deliver the next generation of housing to the market that will 
be more energy and resource efficient. Because NAHB members build about 80% of all the new 
homes in the United States, we must necessarily influence the manner in which energy efficiency 
and sustainable technologies are introduced into our nation’s housing stock. As one of those 
promoting energy efficiency and affordability in my industry, I am excited to testify today about 
both the challenges and opportunities facing us as we work collectively to evaluate and improve 
efficiency in the residential sector. 
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The challenge of climate change affects everyone, including the residential construction 
industry. NAHB members are responding in numerous ways, contrary to assertions that builders 
generally oppose efficiency. NAHB invested millions of dollars in developing a national green 
building program and creation of the first and only National Green Building Standard™ approved 
by the American National Standards Institute (ANSI). Home builders embrace robust national 
policies to address today's environmentai challenges and support effective measures to 
implement greater sustainability and efficiency in the broadest possible manner. This written 
statement explains the realities of the housing market and explains how the provisions in the 
American Clean Energy and Security Act of 2009 Draft (ACES Act Draft) to update state building 
energy efficiency codes (Section 201) may not achieve true energy savings, but are likely to 
impair affordability for millions of future residents of green and energy-efficient dwellings. 
Residential Energy Consumption Realities 

Although targeted as a major untapped reservoir of potential energy and greenhouse gas 
emissions (GHGs) savings, the residential sector has already moved at lightning speed to 
embrace energy efficiency and sustainability in new buildings, in fact, according to the Energy 
Information Administration (EIA), newer homes, i.e., homes built after 1991 - represent the 
smallest fraction, 2.5%, of all the annual national consumption in 2001 . 


Energy Consumption in 2001 in Trillions of Btu 


Total 

96,498 

100.00% 

Residential Sector 

20,228 

20.96% 

Manufactured Housing 

1,301 

1.35% 

Fossil Fuel Used to Generate Electricity 

815 

0.84% 

Consumed by Residence 

486 

0.50% 

Single Family and Multifamily Built before 1991 

16,498 

17.10% 

Fossil Fuel Used to Generate Electricity 

8,743 

9.06% 

Consumed by Residence 

7,755 

8.04% 

Single Family and Multifamily Built 1991-2001 

2,429 

2.52% 

Fossil Fuel Used to Generate Electricity 

1,386 

1.44% 

Consumed by Residence 

1,043 

1.08% 


Sources: Annual Energy Review by the Energy Information Administration: the 2001 

Residential Energy Consumption Survey, Energy Information 

Administration. 
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This is important because it demonstrates the shortcomings of a policy approach that is designed 
to require aggressive increases in efficiency for new construction that ultimately may not deliver 
the greatest energy savings. The biggest return on efficiency investment in the residential sector 
would be realized by improving older homes, which according to the U.S. Census Bureau 
comprise 74.1% of the current U.S. housing stock; 


Age of Structure Demographics 

Total Housing Units, U.S. - 127,895,430 

2007 American Community Survey, U.S. Census Bureau 


Built Before 1990 
Built 1990 to 1999 
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Because building codes and construction practices have improved over time, newer 
homes are dramatically more energy efficient. The ability to realize additional energy savings 
from an already super-efficient segment of the residential sector via building codes is extremely 
limited, and thus cannot be expected to deliver dramatic results in terms of greenhouse gas 
(GHG) emissions reductions or consumer utility savings. NAHB suggests that a much more 
robust approach to integrated energy efficiency in the residential sector is the best way to achieve 
the goals of reducing energy consumption and GHG emissions. 

The Role of Building Energy Codes 

I am an active participant in the code development process that occurs through the 
International Code Council (ICC) and can confirm that much of the rhetoric today about what 
building codes can do for energy savings, aimed at the public and policymaker alike, is terribly 
shortsighted. Some groups suggest that ail concerns about the built environment and the GHG 
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emissions attributable to it could easily be ameliorated with a few aggressive building code 
regulations. Others recognize that energy efficiency is more than just building codes and that 
greater focus is needed on sustainability and the overall performance of the home. Regrettably, 
facts about what is actually attainable through energy code requirements is often lost in broad 
platitudes while the true realities of residential energy consumption and the development of 
effective policies to address it holistically are cast aside. 

It is true that codes are consistently improved through a normal cyclical process whereby 
stakeholders from every interested party - enforcement officials, environmentalists, builders, etc, 
- convene to discuss the merits of certain changes, eventually producing a revised code for 
adoption by state or local governments. It is false to assume that just requiring states or local 
governments to adopt arbitrary above-code compliance targets for all new construction is going to 
translate into deliverable energy savings. A state or local government may decide to adopt an 
aggressive energy code for new construction, but without resources to enforce it, or without 
resources to address existing homes, such requirements are not meaningful on a broad scale. 

The implementation of energy codes at the local level and the need for geographic 
flexibility is one reason why the federal government is limited in terms of what it can expect state 
and local governments to deliver. Under the police powers of the U.S, Constitution, states are 
given the authority to determine appropriate building codes within their jurisdiction. Some states 
confer this authority to local municipalities and set up a framework whereby climatic and 
geographic concerns can be specifically addressed in their individual jurisdictions. For example, 
Florida needs the flexibility to require hurricane impact resistant building standards, and similarly 
may require more efficient air conditioning equipment because these are specific geographic 
demands that make sense for that state. Whereas requiring the same codes in Michigan - i.e., 
hurricane impact resistant building standards and high-efficiency air conditioners - might be 
completely illogical. 
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Because geography, climate, and other conditions impact the combined structural safety, 
soundness, and energy performance of residential structures in various parts of the U.S., it is 
necessary to have the flexibility to adopt national model codes that fit specific needs. While the 
federal government should encourage greater efficiency through incentives (e.g.. Section 45L 
New Energy Efficient Home Credit), it would falter in local code enforcement and risk bypassing 
specific local needs. In this regard, it could also supersede existing public-private programs (e.g,. 
Energy Star®), and overlook successful green building programs. Provisions like Section 201 of 
the ACES Act Draft that require states to adopt above-code targets without reference to the 
robust sustainability framework of more environmentally-sound green building not only leave 
states or local areas out of compliance with federal law, but essentially downgrades sustainability 
for the sake of code compliance. NAHB believes it should never be the case that a state must 
choose between such extremes, especially since green homes save both energy and resources. 

State and local governments need to be actively engaged in developing code 
equirements that are appropriate for the structures built within their jurisdictions. The federal 
government needs to support them with resources for code implementation that saves energy 
and resources while not endangering public health or adversely affecting affordability for 
consumers that generally bear the largest burden (as a percentage of income) of energy costs, 
i.e., lower and moderate-income families. The federal government can embrace greater 
efficiency in our nation's housing stock in a manner that supports housing affordability so that 
everyone, at all price points, can enjoy a green and energy-efficient home. 

Energy Efficiency and Affordability 

One of the most important aspects of the current code development process is the ability 
to consider costs and benefits to improvements in efficiency stringencies and to determine 
paybacks in terms of energy savings for certain features based on initial costs. These “payback 
periods” are important for demonstrating those changes that can deliver more immediate 
consumer savings in terms of initial costs versus changes that may take decades or longer to 
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payback in energy savings. For example, a change in the lighting requirements from 
incandescents to fluorescents or LED, which NAHB supports, has a 1-2 year payback to the 
consumer in terms of energy savings versus upfront costs while increasing attic insulation may 
take decades or never payback. In this regard, the law of diminishing returns applies, i.e., only 
minimal additional energy savings can be realized by an incremental increase in any given 
energy efficiency measure. 

However, when the frame of reference is shifted from the payback in energy savings to the 
consumer, for example, to a “life cycle” of a building or home, per Section 201 , these reasonably- 
determined cost considerations for the consumer are bypassed entirely. In this instance, a 
consumer would be responsible for paying for efficiency features that-may payback over the 
entire time a home exists, rather than realizing any meaningful energy savings during the time in 
which he or she might occupy the home (often less than 10 years). 

It is also possible that some changes in efficiency features may never payback during the 
lifetime of the structure. For example, requiring double-pane low-e windows in southern Florida 
has an energy savings payback of over 300 years, NAHB suggests adding language, as passed 
by the House in previous energy legislation - H.R. 3221 , Roll Call No. 832, August 4, 2007 - that 
states that changes to the codes must be “technically feasible and economically Justified based 
on availabie appiiances, technoiogies, materiais, and construction practices." This will help 
accommodate changes that put the consumer first in energy savings paybacks and energy 
efficiency. 

Despite the dramatic downturn and the virtuai halt of new construction in the U.S., NAHB 
believes that we must preserve affordability for the new homes that must be built once the market 
turns around. In this regard, if the government adopts the approach of mandatory energy codes 
embraced in a "life cycle" costing approach, there is great potential risk for harm to marginal first- 
time home buyers. These buyers are typically characterized by lower incomes, limited up-front 
cash for down payments, with intent to purchase relatively modest-priced homes. Ironically, 


6 



1087 


these lower-income marginal buyers are also the ones that share the larger burden of energy 
costs as a percentage of income and therefore often cannot and should not be expected to wait 
decades for future paybacks from efficiency features. 

Mandated criteria that increase up-front costs for new homes in exchange for a future 
payback may work well at the top of the market, or even in the average case, yet have the effect 
of pricing out marginal first-time buyers at the lower end of the market. NAHB does not believe 
the assertion that a broad public policy objective should be achieved on the backs of a relatively 
narrow segment of the market with limited resources. Similarly, NAHB hopes that Congress will 
not impose policies that increase costs for newer, more energy efficient homes in a manner that 
relegates lower and moderate-income families to less-efficient older housing stock. 

Energy Performance 

Some argue that building envelope improvements - often accomplished through code 
change requirements - are the best way to address building efficiency because it is assumed that 
.uilders will simply absorb the additional costs. The truth is that builders cannot simply push 
thousands of dollars of efficiency upgrades onto consumers, particularly in instances where 
consumers are not even demanding such features, and expect to remain competitive in the 
market. Many of the features that consume energy in a home are not chosen by builders or 
covered by codes, but ultimately affect the home’s energy performance and can, in some cases, 
offset envelope improvements that are covered by codes. 

The exponential growth in electronics use and plug-connected equipment in a home will 
have dramatic affects on a home's ultimate energy performance. In April 2008, the Electric 
Power Research Institute (EPRI) presented information at an event on Capitol Hill that showed 
that by the year 2030, 30% of all the energy consumed in a home will be "plug load" capacity’. 
The proliferation of big screen televisions, computers, cell phone chargers, DVR’s, and even 


’ Electric Power Research Institute, presentation by Arshad Mansoor, Ph.D. - “Energy Efficiency Across the 
Electricity Value Change." April 16, 2008 - Great Energy Efficiency Day, Washington, D.C. 
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digital photo frames will have major consumption implications that should be addressed. The 
growth of plug-connected usage in residential energy consumption threatens building 
performance and can easily offset energy savings from envelope and equipment improvements. 

The Green Building Movement 

NAHB’s experience and support for voluntary energy efficiency and green predates many 
of the available green ratings systems today. Long before green was a part of every day lexicon, 
NAHB members were actively engaged in building green homes, as part of an organic process 
that has significantly reshaped residential construction. Aside from our members’ work in 
efficiency programs, like Energy Star® and the Department of Energy’s (DOE) Building America 
program, we have been long-standing pioneers in what is now known as the green building 
movement. 

In the early 1990’s, local builders began driving sustainable residential construction that 
incorporates a flexible framework to accommodate geography, resources, and energy efficiency. 
As the movement grew, NAHB members became more engaged and, in 1998, NAHB establishe 
a national group to work specifically on green building issues. By 2004, the industry, including 
over sixty stakeholders, began developing a set of national guidelines to recommend to builders 
how to incorporate ever-increasing sustainability benchmarks for compliance with green criteria. 
These became known as the National Green Home Building Guidelines. 

However, as the need to develop a more reliable verification methodology became 
apparent, the members of NAHB agreed to work collaboratively with the ICC to undertake a 
rigorous standards-developing process that ultimately produced the first standard approved by 
the American National Standards Institute (ANSI) for green residential construction and 
remodeling in the United States - the ICC-700 National Green Building Standard™. The 
development of the National Green Building Standard™ is the most recent, and most robust, 
effort undertaken by the industry to set compiiance markers for green building in the various 
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aspects that comprise residential construction - single family, multifamily, remodeling, and land 
development. 

The process began in early 2007 when a group of 42 stakeholders convened in 
Washington D.C. representing federal (U.S, EPA, DOE), state, and local governments, building 
code officials, design professionals, building supplier manufacturers, sustainable building interest 
groups, utilities, builders, and energy efficiency consultants [see Appendix A], These experts 
worked together to develop rigorous, environmentally-sound, and defensible criteria for green 
residential construction incorporating the seven primary principles of sustainability: energy 
efficiency, water efficiency, resource efficiency, lot and site development, indoor environmental 
quality, global impact, and home owner education. After several revisions and over 3,000 public 
comments, the standard was approved by ANSI on January 29, 2009 and is the only green 
standard approved by a third-party Standards Developing Organization (SDO), (i.e., ANSI), for 
residential construction and remodeling in the U.S. 

The National Green Building Standard™ complies with federal law requiring federal 
agencies to utilize voluntary consensus standards in the market when available. The National 
Technology Transfer Act of 1996 (P.L. 104-113) states in Section 12 (d)(1) that: 

In general. -Except as provided in paragraph (3) of this subsection, all Federal 
agencies and departments shall use technical standards that are developed or adopted 
by voluntary consensus standards bodies, using such technical standards as a means to 
carry out policy objectives or activities determined by the agencies and departments. 

NAHB understands the importance of providing a viable, rigorous, and consensus-based 
alternative to the plethora of privately developed green rating systems flooding the market as the 
green movement continues to grow. NAHB believes the federal government similarly 
understands the importance of this concept. By passing this law, it has appropriately identified 
the need to recognize those standards that have undergone the lengthy and rigorous approval 
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procedures inherently equipped with adequate safeguards against undue private or corporate 
influence, confirmed by approval from unaffiliated SDOs. 

One very important aspect of green building is, of course, energy efficiency. To be sure, 
green building embodies more than just energy efficiency, however this is a major component of 
building performance; primarily because of the costs associated with it, i.e., utility bills. Due to 
concerns about the variability of consumer behavior and how consumption habits could 
potentially offset some efficiency gains in the envelope, the developers of the National Green 
Building Standard™ made sure to underscore the importance of educating homeowners about 
maintenance and home operation with a requirement in the standard. This adds value by 
educating the consumer about how personal conservation habits in the home are equally as 
important as improving the construction techniques of the home itself. 

Existing Homes & Remodeling 

Beyond green building, the shift in demand for remodeling for greater energy efficiency is 
a rapidly growing trend in the residential sector. NAHB supports the approach and intent of 
Section 202 in the ACES Act Draft legislation will provide direct dollars to consumers to improve 
the energy efficiency of existing homes and buildings. Section 202 does not mandate specific 
above-code targets, but rather approaches older homes holistically and directs the limited 
resources of the federai government directly at the largest part of the energy consumption 
problem, i.e., older homes. NAHB urges a similar approach be employed in new construction in 
lieu of the requirements for arbitrary code targets proposed in Section 201 . 

Additionally, existing homes offer a great opportunity for savings by simply replacing less 
efficient appliances with Energy Star® rated models. This can save an average of 30 percent 
over standard appliances and deliver meaningful energy savings in the form of decreased utility 
bills for consumers. While some efficiency upgrades are more costly than others (e.g., new 
heating/cooling systems versus replacing incandescent bulbs) each has the potential to save 
energy for the consumer operating an existing home. All of these components are important for 
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having an integrated approach towards energy efficiency, NAH8 hopes that Congress will focus 
on the biggest part of the energy loss problem in the residential sector while supporting incentives 
to encourage above-code programs for new construction. 

Conclusions and Recommendations 

improvements in residential energy efficiency and the growing green building movement 
are absolutely changing the dynamics of the housing market today. In some instances, the 
changes and improvements may be occurring at a slower pace than desired by policymakers and 
others, but claiming that nothing is occurring towards improved efficiency and sustainability is 
patently false. The reality is that a mix of incentives, consumer education, changes in 
construction technologies, and adoption of locally-enforceable and meaningful efficiency 
measures with a focus on older homes is needed to drive greater efficiency in the residential 
sector. 

There are many opportunities for the government to work with home builders to achieve 
ne goal of improved building efficiency in the ACES Act Draft legislation. NAHB recommends the 
following changes to address integrated energy efficiency in both new and existing homes: 

> Modify the language in Section 201 to accommodate efficiency gains outside of 
code-controlled envelope requirements as builders reach to achieve increases in 
future editions of the energy code. Avoid allowing DOE to modify ICC codes or 
ASHRAE standards that may not accommodate every state’s climate demands 
simultaneously or equally. 

> Congress must restore its commitment to energy incentives that help offset upfront 
costs of efficiency upgrades. To do this, Congress should extend, or make 
permanent. Section 45L, Section 25C, Section 25D, and Section 179D of the tax 
code. 
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> Congress should employ the approach set forth in Section 202 to provide 
consumers with direct funding to improve efficiency of existing homes and buiidings 
and consider applying a similar policy towards new construction. 

> Lastly, Congress should consider embracing a broad possible green building policy 
and provide consideration for homes that achieve compliance with green building 
standards that have been approved by the ANSI, such as the ICC-700 National 
Green Building Standard™ for residential construction, remodeling, and land 
development. This recognition is important not only because the standard 
complies with federal law governing consensus standards (National Technology 
Transfer Act P.L. 104-113), but also because energy code targets by themselves 
cannot accommodate the more robust sustainability framework of green building, 
which achieves greater environmental performance as a whole over energy 
efficiency alone. 
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Appendix A 

Consensus Committee on the 
National Green Building Standard™ 


Representatives from the following organizations, companies, and government offices participated in 
the development of the criteria as approved by the American National Standards Institute (ANSI) for the 
ICC-700 2008 National Green Building Standard™: 

American Forest & Paper Association 
American Gas Association 
American Institute of Architects 
Bowen Collins and Associates, Consulting Engineers 
Brick Industry Association 
Build Green New Mexico 

Building Owners and Managers Association (BOMA) International 
Building Quality 

City of Dearborn, Michigan, Department of Building & Safety 
City of Denton, Texas, County Building Inspections 
City of Keene, New Hampshire 
City of Rio Rancho, New Mexico 
City of St. Paul, Minnesota 
City of Scottsdale, Arizona 

CNiC Housing - Commander, Navy Installation Command, U.S. Navy 
ConSol 

Edison Electric Institute 

Fairfax County, Virginia, Department of Public Works 
Gas Appliance Manufacturers Association (GAMA) 

Green Builder, LLC 

Green Building Initiative, Portland, Oregon 
Green Built Michigan (Lansing) 

Gypsum Association 
K. Hovnanian Homes/Landover Group 
Manufactured Housing Institute 
NAHB Land Development Committee 
National Multi Housing Council 
North American Insulation Manufacturers Association 
Plastic Pipe and Fittings Association 
Plumbing Manufacturers Institute 
Portland Cement Association 

State of California, Department of Housing and Community Development 
Steel Framing Alliance 
Sustainable Buildings Institute 
Town of Parker, Colorado 
United States Environmental Protection Agency 
United States Department of Energy 
U.S. Green Building Council 
Veridian Homes 

Village of Arlington Heights, Illinois 
Whirlpool Corporation 
Winchester Homes, Inc. 
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Mr. Markey. Thank you, Mr. Richardson, very much, and now 
we turn to questions from the subcommittee members and we 
begin with the gentlelady from Wisconsin, Ms. Baldwin. 

Ms. Baldwin. Thank you, Mr. Chairman, and Mr. Genzer, I am 
not starting with you just because your daughter goes to UW Madi- 
son but I do have a question because I think you would be great 
to answer. 

I have been sharing with my fellow committee members about 
how I spent my spring recess, which included an energy tour of my 
home State and meeting with innovators and renewable energy 
producers. One of the sites that I had the chance to visit was John- 
son Controls. Johnson Controls does a wide range of things but 
they have a building energy efficiency segment of their business 
and in fact we had a representative of Johnson Controls testify a 
few months back before our subcommittee. Just a couple of weeks 
ago the company announced that they would be involved in retro- 
fitting the Empire State Building using innovative processes and 
state-of-the-art tools that should help reduce the building’s energy 
consumption by a pretty impressive 38 percent per year with tech- 
nologies that will pay off in a 2-year timeframe. That would prob- 
ably place it, I think, in the top 10 percent of all U.S. office build- 
ings in terms of energy efficiency. But one of the things I found in- 
teresting in my discussions with employees at Johnson Controls 
was an interesting conundrum. Because many of the commercial 
buildings turn over ownership so often, sometimes as rapidly as 
every 3 years or so, the incentive of owners to make energy effi- 
ciency improvements and investments often just don’t exist, and so 
I would love to hear your thoughts about how we on this panel 
could incentivize this sort of energy efficiency improvement in some 
of these buildings. I have been tossing around a few ideas of my 
own but I would to hear yours right now. 

Mr. Genzer. Thank you. First of all, the whole energy service 
performance contracting programs that Johnson Controls is really 
one of the leaders in is a great model. In fact, a lot of the funds 
that came through the stimulus package targeted to the State en- 
ergy program, what we are seeing in a lot of the states is that a 
lot of those funds are being targeted to energy service performance 
contracts. So that is one of the real preeminent examples and we 
can certainly give you more information on a state-by-state basis 
as that moves forward. In terms of incentives for commercial build- 
ing owners where they need payback periods in a shorter period of 
time, one of the elements of the draft bill now, the Retrofit for En- 
ergy and Environmental Performance program that is in the bill, 
I think Representative Welch is the chief sponsor of that, included 
targets for commercial buildings on a per-square-foot-basis for 
extra incentives. So we think that is a great idea. It is one of the 
steps. There is also additional things that could be done in terms 
of energy service performance contracts. 

We are trying to do a lot more at the State level on that and ex- 
tension of the commercial building energy efficiency tax deduction 
is another one that would be helpful. We are spending a lot of time 
working with commercial building owners on a State-by-State basis 
to try to see if there are additional incentives. So we would cer- 
tainly work with them and it is a great idea, and also I think Mr. 
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Gardiner might have a comment about the tie-in with the energy 
efficiency resource standard. 

Ms. Baldwin. Absolutely, and I actually have another question 
and a time limit, so if you want to make a quick comment, Mr. 
Gardiner, and then I have 

Mr. Gardiner. Just as I said in my opening statement, that 
under an energy efficiency resource standard what happens is that 
utility companies offer rebates including to commercial building 
owners to do this and so it takes away the problem that you iden- 
tify, which is one of the serious barriers to efficiency which is the 
builder or the landlord isn’t necessarily the person who is respon- 
sible for paying the energy bill, may not own the building for a long 
period of time so the rebates that utility companies offer under the 
provisions in the draft discussion under the energy efficiency re- 
source standard are, I think, a critical incentive. 

Ms. Baldwin. Let me jump in quickly with my second question, 
and I am very supportive of the EERS in the bill. Based on infor- 
mation I have received from my constituency, I feel like Wisconsin 
is well suited to comply with the EERS through at least 2012. 
However, I do have a question. One of the things we talked about 
in another section of the bill is the potential for widespread deploy- 
ment of electric vehicles over the next 15 or more years, and if we 
see this widespread deployment, the base quantities for retail elec- 
tricity distributors could grow quite rapidly and thus the amount 
of electricity savings that they will be required to achieve could 
grow rapidly, could kind of potentially transform the EERS savings 
required, making them a little bit more challenging to meet, and 
expensive to meet, and I am wondering if this is the intent, and 
if not, is there anything we should be looking at modifying in an- 
ticipation of the potential of widespread deployment of electric ve- 
hicles. 

Mr. Gardiner. The Energy Information Administration says 
today that actually if you look out towards the future that the 
amount of electricity that vehicles like that might consume is still 
projected to be relatively small. That could, of course, change in the 
way that you suggest and we think that was a good idea so I think 
that there could be some provision that would allow the Secretary 
of Energy, for example, to modify that if he or she saw that the 
amount of electric vehicles were consuming a large amount of en- 
ergy. But I think at the moment it looks like it is a relatively small 
problem, at least through 2020, but it is an issue and I think it is 
certainly worthy of further discussion to look at. 

Mr. Friedman. If I could just make a quick comment, our blue- 
print included a significant ramp-up in plug-in hybrids to reaching 
20 percent of sales by 2030, so expecting very aggressive progress 
on that technology, and under our blueprint when you invest in ef- 
ficiency and when you invest in renewable electricity, the grid can 
handle that, and frankly, I would love to have the problem where 
we have too many plug-ins on the road. That is a problem I look 
forward to having some day. 

Mr. Markey. The gentlelady’s time has expired. The chair recog- 
nizes the gentleman from Michigan, Mr. Upton. 

Mr. Upton. Well, thank you, Mr. Chairman, and I too sadly will 
have to leave you with the last panel on your own, I am afraid, I 
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regret to say. Before I start, I want to put into the record a letter 
from the International Code Council addressed to yourself, Chair- 
man Waxman, Mr. Barton and myself. 

[The information was unavailable at the time of printing.] 

Mr. Markey. We will include it in the record without objection. 

Mr. Upton. And I want to focus just a little bit on autos before 
I get in my auto and depart. Mr. McCurdy and Mr. Reuther are 
good friends of mine too. I appreciate all the work that you have 
done for our State as we try to have the auto industry survive. Mr. 
McCurdy, you talked a lot about having a single standard, and of 
course, that is in the bill but the standard is California, and the 
way that I read it, it allows them to in fact change the standard, 
and when they change it, that is California, so does the rest of the 
Nation then follow their lead. Is that your understanding of the 
way that it is in the draft as well? 

Mr. McCurdy. Mr. Upton, thank you for your comments earlier 
too and I very much appreciate working with you and I have for 
a number of years. Section 221, I believe, is the section you are re- 
ferring to and sub 4, and I think the draft made an effort to ad- 
dress at least three of the concerns in the first three sections about 
the standard. The fourth section, I think Mr. Reuther and I both 
would concur, needs work and that is the area that we would like 
to see the committee continue conversations. I think the Obama 
Administration has an opportunity to create a single national ap- 
proach that would be administered by the federal government so 
that we eliminate the duplicative and potentially conflicting stand- 
ards. The reason there are concerns, it is not just a question of 
stringency. The structure is one of the major challenges of compli- 
ance, enforcement, and several other provisions, and that has to be 
harmonized and I think the Administration is going to try to ad- 
dress that, and I think they are going to have to work with Con- 
gress as well. So again, you know, we do strongly support a single 
national standard. 

One comment that my friend, Mr. Reuther, made with regard to 
future. It is clear that under the EISA, the energy bill of 2007, 
which we supported and the CAFE provisions that we can see our 
way to 2016. Beyond that, though, is an area of major concern. It 
is a concern because of the need for clarity and predictability be- 
cause of the need to ramp up to produce the kinds of technologies. 
Mr. Friedman mentioned 20 percent plug-in hybrids by 2030. That 
is an extremely aggressive number. We would like to be there but 
I am not sure that without proper incentives, without a real energy 
policy that incentivizes consumers, there is certainly no guarantee 
that that will occur. So we need — there is not one single silver bul- 
let technology but it is clear we need certainty and predictability, 
and I think that section is one that on a bipartisan basis that we 
should address and look forward to working with you on it. 

Mr. Upton. And Mr. Reuther, do you want to comment on that 
at all? 

Mr. Reuther. We read the draft bill a little bit differently. To 
us, it appears to say through 2015 there would be a harmonized 
standard but after that point in time nothing is clear except there 
is a green light for California to go ahead, and as I indicated in 
testimony, we would like to see longer-term harmonization and cer- 
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tainty both for the environmental fuel savings benefits but also be- 
cause it will assist the companies in knowing what is required of 
them, where they have to put their emphasis in terms of invest- 
ments and technology. 

Mr. Upton. Now, both of you talked about substantial invest- 
ment to be able to get to that point and I presume that that comes 
from, as you said, Mr. McCurdy, 5 percent of the allocation. I would 
presume then if the Obama Administration’s request of 100 percent 
auction, therefore leaving nothing to be taken out of that for alloca- 
tions, you all would be opposed to the bill. Is that right? 

Mr. McCurdy. Well, I said either allocations or revenue, so it is 
a question. I think that section in the bill is not clear. I am sure 
it is something that the committee is going to be working on but 
the point I hope is clear, and that is, if we are going to be held 
accountable or responsible for EPA’s number of 17 percent of the 
emissions and we understand the incredible cost associated with 
addressing that, that there should be dedicated revenues or alloca- 
tions for the investments needed for research and development, 
production, retooling, which is going to be quite substantial. 

Mr. Upton. Just in closing, I know my time is expired, I was 
glad to hear you talk about the clunkers bill. I think that is very 
important to get the consumers back into the showroom and send 
the green light to all of our autoworkers, whether they be suppliers 
or assembly folks. It is key and I am glad that we have bipartisan 
support led by our colleague, Betty Sutton from our committee and 
Candice Miller from Michigan, which I am a cosponsor. Thank you. 

Mr. Markey. The gentleman’s time is expired. We recognize an- 
other sponsor of the cash for clunkers legislation, Mr. Inslee, for 
questioning. 

Mr. Inslee. Thank you. 

Mr. McCurdy, some of us have been looking at the Project Better 
Place model of trying to improve infrastructure for charging and 
swapping out batteries. Could you give us your group’s thoughts 
about it? How do we make that work? We do have a provision in 
the bill that will help development of infrastructure. I appreciate 
your comments on that. 

Mr. McCurdy. Thank you, Mr. Inslee. 

Mr. Inslee. And I don’t mean to limit my comments to Project 
Better Place. There are other companies involved in this as well. 

Mr. McCurdy. No, you are exactly right. It is good to see you 
and I appreciate your support. As I indicated in my written state- 
ment, fuels and autos are a system and for the past few decades 
I think the focus has been on the autos and not as much on fuels 
or the system. If we move to the electrification of vehicles, whether 
it is — and again, there are a number of business models out there, 
we can’t comment on which one is most likely to succeed but it is 
clear the infrastructure has to be there and you have to move now 
in order to pave the way for whether it is plug-ins, fully electric 
vehicles, whether it is — and that is where the smart grid comes in. 
It is also where utilities, I think, are going to be incentivized to ad- 
dress that as well. What you need is the ability to recharge, wheth- 
er it is home, through a smart grid at night when the rates are 
lower or your place of work or if you moving around urban environ- 
ments, and it is clear the current infrastructure is not there to sup- 
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port that, so this is an important investment. Better Place, that 
you mentioned, is one where they have a different business model 
but they want to have fast charging or replace the batteries them- 
selves. Again, we are not going to down-select one particular tech- 
nology but we think the infrastructure could be supportive of the 
entire electrification process. 

Mr. Inslee. Thank you. I appreciate it. 

Mr. McCurdy. I wanted to ask Mr. Sperling and Mr. Drevna, the 
discussion about the low-carbon fuel standard, Mr. Drevna — and I 
missed your oral testimony but I was just reading your testimony 
and you were making reference that you thought that there was a 
possibility that the approach to the bill would discriminate against 
certain petroleum products, I think you were referring to Canadian 
tar sands, and I don’t understand that criticism. Basically the bill 
would have “some discrimination” but it is based on carbon con- 
tent. All the creators’ children would be treated the same, it is just 
dependent on how much carbon content is in each fuel source. So 
I don’t consider the bill discriminatory in that sense. It simply 
judges each system based on its carbon content. Perhaps Mr. 
Drevna and Mr. Sperling could comment on that. 

Mr. Drevna. Thank you, Mr. Inslee. Unfortunately, Mr. Sperling 
had to catch an airplane. The question about the low-carbon fuel 
standard, what you are saying, there are two parts to it that we 
see. One is that the bill, the draft itself has a cap, a cap-and-trade 
mechanism, and the bill also contains a low-carbon fuel standard. 
We view those two things, as I said in my oral testimony, at best 
duplicative and redundant and at worst is punitive and counter- 
productive. We have no control over the — the only way to get low- 
carbon fuel standard is to blend non-carbon fuels into gasoline or 
diesel. We have no control over the technology, advancing those 
new fuels. We have no control over the infrastructure. If you have 
a cap, that is a performance standard. Then you are saying you 
have to do more, do a low-carbon fuel standard and then when you 
look at the renewable fuel standard that we are still obligated 
under EPACT 2005 as amended by EISA 2007, we have got three 
potentially competing kinds of legislation and regulation we have 
to look at. I think there is a misconception among a lot of folks, 
and I know the draft says well, we are going to phase out the RES 
as we ramp up the LCFS. In theory, that sounds marvelous. In 
practicality, it is very difficult for refiners to do so. We don’t have 
a magic switch that we flip one day and say oK, now we are out 
of the RES and went to the LCFS. It is almost like the proponents 
believe that there are two dimmer switches, one we are going to 
raise on the LCFS while we lower the RES. Unfortunately, Mr. Ins- 
lee, it simply doesn’t work that way, and again I go back to saying, 
if you have a cap, you have a performance standard, you know, it 
is one thing to have a belt and suspenders, you know, but these 
two are competing. They could potentially be competing because 
there are many studies out there right now that suggest that a 
low-carbon fuel standard is actually more energy intensive than 
other ways of reducing carbon, and I will be more than happy — I 
don’t want to use up all your time. I will be more than happy 
to 
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Mr. Inslee. I appreciate that. I think you came up with three 
criticisms I hadn’t even heard yet. 

Mr. Drevna. Well, and again, I will be more than happy to dis- 
cuss these with you. This is why I suggested that, you know, we 
would suggest another hearing on this for the transportation sec- 
tor. We heard a lot this morning about a lot of things involving 
electricity. We really — ^you know, from my parochial interest, and 
I shouldn’t even say parochial. This is a nation’s interest. From our 
interest, we have to fully understand what the impact is going to 
be on transportation fuels because as we all know, this is what 
drives the economy. 

Mr. Inslee. I appreciate it. 

Mr. Friedman. 

Mr. Friedman. Thank you. Congressman, and thank you very 
much for your leadership on the low-carbon fuel standard. You 
have been very important to making progress in this area. I think 
part of what we are seeing, when people don’t want to make 
progress they try to make things sound a lot more complicated 
than they really are. The low-carbon fuel standard is a very 
straightforward policy that creates market for cleaner fuels, and 
one of the problems, one of the challenges with a cap-and-trade sys- 
tem is if we do it right, if we add in the complementary policies, 
sure, we will maybe increase gasoline prices 15, 20 cents a gallon. 
Well, it took a near quadrupling of gas prices last summer to get 
significant change out of consumers. Fifteen or 20 cents a gallon is 
not going to stimulate low-carbon biofuels, it is not going to stimu- 
late electric vehicles, it is not going to stimulate fuel cell vehicles. 
A low-carbon fuel standard will do just that. Also, it is not just 
about alternative fuels. Refineries have the potential to increase ef- 
ficiency 10 to 20 percent. We have got a wellspring of efficiency im- 
provements that can be sent throughout the economy and refineries 
are part of that. So there is a lot of potential. This is really a lot 
simpler than I think people make it seem. It is really the same 
case with vehicle standards. Once EPA sets strong enough stand- 
ards, California has already made clear they will cede to EPA’s au- 
thority when they set strong standards. 

Mr. Inslee. Thank you. I am over my time. I just want to make 
one closing comment. Throughout these discussions, one of the 
things we are trying to do is really promote the creation of new 
technology. We have to have new technologies here, and even if we 
could do certain things at zero cost today that don’t get us to the 
ultimate goal, we have to create these new technologies. I think 
this helps. 

Mr. Markey. The gentleman’s time has expired. I would like to 
continue on a little bit with the subject that Congressman Inslee 
was discussing, and that is fuel economy standards and the auto- 
motive sector, and ask if I could, Mr. Reuther and Mr. McCurdy 
and Mr. Friedman, if we could just have a little discussion about 
the 2007 fuel economy standard, 35 miles per gallon for the fleet 
by 2020, combined with the $25 billion in the Green Car Factory 
Funds, combined with the $2 billion for the Battery Fund that has 
been created in the stimulus, and just give me some sense of your 
optimism about how we just might reach a tipping point in 3, 4, 
5 years where we move much more rapidly than even the law re- 
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quires because of the adoption of these green car new technologies 
that will be manufactured by every company not only in the United 
States but around the world. Mr. McCurdy. 

Mr. McCurdy. Thank you, Mr. Chairman. We obviously applaud 
the efforts to dedicate some revenue or some funds after the pas- 
sage of EISA, $25 billion section 136 funds. As we know, that was 
over a year ago. Those funds are just now — the loans are just now 
starting to be made available. The battery money is important. You 
have particularly strong interest in those technologies. That is a 
step, a small step in the right direction. If you recall, the NHTSA 
estimates for the cost to the U.S. sector for compliance with CAFE 
was going to be roughly $85 billion. So 25 is a down payment. I 
think it is an important step. But if you want to accelerate that, 
which is really where you would like to go, it is going to take con- 
siderable more investment, and it is not just a question of money. 
I mean, with all due respect to Mr. Friedman, it is not as easy as 
perhaps some would say in theory. I mean, you actually have to go 
beyond the laboratory and get it deployed. In the manufacturing 
world and when you are dealing with consumers, the real key is 
being able to have it where it is a warrantable product that will 
last whether it is in the rather cold climate of Wisconsin in the 
winter or the summers in Arizona, and so batteries, that is a big 
challenge to battery and electrification. But having said that, we 
are very optimistic and hopeful about transformation to the new 
technologies and we want to work with Congress and the Adminis- 
tration in order to make that happen. 

Mr. Markey. Thank you. 

Mr. Reuther. 

Mr. Reuther. We believe that the 2007 law was a very good law 
and we are optimistic the companies will be able to meet the stand- 
ard in that law and perhaps do even better than that. It is my un- 
derstanding that already enough applications have been submitted 
to exceed the $25 billion. It has already been appropriated for the 
section 136 program and that is part of why we believe that there 
is a need to provide additional funding going forward. I also have 
to underscore, though, that the ability of the companies to achieve 
better results in the future is being impacted by the current severe 
recession in the industry, which is severely straining the financial 
resources of the companies. It is also changing the underlying as- 
sumptions. I mean, one of the key assumptions that goes into the 
cost-benefit analyses is the number of vehicle sales. That affects 
the reductions that you get and emissions. It affects the cost of dif- 
fusing the technology across the entire fleet. So I think everyone 
is going to have to go back and revisit the calculations on what can 
be achievable going forward, given the dramatic change that we are 
seeing in the nature of the auto market. 

Mr. Markey. As the auto marketplace once again goes from 10 
million cars a year back up to 16 or 17 million cars per year which 
are sold in the United States, and I do subscribe to Vice President 
Gore’s analysis that as we recover and as the Chinese and Indian 
economies and other developing countries’ economies continue to 
expand, we will see an inexorable rise in the price of gasoline here 
in the United States. Do you think that it is likely that the auto- 
motive industry will plan now that they have this much lower de- 
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mand for that 16- or 17-million-vehicle world that will he re-cre- 
ated in 3 or 4 years hopefully in a way that has a higher percent- 
age of vehicles coming from this energy efficient or plug-in hybrid 
or straight hybrid vehicles, Mr. Reuther? 

Mr. Reuther. Well, I think a lot of analysts are questioning 
whether we will be getting back to the 16, 17 million vehicles sales 
level, that there may have been a long-term change in the overall 
demand. So I think that is an important thing. We do agree that 
over time the gas prices are going to be going to higher levels. I 
mean, we believe there is a need for the government to try and 
incentivize and drive the electrification of the industry and to drive 
that process as quickly as possible, and we want to work with you 
to be supportive of that. 

Mr. Market. I am just working from my own personal set of as- 
sumptions, that maybe we do have to pay cash for clunkers, which 
I think we ultimately will wind up doing here, but there is going 
to be a point at which people spend their own cash for new cars, 
and that is when the economy recovers and I think it is a pretty 
good bet that people will not like riding around in clunkers if they 
have got the cash back in their pockets and I think that is a good 
planning premise. 

Mr. Friedman? 

Mr. Friedman. Thank you, Mr. Chairman. As I said in my testi- 
mony and I will reinforce today, I think that there are good reasons 
to try to help the auto industry through these difficult times to in- 
vest in the auto industry to help them get through these difficult 
times. Any time you invest in technology you create more jobs, and 
if we invest in the auto industry tied to performance standards, 
any time the federal taxpayers put out money, they should expect 
something in return so there should be performance standards tied 
to those investments. If we make those investments, I do think the 
auto industry can make significant changes. In fact, we are already 
seeing it. This is an article from Business Week. Detroit finds 
green in recycled fuel economy ideas. It is about how Ford wants 
mixed fuel saving tricks from the 1950s and is now using them to 
boost mileage and cut emissions. The auto industry has the tech- 
nology. The engineers and autoworkers are incredibly talented. If 
you give them the chance, if you make the investment in them, if 
you trust them to help cut our emissions and make us less depend- 
ent on oil, they will deliver. 

Mr. Market. Thank you, Mr. Friedman. 

Let me ask you, Mr. McCurdy. 

Mr. McCurdt. I just have one comment on that Mr. Chairman. 
As you know, I have had long discussions and conversations about 
this. Four dollar gasoline did more to move consumers to fuel-effi- 
cient vehicles and choices than any regulation, any edict, any gov- 
ernment action, and if prices do recover — and just one other point, 
your numbers are accurate on production levels. We have dropped 
from a high of 17 million vehicles to below 10 million vehicles cur- 
rently annualized sale. Assuming a V-shaped recovery, and that is 
an optimistic assumption, you are looking at 2014, 2015 minimum 
to get back to those kinds of levels. We would welcome 12 and 13 
million unit sales at this point. But the important thing is, even 
with this downturn, this industry continues to invest more than 
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any other industry in those technologies, in research and develop- 
ment. 

Mr. Markey. Thank you, Mr. McCurdy. 

And let me ask you, Mr. Bowles, one final question, and that is 
to relate to us the lesson, if you can succinctly, that the regional 
greenhouse gas initiative that Massachusetts and nine other States 
are a part of that has kind of an equivalent system out in Cali- 
fornia, the West Coast and that other States are looking at. What 
can we learn from what happened in terms of having a system in 
place that creates new incentives for reducing the amount of green- 
house gases that are emitted into the atmosphere? 

Mr. Bowles. Thank you very much, Mr. Chairman, for the ques- 
tion, and really on hehalf of the 10 RGGI states, I think we can 
report remarkable success. We learned from the experience of the 
European Union and the windfall profits that were given to power 
generators when they were given on an allocation basis their per- 
mits and then held them in reserve and ultimately sold them later 
at a greater price and ended up making money off the permits 
when the point was to reduce greenhouse gas emissions. In Massa- 
chusetts, we have adopted 100 percent auction policy. We have 
been through three auctions in the Nation’s first functioning cap- 
and-trade. The price of the auctions have gone up modestly at each 
point from about $3 a permit to about $3.50 a permit. In Massa- 
chusetts we have raised $43 million that we are plowing back into 
energy efficiency. We are seeing jobs being created by people saving 
money on their electric bills from those investments. So I think 
what we have taken from it is that an auction system works, it 
works brilliantly. We haven’t had big surprises. We have generated 
resources back for economically efficient returns that are protecting 
the environment and creating jobs at the same time. 

Mr. Markey. And can you give us some sense of what the re- 
sponse is in those 10 States to this system that right now is limited 
to the utility sector? 

Mr. Bowles. Yes, very well. I mean, in Massachusetts we are 
spending about $150 million a year on energy efficiency anyway as 
a baseline. We are adding significant new resources and expanding 
those programs so I would say it has been very well received in 
Massachusetts and I think across the footprint of the 10 RGGI 
States. 

Mr. Markey. OK. Great. Here is what I am going to ask each 
one of you to give us your 30-second summary as we move forward 
in terms of what you want this committee to remember as we move 
forward over the next month on passing a climate change and en- 
ergy bill out of this committee. We will go in reverse order and we 
will give you, Mr. DeLaski, the first shot. 

Mr. DeLaski. I will just reiterate that our support for the sub- 
title concerning appliance standards and urge you to keep that sub- 
title strong and to maintain the reforms to enable the Department 
of Energy to set standards stronger as they move forward to get 
their program back on track. 

Mr. Markey. Thank you very much. 

Mr. Drevna. 

Mr. Drevna. Thank you, Mr. Chair. If I could sum it up in 30 
seconds or less, I would urge the committee and the Congress to 
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make sure we know all the consequences intended and unintended 
as we forge on, as you forge on with the legislation. It is just too 
important, and again from the transportation sector, I think we 
should sit down again and talk about the transportation sector and 
talk about what is in the discussion draft and where we have some 
concerns and where we have some other ideas for you. Thank you 
very much. 

Mr. Markey. Thank you, Mr. Drevna, very much. 

Mr. Genzer. 

Mr. Genzer. The stimulus package was a good start, a great 
start on energy efficiency funding, things you have been fighting 
for for 35 years. The Retrofit for Energy and Environmental Per- 
formance program and the other elements of the efficiency part of 
this bill should definitely good forward and it is also time to move 
forward aggressively on building codes, both at the residential and 
the commercial level. 

Mr. Markey. Thank you, Mr. Genzer. 

Mr. Gardiner. 

Mr. Gardiner. The energy efficiency resource standard that is 
contained in the discussion draft is a great deal for consumers. It 
is going to save them $170 billion. It is also a critical — coupled with 
the renewable electricity standard, it is a critical cost containment 
strategy that will yield the lowest cost carbon reductions as we go 
forward to reducing greenhouse gas emissions. 

Mr. Markey. Thank you. 

Mr. Friedman. 

Mr. Friedman. Thank you, Mr. Chairman. The key to addressing 
transportation is looking at it as a system, addressing vehicles, 
fuels and a smarter transportation infrastructure and more invest- 
ment in transit. This bill deserves to pass because it addresses all 
of these issues. It requires leadership from the Administration on 
top of that but it sets us down the right path. The thing that we 
have to do is prepare for our future, and if we look back at $4-a- 
gallon gasoline, one of the things that that did is, it started moving 
consumers away from car companies that weren’t ready and to the 
car companies that were ready with the best technology. We can’t 
afford for that to happen again. We need to make sure they all 
have the best technology. 

Mr. Markey. Thank you, Mr. Freidman. 

Mr. Reuther. 

Mr. Reuther. UAW believes that discussion draft has many ex- 
cellent provisions. We look forward to working with you and the 
entire subcommittee to refine the vehicle efficiency standards to 
provide longer-term certainty both on fuel economy environmental 
benefits and certainty to the companies on the directions they need 
to go with the technology, and we look forward to working with you 
to make sure that the resources are there so that the companies 
can do that. 

Mr. Markey. Thank you, Mr. Reuther. 

Mr. McCurdy. 

Mr. McCurdy. Mr. Chairman, I said earlier automakers are com- 
mitted to reducing CO 2 from the vehicles that we sell and the 
plants where we manufacture them. We think the discussion draft 
provides a platform for discussion. We share some of the concerns 
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as indicated by Mr. Reuther and believe that we can work to im- 
prove those. 

Mr. Markey. Thank you, Mr. McCurdy. 

And Mr. Bowles. 

Mr. Bowles. Mr. Chairman, thank you again for this hearing 
today and the opportunity. Three points to recall. One is, please 
keep the strong federal-State partnership found in the draft. It 
builds on mechanisms that work and accelerates them, not replac- 
ing them. Second, with due respect, we urge you to get on with it. 
Congressional leadership on clean energy and climate change is 
long overdue. You have personally been a tremendous advocate. 
Movement through this body is vitally important. And third, the 
promise of the clean energy economy is real. It is happening in the 
Commonwealth of Massachusetts. We thank you for your leader- 
ship. 

Mr. Markey. Thank you, Mr. Bowles, very much. And by the 
way, I just would like to say that any three of you would be a fan- 
tastic panel alone at an ordinary time and I appreciate your under- 
standing that time is of the essence. This is the year. Copenhagen 
is in December. We have to move and we have to have these issues, 
and you are right, we are getting it on, Mr. Bowles. You saw that 
today with the Vice President and Speaker Gingrich. We are in the 
middle of an historic debate in this committee. We thank you all, 
very much, for your participation. 

While this panel leaves and the next one assembles behind their 
names, we will take a 2-minute break. 

[Recess.] 

Mr. Markey. Ladies and gentlemen, thank you so much. We in- 
vite our witnesses to come and to sit behind their nametags at 4:25 
on Friday afternoon. I just want you to know that this is all part 
of our plan to get rid of everybody so we could have the most im- 
portant panel to ourselves with unlimited questioning by the chair- 
man and by Ms. Baldwin, and so the whole day, this has been the 
plan, just so we have this special panel for that purpose. 

To begin, I am going to ask Congresswoman Baldwin to intro- 
duce our first witness. 

Ms. Baldwin. Thank you, Mr. Chairman. I am pleased to intro- 
duce a constituent whose expertise in conservation and climate 
change is well known and well documented. During her 17 years 
with the Nature Conservancy, Tia Nelson led that organization’s 
climate change program where she played a key role in developing 
forest protection and restoration as a climate change mitigation 
strategy. Tia received the EPA’s climate change leadership award 
in the year 2000. Since 2004, Tia has served as executive secretary 
of the Wisconsin Board of Commissioners of Public Lands, and in 
2007, Governor Jim Doyle appointed Tia as co-chair of the Gov- 
ernor’s Task Force on Global Warming, a broad coalition of Wiscon- 
sin’s experts and leaders that in 2008 produced a nearly unani- 
mous report on the ways Wisconsin can be a leader in addressing 
the challenges presented by climate change, reduce our dependence 
on fossil fuel and advance the State’s energy independence objec- 
tives. As the daughter of Wisconsin’s great Congressman, governor 
and U.S. Senator Gaylord Nelson, the founder of Earth l3ay, you 
can certainly say that Tia’s dedication to preserving land and water 
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resources is in her blood. She is carrying on her father’s great envi- 
ronmental legacy and forcefully creating her own. He would be 
justly proud to see her with us today. Tia. 

STATEMENTS OF TIA NELSON, EXECUTIVE SECRETARY, 
BOARD OF COMMISSIONERS OF PUBLIC LANDS, STATE OF 
WISCONSIN; BILL BECKER, EXECUTIVE DIRECTOR, NA- 
TIONAL ASSOCIATION OF CLEAN AIR AGENCIES; CARL 
ROYAL, COUNSEL, SCHIFF HARDIN LLP, FORMERLY SENIOR 
VICE PRESIDENT AND GENERAL COUNSEL, CHICAGO MER- 
CANTILE EXCHANGE; JON ANDA, EXECUTIVE-IN-RESIDENCE, 
FUQUA SCHOOL OF BUSINESS, DUKE UNIVERSITY, VISITING 
FELLOW NICHOLAS INSTITUTE FOR ENVIRONMENTAL POL- 
ICY SOLUTION; DAVID DONIGER, POLICY DIRECTOR, CLI- 
MATE CENTER, NATURAL RESOURCES DEFENSE COUNCIL; 
PATRICIA MULROY, GENERAL MANAGER, LAS VEGAS VAL- 
LEY WATER DISTRICT/SOUTHERN NEVADA WATER AUTHOR- 
ITY; ANNE E. SMITH, VICE PRESIDENT, PRACTICE LEADER 
OF CLIMATE AND SUSTAINABILITY, CRA INTERNATIONAL; 
AND WILLIAM L. KOVACS, VICE PRESIDENT, ENVIRONMENT, 
TECHNOLOGY AND REGULATORY AFFAIRS, U.S. CHAMBER 
OF COMMERCE 


STATEMENT OF TIA NELSON 

Ms. Nelson. Thank you so much for your very kind introduction. 
I am quite grateful. I am proud to be represented by you in Con- 
gress and grateful too for your environmental leadership. Thank 
you, Chairman Markey, for your endurance this week. I am grate- 
ful to be here today. In the interest of conservation and efficiency, 
I plan on trying to be very brief and talk very fast. 

I am here to share with you a little bit about Wisconsin’s experi- 
ence. Governor Doyle, who has been a leader on the issue of cli- 
mate change, appointed a task force which I co-chair with my dis- 
tinguished colleague, Roy Filley from WPPI Energy, and Roy and 
I co-chaired a group of 29 stakeholders representing industry, 
tribes, environmentalists, manufacturers, labor interests, agricul- 
tural interests, citizens, and we reached near-unanimous consensus 
on our report which Tammy just held up for you. 

The governor tasked us with three objectives. Number one was 
to identify short- and long-term targets for emissions reductions. 
Number two was to present policy recommendations to achieve 
these goals. Number three was to identify opportunities to address 
climate change while growing Wisconsin’s economy and creating 
jobs. We worked for a year. We produced a report, as I said, near- 
unanimous support. That report has many similarities to your bill, 
Mr. Chairman. The renewable energy and efficiency titles are quite 
similar. The renewable portfolio standard, the low-carbon fuel 
standard, the energy efficiency language, the building codes, the 
lighting standards and a few others are remarkably similar to our 
report. These are the measures that are most cost effective, as you 
know, and we in our process identified them similarly. 

So first and foremost, Mr. Chairman, I would like to applaud 
you. The committee draft offers real solutions to address climate 
change, promote energy independence and modernize our energy 
infrastructure, and I support the draft you have put forward and 
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believe if we work together it will work for Wisconsin and for the 
Nation. 

The biggest challenge for us is working on cost containment. Wis- 
consin, as progressive and long of an environmental tradition as we 
have, Wisconsin is heavily reliant on coal. About 70 percent of our 
energy comes from coal. We are the third largest manufacturer in 
the United States. This means that cap and trades poses some real 
cost challenges for us but we believe that we can work with you 
on those costs. The draft does not propose an allowance structure 
and I am not here to support a particular approach but I thought 
it would be valuable to share with you what we did in the task 
force because what we did in the task force ended up uniting this 
diverse group of stakeholders to support a bill that has strong 
emission reduction targets. They are almost identical to yours, a 
little tougher in the mid term and a little weaker in the long term 
but effectively about the same. We have tough targets. We have tri- 
pling conservation and efficiency increasing renewables two and a 
half fold and it is quite — and endorsing a cap and trade, not a 
State cap and trade but a federal cap and trade. 

The biggest issue for us to discuss was how to do cost contain- 
ment as a heavy coal-dependent State. We came up with an idea 
that I haven’t heard yet that I hope you will seriously consider. The 
discussion to date has been about allocation issues and whether to 
auction all allowances or allocate them for free. These are the two 
extremes. What we did was come up with a compromise. That com- 
promise united the group. That compromise suggested that up to 
90 percent of the allowances in the early years, maybe for a period 
as long as 10 years, up to 90 percent would be allocated but not 
for free, would be allocated at a small fee, and that you would in- 
crease the auction percentage and decrease the allocated at a fee 
percentage over time to give us time to transition our economy in 
essence. That fee structure gives you cost certainty, gives you cost 
containment. It creates a predictable revenue stream which you 
can then draw on to help low-income folks do energy efficiency, do 
investments in climate research and so on. So that is how we got 
at the issue of cost abatement. For a State like Wisconsin, offsets 
will also be important. We have very important forest and farm in- 
dustries and we believe that changes in land-use practices can help 
mitigate climate change. I was thrilled to see in your bill that you 
included offsets both international and domestic and recognized the 
role of forestry. Many people don’t know that deforestation is more 
than 20 percent of annual greenhouse gas emissions globally and 
as a matter of fact, those emissions exceed the emissions from all 
of the planes, trains and automobiles in the world. You cannot ad- 
dress climate change without addressing the issue of deforestation 
and assisting developing countries in funding alternatives to de- 
stroying not only their forests and emitting greenhouse gases but 
other environmental benefits of the forest. 

So those are the two most important issues for us in terms of 
cost containment. We want to embrace most strongly your draft bill 
and discuss with you ways to help make it work for Wisconsin. We 
are grateful for your leadership and I thank you. 

[The prepared statement of Ms. Nelson follows:] 
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Co-Chair, Governor James E. Doyle’s Global Warming Task Force 
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Introduction 

Good afternoon Chairman Markey, Ranking Member Upton, and Members of the 
Committee. 

My name is Tia Nelson and I am the Executive Secretary of the Board of Commissioners 
of Public Lands for the State of Wisconsin. In 2007, 1 was appointed by Wisconsin Governor Jim 
Doyle to serve as one of two co-chairs of Wisconsin’s Task Force on Global Warming. I’m 
honored to appear before the Committee today to highlight the findings and recommendations of 
our Task Force and to share my perspectives on the discussion draft of the American Clean 
Energy and Security Act of 2009. 

Wisconsin’s Task Force on Global Warming 

Wisconsin’s Task Force on Global Warming consisted of a diverse group of stakeholders 
representing a broad political spectrum: electric utilities and cooperatives, non-profit advocacy 
organizations, large manufacturers, labor unions, agricultural organizations, forestry interests. 
Native American tribes, and key Legislative committee members. The mission given to us by 
Governor Doyle was threefold: 

1 ) Identify short- and long-term goals for reductions in greenhouse gas emissions; 

2) Present policy recommendations to achieve those goals; and, 

3) Identify opportunities to address global warming locally while growing our state's 
economy and creating new jobs. 
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After more than a year of hard work, the Task Force delivered a final report to Governor 
Doyle in July 2008 that garnered nearly unanimous support from our diverse membership. ' Our 
final report included recommended greenhouse gas reduction targets, economic and 
environmental modeling results, and more than 60 different policy recommendations covering 
just about every piece of the climate change puzzle. 

Governor Doyle and his Administration have already implemented several of those 
recommendations. Most of the others will be included in a comprehensive climate change bill 
soon to be introduced by our State Legislature. Wisconsin will have a head start on implementing 
policies that closely resemble many of the provisions in the bill before you today. And we are 
poised to act as a full partner with the federal government once comprehensive, nationwide 
climate change regulation is in place. 

What makes the Wisconsin Task Force process and its product so unique is that it 
represents such a broad and strong political consensus in support of aggressive action on climate 
change. The Task Force membership, as well as Governor Doyle, knew that federal action was 
necessary and likely inevitable, and that it would be important for Wisconsin to prepare itself in 
advance and develop a set of policy recommendations that would meaningfully reduce 
greenhouse gas emissions and make sense for Wisconsin’s economy. 

Perspectives on the Discussion Draft 

First and foremost, 1 want to applaud the Chairmen for bringing before this Committee a 
discussion draft that offers real solutions to confront climate change, promote energy 
independence, modernize America’s energy infrastructure, and make our nation more 


' The final report is available at http://dnr.wi. gov/environmentprotect/glfew/docunients/Final Report.pdf . 
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competitive globally, I support what the Chairmen have pul forward, and I think we can make it 
work for Wisconsin and for the nation as a whole. 

I’m proud to say that significant portions of the Chairmen’s draft closely track what the 
Wisconsin Task Force recommended. The renewable energy and energy efficiency titles in the 
discussion draft, in particular, are remarkably similar in many respects to the recommendations 
developed by our Task Force, and not surprisingly, 1 offer my wholehearted support for those 
aspects of the bill. Specifically: 

• The proposed Renewable Electricity Standards and Low Carbon Fuel Standards in the 
discussion draft closely resemble similar provisions and targets recommended by 
Wisconsin’s Task Force, 

• The discussion draft also includes a variety of measures related to energy efficiency, 
including building codes, lighting standards, and appliance standards. Our Task Force 
concluded - as have others - that these types of measures are the most effective and 
least costly actions that can be taken to reduce greenhouse gas emissions. We 
recommended mandatory utility investments in energy efficiency that 1 believe would 
achieve results similar to those of the Energy Efficiency Resource Standard proposed 
in the discussion draft. 

Perhaps most importantly, the discussion draft proposes ambitious, science-based, 
economy-wide greenhouse gas emission reduction goals and a cap-and-trade system for meeting 
those goals. 1 fully support these targets, which are roughly equivalent to what Wisconsin’s Task 
Force recommended to Governor Doyle, 

I would like to share with the Committee one of the lessons from Wisconsin’s Task 
Force. Our technical modeling indicated that without a cap-and-trade program, even if all 60 or 
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so of our other policy recommendations were implemented, Wisconsin would only be able to 
achieve about half of its emission reduction goal. If Committee members support the emission 
reduction targets proposed by the Chairmen, energy efficiency and renewable energy policies 
alone will not be enough. In Wisconsin, our broad spectrum of Task Force stakeholders 
unequivocally acknowledged that federal cap-and-trade regulation is a critical component of any 
climate change solution. 

With that said, cap-and-trade regulation should ensure that our emission reduction goals 
are met at the lowest possible cost. And I can tell you that the consensus of interests that we 
brought together in Wisconsin, in support of economy-wide, cap-and-trade regulation would 
urge that this Committee do everything it reasonably can to mitigate the compliance costs 
associated with comprehensive regulation. 

The economic and fuel makeup of Wisconsin make it a unique voice in the climate 
change debate. Wisconsin ranks third among all states in manufacturing. We are therefore 
naturally concerned about whether cap-qnd-trade regulations will make our manufacturers less 
competitive in global markets. We also are more dependent on coal for electricity than most 
states, and unfortunately coal emits more greenhouse gases per unit of electricity than any other 
conventional fuel. These two characteristics - our strong manufacturing base and reliance on 
coal for power - mean that Wisconsin could shoulder a disproportionately heavier compliance 
burden, depending on how federal regulation is ultimately designed. These questions of fairness 
and proportionality are, without question, extremely challenging. And I offer no easy answers. 
But in the face of those challenges, Wisconsin’s Task Force did not reject cap-and-trade and we 
did not water down our emissions reduction goals. Rather, we focused on cost mitigation as a 
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crucially important design feature of any cap-and-trade system. Specifically, we focused on two 
topics of great interest to this Committee: allowance distribution and the availability of offsets. 

1 understand that the Chairmen’s draft does not propose an allowance distribution 
methodology, and I’m not here today to support a particular approach. However, I would like to 
share with the Committee what our Task Force recommended. The Task Force did not limit its 
design options to the either/or proposition of auction versus free allocation. Instead, we crafted a 
compromise: 

• Allocate, for a reasonably small fee - perhaps as little as $2 per ton - to industrial sources 
and regulated utilities a substantial majority of the allowances that they will need to 
comply, for an initial transition period of up to ten years; and 

• Auction the remainder of the unallocated allowances. 

In reaching that compromise, the Task Force aimed to: 

• Provide greater financial certainty to regulated entities than they would have if all 
allowances were auctioned; 

• Minimize volatility, both in compliance costs and in overall economic impacts; and 

• Create a predictable, guaranteed revenue stream for climate related purposes such as low- 
income bill assistance, energy efficiency programs, investments in renewable and clean 
energy, wildlife and habitat impaet mitigation, and breakthrough research. This would 
create a substantial revenue source when applied to the large number of allowances under 
discussion. 

Importantly, the Task Force did not forever rule out the possibility of a more robust 
auction distribution methodology. Task Force members did, though, make clear that for a state 
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like Wisconsin, an initial transition period would be necessary to allow its economy, power 
sector, and consumers enough time to adjust to a carbon-constrained world. 

Also of great importance in the design of cap-and-trade are offsets. And offsets will be 
doubly important for states like Wisconsin. Not only do we have a strong manufacturing base 
and a heavy reliance on coal for power, we also possess abundant forest resources and a robust 
agricultural sector. As a result, offsets were an important issue for our Task Force, and they are 
an important issue for Governor Doyle, who has signed a Memorandum of Understanding with 
California, Brazil, and Indonesia to collaborate on forestry offsets. The signatories of this 
agreement represent 50% of the total tropical forests in the world. 

I understand that offsets are a difficult and challenging subject, as I have spent much of 
the last 15 years working in this policy arena. But offsets are a potentially powerful cost control 
measure, and I believe all of the concerns about the legitimacy of offsets can be addressed 
through well-crafted regulations. The discussion draft, in my opinion, puts forth the right basic 
standard for crediting offset projects: the emissions reductions must be additional, verified, and 
permanent. As long as that basic standard remains at the foundation of any offsets program, I 
will strongly support the inclusion of offsets in a federal cap and trade program. 

Land use will be important to addressing the challenge of climate change. Many people 
may not be aware that emissions from deforestation and forest degradation contribute 
approximately 20 percent of global emissions, which is more than all transportation-related 
emissions worldwide. Each year, a swath of tropical forest larger than the size of Wisconsin is 
destroyed - sending more than five billion tons of carbon dioxide into the atmosphere and 
damaging some of the planet’s most cherished places. 
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Forest conservation and restoration will be critical to solving the climate issue - helping 
to ensure we are able to stabilize atmospheric C02 at levels that scientists recommend. Including 
forest carbon activities in a carbon market would create a number of important benefits. First, it 
would provide a critical means of cost containment for U.S. businesses and consumers, 
particularly until advanced new energy technologies are ready to be deployed. Second, it would 
bring additional developing countries to the table in forging a more global climate agreement that 
addresses all major sources of emissions, while also leveling the competitive playing field for 
U.S. manufacturing and protects American jobs. Third, it would use the power of markets to 
generate what could be tens of billions of dollars to save the world’s forests and their 
biodiversity from destruction. And lastly, it could improve the quality of life of local and 
indigenous communities by reducing the negative impacts of deforestation on communities and 
providing direct economic benefits in the form of new opportunities. My personal experience in 
the design and implementation of some of the worlds first such projects has taught me that we 
have the means to measure and verify the greenhouse gas benefits of these projects, while 
meeting a multitude of critical environmental challenges. 

Closer to home, Wisconsin farms and forests can provide important opportunities to 
mitigate climate change, lesson compliance costs and improve land use practices. Our task force 
analysis identified several strategies which can generate real and additional greenhouse gas 
benefits while providing economic incentives to land owners through offset investments, 
improvements in timber management, and no or low till farming look particularly promising for 
instance. 

The Committee is to be commended for recognizing that greenhouse gases know no 
boundaries and that protecting forests and improving agricultural practices here and abroad is an 
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important component to any effective climate change strategy. Additionally, we know that 
changes in timber management practices, tillage practices, and animal waste storage, among 
other strategies, have important benefits not just for climate, but for habitat, water and soil 
quality too. The right kind of biomass can help us be more energy independent, and reduce our 
reliance on coal. Our forest lands and agricultural industries have an important role to play in 
helping reduce and mitigate greenhouse gas emissions. If we get the rules right, forest and farms 
can be an important part of the climate change solution. 

As a conservationist, I believe we must also recognize that climate change is already 
upon us. Although the Task Force did not directly address impacts and adaptation, Wisconsin's 
unique animal and plant communities, as well as our cherished inland lakes, superior mixed 
forests, and the Great Lakes, will almost certainly be adversely impacted by climate change. In 
fact, some impacts are already evident, Investing in these systems through a robust adaptation 
program - for example by empowering and funding state coastal and forest land acquisition and 
protection programs - will be essential to our successful adaptation to the adverse impacts of 
climate change. 

Conclusion 

In conclusion, I thank the Chairmen for presenting a thoughtful discussion draft. The 
draft is similar in many ways to the recommendations reached by our diverse group of 
stakeholders in Wisconsin. I offer my whole hearted support for the fundamental provisions of 
the bill, most notably the greenhouse gas reduction targets, and urge the Committee to do 
everything it can to mitigate costs without backing away from those targets. I want to thank the 
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Committee for giving me the opportunity to testify today on this pivotal issue and 1 look forward 
to your questions. 


9 



1116 


Mr. Markey. Thank you. In the same way that we had Mr. Reu- 
ther earlier, the Nelsons of course are environmental aristocracy, 
and I think everyone is feeling good to be on this panel with you 
here on the 39th anniversary and hopefully by the 40th anniver- 
sary of Earth Day we will have resolved all of these issues. 

Ms. Nelson. I am going to hold you to that. 

Mr. Markey. Well, I think we can do it but it is, as you can see 
from the earlier preliminary rounds that we had here, it is going 
to be contentious but I think ultimately achievable. 

Ms. Nelson. Well, you have a big challenge but I want you to 
know that Wisconsin is keen to work with you on overcoming some 
of those challenges. 

Mr. Markey. Thank you. I appreciate it. 

Our next witness is Bill Becker, executive director of the Na- 
tional Association of Clean Air Agencies. He served as the first ex- 
ecutive director of the State and Territorial Air Pollution Program 
Administrators and the Association of Local Air Pollution Control 
Officers. So whenever you are comfortable, Mr. Becker, please 
begin. 


STATEMENT OF BILL BEC KE R 

Mr. Becker. Thank you. Chairman Markey and Congresswoman 
Baldwin. My name is Bill Becker. I am the executive director of the 
National Association of Clean Air Agencies. We are an association 
of air pollution control agencies in 53 States and territories and 
more than 165 major metropolitan areas across the country, and 
undoubtedly every one of them is watching this hearing through 
the Internet today and into the evening. 

Chairman Markey, our association applauds you and Chairman 
Waxman and your staffs for not only the incredible amount of hard 
work that went into drafting this proposal but for your leadership 
and the level of commitment being put forth for moving this legis- 
lation so quickly and yet so thoughtfully. By carefully balancing the 
vast array of diverse interests, you found a center point around 
which consensus can ultimately be achieved. You have put the 
prospect of success on this critical issue which for so long has been 
so elusive within reach and taken together the core components of 
this bill comprise a solid foundation for a realistic and federal cli- 
mate program. We are particularly pleased that you have included 
a mandatory economy-wide greenhouse gas reduction strategy with 
quantifiable and enforceable limits and significant near, mid and 
long-term reduction targets, generally strong language protecting 
the rights of States and localities to exercise leadership in respond- 
ing to global warming, performance standards for stationary 
sources of greenhouse gases, a renewable electricity standard, a 
low-carbon fuel standard, requirements for cleaner, more efficient 
transportation, provisions for adapting to global warming and 
many others. 
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Is this precisely the bill that our association would have written 
had we held the pen? No, not exactly, but we fully understand the 
perspective from which you crafted this legislation and toward that 
end have developed a set of recommendations that we believe are 
consistent with that perspective and can be incorporated into the 
bill without upsetting the balance you worked so hard to achieve. 
Our written testimony details each of our recommendations, and 
what I would like to do is spend a couple of minutes highlighting 
three of them. 

First, we agree with the emissions reduction targets in the bill 
that are significant and that they are part of a compromise, part 
of the U.S. CAP proposal. At issue, however, is whether they are 
sufficient to avert dangerous anthropogenic warming. Since the last 
IPCC report was released in early 2007, scientific developments 
have shown that global warming is proceeding more quickly and 
with greater impacts than previously thought. Accordingly, we urge 
that you consider strengthening the reduction targets or at the 
very least ensure that these targets not be weakened as the bill 
moves through Congress. 

Second, while we support the offset integrity provisions in the 
discussion draft, which are designed to ensure that any offset cred- 
it represents permanent, enforceable, additional and verifiable 
emissions reductions, we are concerned about the generous offset 
credit pool which would allowed capped sources to use up to 2 bil- 
lion offset credits each year to meet their compliance obligations. 
When cap sources purchase offset credits rather then reduce their 
own greenhouse gas emissions, this dilutes the effectiveness of the 
cap. 

And finally, we are pleased that the bill would amend the exist- 
ing Clean Air Act savings clause to make clear that States and lo- 
calities have the authority to enact various important measures 
and strategies. I am sorry Congressman Upton isn’t here for this 
because we think it is very clear in the bill that you have preserved 
not only California’s ability to retain its own greenhouse gas stand- 
ards for motor vehicles but you have not tampered with the author- 
ity in the Clean Air Act under section 177 for other states to opt 
into California’s program. 

We are troubled by the provision in your bill that would preempt 
State and local governments from 2012 through 2017 from imple- 
menting or enforcing their own caps, thereby compelling the dis- 
solution of regional cap-and-trade programs such as RGGI, the 
Midwestern Accord and the Western Climate Initiative as well as 
California’s program. We recognize this provision may be intended 
to create a breather during which the federal cap-and-trade pro- 
gram would be the only one in existence. Nonetheless, this would 
revoke an important state and local authority. Moreover, we fear 
that if the bill is weakened as it moves through the legislative proc- 
ess yet this timeout remains. States would be required to surrender 
their successful programs and revenue in exchange for an inferior 
federal program. Instead, these State and regional path-breaking 
programs should be provided the option to decide whether the fed- 
eral program is rigorous enough and the choice to transition into 
the federal program. 
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So in conclusion, a successful national climate protection pro- 
gram must be predicated on a strong local-State-federal partner- 
ship. In order for our Nation to meet our greenhouse gas targets, 
we must ensure that all levels of government are fully engaged in 
the design and implementation of this program. We look forward 
to working with the committee as it moves through Congress and 
to President Obama’s desk for signature. Thank you. 

[The prepared statement of Mr. Becker follows:] 
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Introduction 

Good afternoon. I am Bill Becker, Executive Director of NACAA - the National 
Association of Clean Air Agencies - an association of air pollution control agencies in 53 states and 
territories and more than 165 metropolitan areas across the country. On behalf of NACAA, I 
appreciate this opportunity to provide our association’s perspectives on the March 31, 2009 
discussion draft of Chairman Waxman’s and Chairman Markey's American Clean Energy and 
Security Act of 2009. 

First and foremost, NACAA cohmiends the Chairmen and their respective staff for the 
incredible amount of hard work that went into drafting this important legislative proposal and for 
the level of commitment being put forth to move this legislation quickly, yet thoughtfully. We 
believe this bill is a solid national response to the urgent challenges posed by greenhouse gas 
(GHG) emissions and their impact on the Eaith’s climate. 

Global warming is the most pressing environmental issue facing our generation. The 
Intergovernmental Panel on Climate Change (IPCC) stated in 2007 that the evidence that global 
warming is already affecting our planet is “unequivocal, as is now evident from observations of 
increases in global average air and ocean temperatures, widespread melting of snow and ice, and 
rising global average sea level.”' And since the IPCC report was released, even more compelling 
research and evidence have accumulated demonstrating that we need to act now to reduce GHG 
emissions. 


' ifUergovcrunientii! Panel on Ciimare Change, “Climate Change 2007 - A vSynthesis Report,” (2007), ai p. 2, available:’ 
ai http://w\vw.ipcc,cii/ipccreporl.s/ar4-syr.htm. 
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NACAA applauds this legislative effort and believes it sets the bar for future proposals. 
We have analyzed this comprehensive draft and developed comments that are intended to be helpful 
as you continue to refine the bill. In that spirit, I will focus ray testimony on the following key 
issues: 

• Emissions Reduction Goals and Offsets; 

• Preservation of State/Local Authorities; 

• Performance Standards for Stationary Sources of GHG Emissions; 

• Applicability of Title V Requirements to GHG Sources; 

• Clean Transportation and Transportation Efficiency; 

• Promotion of the Deployment of Technologies in the Electric Power Sector; 

• Black Carbon; 

• Greenhouse Gas Registry; and 

• Adaptation. 

A. Emissions Reduction Goals and Offsets 


The bill’s cap-and-trade program covers the major GHG emitters in the U.S. economy and 
contains significant reduction targets. It would encompass 85 percent of U.S. GHG emissions and 
reduce these emissions to 3 percent below 2005 levels by 2012, 20 percent below 2005 levels by 
2020, 42 percent below 2005 levels by 2030 and 83 percent below 2005 levels by 2050. NACAA 
recognizes that these reduction targets stem from the recommendations of the U.S. Climate Action 
Partnership (USCAP), a coalition of environmental groups and businesses, and are therefore 
grounded on sound scientific and economic considerations. We are concerned, however, that the 
reduction goals may fall short of what is needed to avert dangerous anthropogenic warming. Since 
the last IPCC report was released in early 2007, scientific developments have shown that global 
warming is proceeding more quickly and with greater impacts than previously described. 
Accordingly, NACAA urges this Committee to strongly consider strengthening the targets included 
in the proposal; at a minimum, it is imperative that they not be weakened as the bill moves through 
Congress. 

The bill contains stringent offset integrity provisions designed to ensure that any offset 
credit represents permanent, enforceable, additional and verifiable emissions reductions. The bill 
also requires that 1.25 offset credits be used for any one emissions allowance, which gives more 
value to emissions reductions inside the cap than outside the cap. The percentage of offset credits 
that may be applied towards a source’s compliance obligation is limited by section 722(c)(1)(B). 
We are also pleased that section 734(a)(l)(A)(i) appears to prohibit sources from obtaining offset 
credits if the activity that results in the emissions reduction was otherwise required by law. We do 
not believe sources should obtain offset credits because they were required - by federal, state or 
local government - to reduce GHG emissions or meet other environmental requirements. 
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We are concerned, however, about the generous offset credit pool, which allows capped 
sources to use up to two billion offset credits each year to meet their compliance obligations. To the 
extent capped sources purchase offset credits rather than reduce their own GHG emissions, this 
dilutes the effectiveness of the cap. Allowing up to two billion tons of GHG reductions from 
uncapped sources to substitute for GHG reductions from capped sources represents a lost 
opportunity to gamer GHG reductions from capped sources. This provision is very troubling. 

Title rv, Subtitle A of the bill provides for measures to ensure domestic competitiveness 
while preventing increases in GHG emissions in other countries. We support this approach as a 
means to drive GHG emissions reductions here in the U.S. while attempting to alleviate the pressure 
to transfer production, employment and GHG emissions to countries without GHG emissions 
reduction programs. 

The bill provides for a review by the National Academy of Sciences (NAS) in 2012, and 
every four years thereafter, to ascertain whether the measures in the bill are adequate to meet the 
reduction targets and whether U.S. action in concert with international action is sufficient to avoid 
dangerous global wanning. We support these provisions. 

B. Preservation of State/Lxical Authorities 


A successful national climate protection program must be predicated on a strong local-state- 
federal partnership. In order for our nation to meet our GHG emissions reduction targets, we must 
ensure that all levels of government are fully engaged in the design and implementation of this 
program. 

We are pleased that the bill contains generally strong language protecting the rights of states 
and localities to continue to exercise leadership in responding to global warming by enacting more 
stringent GHG reduction policies and programs. As you are well aware, states and localities are 
carrying out a stunning array of climate initiatives: 

• More than 900 mayors to date have signed the U.S. Conference of Mayors Climate 
Protection Agreement, to strive to meet or beat the Kyoto Protocol targets in their own 
communities; 

• Thirty-five states have completed or are in the process of completing climate action plans; 

• Twenty states have adopted GHG reduction targets; 

• Seventeen states have developed or are developing mandatory GHG reporting rules; 

• Twenty-nine states have adopted Renewable Portfolio Standards; 

• Thirteen states and Washington, DC have committed to opting into California’s GHG motor 
vehicle emissions control program; 

• California, Washington and Oregon have set GHG performance standards for new power 
plants; 
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• California has adopted probably the most comprehensive and robust GHG reduction 
program in the world; and 

• Three regions of the country - the Northeast/mid-Atlantic (through the Regional Greenhouse 
Gas Initiative (RGGI)), the Midwest (through the Midwestern GHG Reduction Accord 
(MGGRA)) and the West (through the Western Climate Initiative (WCI)) - are in varying 
stages of their processes toward implementing regional GHG reduction programs. 

These examples illustrate the scope and depth of progress at the state and local levels on 
climate change issues. It is critical to recognize the key role state and local innovations have 
played, and will continue to play, in a national climate program. 

In addition, many other states and localities have implemented programs that indirectly 
reduce GHG emissions. These include programs to reduce vehicles miles traveled, land use 
planning that encourages smart growth, promotion of public transit, stringent building codes, 
promotion of energy efficiency measures and the like. These initiatives are all important to 
ensuring that the nation meets its GHG reduction goals in a cost-effective manner. A federal cap- 
and-trade program alone will not be enough to achieve the needed reductions. 

The bill would amend the existing savings clause in the Clean Air Act to make clear that, 
along with preserving the authority to enact other GHG emissions reduction measures (such as 
source-specific GHG reduction requirements or performance standards), it would not preempt state 
or local authority to cap GHG emissions, require the surrender of allowances or offset credits to a 
state or local government or compel the use of allowances or offset credits to meet a state or local 
requirement. The ability to require a source to surrender an allowance or offset credit is cmcial so 
that GHG reduction measures enacted in a state or locality do not translate into increased GHG 
emissions elsewhere. 

We sincerely hope that the federal program will be strong enough and timely enough so that 
state or local governments do not need to exercise these kinds of authorities. We support a strong 
mandatory economy-wide federal climate program. But in the event the federal program does not 
reduce GHG emissions sufficiently or in a timely manner, or some other deficiencies in the 
legislation emerge, stale and local governments must have the authority to step in and institute their 
own state or local rules, policies and strategies necessary to tackle global warming. 

We note that section 335 adds a new section to the Clean Air Act that preempts state and 
local governments, from 2012 through 2017, from implementing or enforcing a cap that covers any 
federally capped emissions during this six-year period. Our understanding is that the prohibition is 
narrow - it only applies to a specific tonnage limit on the amount of GHGs that can be emitted by a 
group of sources over a specified time period. Thus, it would not prohibit other important state or 
local climate initiatives during this time period, including GHG performance standards or reduction 
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requirements for state or local capped sources, or requirements that state or local capped sources 
relinquish allowances to a state or local government, for example. 

The provision would require the dissolution of the regional cap-and-trade programs, 
including RGGI, WCI and MGGRA, as well as California’s program. While we recognize that this 
provision may have been included in order to create a “breather,” during which the federal GHG 
cap-and-trade program would be the only one in existence, we are concerned that this section takes 
away an important state and local authority (including revenue) and backstop to the national 
program. In particular, if the bill is weakened as it moves through the legislative process, and yet 
this section remains, it means states will be required to surrender their successful programs in 
exchange for a weak federal program. We believe instead that these path-breaking programs should 
be provided the option to decide whether the federal program is strong enough and, if so, they can 
choose to transition into the federal program. 

C. Performance Standards for Stationary Sources of GHG Emissions 

1. New and Reconstructed Coal-Fired Power Plants 

NACAA believes that new/reconstructed coal-fired electric generating units (EGUs) should 
meet minimum emissions performance standards, even within a federal cap-and-trade program. 
The most cost-effective and efficient time to comply with environmental requirements is when a 
source is new or reconstructed. While NACAA supports the bill’s performance standards, we 
believe they should be strengthened. 

First, we are concerned that the bill allows significant EGU capacity that is permitted 
between 2009 and 2015 to be constructed without carbon dioxide (CO 2 ) controls because it is 
unlikely that the required carbon capture and sequestration (CCS) commercial availability finding 
will be made for another 10 to 15 years. Accordingly, we recommend that new/reconstructed 
facilities permitted during this period undergo case-by-case Best Available Control Technology 
(BACT) analysis and control for CO 2 emissions, including consideration of CCS. Requiring BACT 
will ensure that all relevant site-specific factors will be taken into account and that CCS will be 
advanced for this sector. 

Second, while NACAA supports the increasingly stringent performance standards that take 
effect in 2015 and 2020, respectively, we believe that these performance standards should be a 
floor, not a ceiling, and that EGUs constructed/reconstructed during this period should also be 
subject to BACT for CO 2 . 

Finally, the bill should include incentives for early deployment of CCS. 
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2. Other Major Sources of GHGs 

NACAA supports the bill’s requirement for New Source Performance Standards (NSPS) for 
industrial sources that are not covered by the federal cap-and-trade program. These standards 
should apply to reconstructed sources, as well. For equity and other reasons, we believe that NSPS 
should also be developed for new/reconstructed major industrial sources inside the federal cap. 
Without such a requirement, new/reconstructed sources will be able to avoid reducing GHGs at 
their facilities and instead purchase offsets, two billion of which are available worldwide under this 
proposal. BACT should be required for these facilities, as well. 

D. Applicability of Title V Requirements to GHG Sources 

The bill contemplates that Title V operating permit requirements shall apply to stationary 
sources only when criteria pollutants are at major source levels, and that GHG emissions shall not 
be considered in this determination. We are concerned that such an approach will allow major 
sources of GHGs, such as combined cycle turbines, that emit more than 25,000 tons per year of 
GHGs, but less than major source levels of criteria pollutants, to avoid any Title V requirements. 

State and local air pollution control agencies will be required to carry out numerous 
activities related to major GHG sources, including among others, monitoring, inspections, 
verification of offsets and enforcement. Accordingly, we recommend that the bill provide 
substantial resources for state and local air pollution control agencies to implement these activities; 
otherwise, implementation costs will fall solely to states and localities. Additionally, for sources 
that already have Title V permits that will be modified to include GHG emissions, state and local air 
agencies should be authorized to collect additional Title V fees reflecting the sources' GHG 
emissions and the additional work that will be required. 

E. Clean Transportation and Transportation Efficiency 

According to EPA, all told, the mobile source sector is responsible for 36 percent of total 
U.S. GHG emissions, taking into consideration upstream transportation fuel emissions, as well as 
nonroad mobile sources - a level that exceeds electricity generation, which accounts for 34 percent 
of all U.S. GHG emissions.^ Given this significant contribution, it is imperative that a 
comprehensive strategy be developed and implemented to reduce GHG emissions from the mobile 
source sector. NACAA supports the provisions of this bill that work toward that goal. 


^ EPA’s Advance Notice of Proposed Rulemaking on Regulating Greenhouse Gas Emissions under the Clean Air Act, 
73 Federal Register 44354, at 44355 (July 30, 2008). 
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1 . Low-Carbon Fuel Standard 

NACAA endorses the inclusion, in section 121 of the bill, of a comprehensive, federal low- 
carbon fuel standard (LCFS) to reduce the lifecycle GHG emissions intensity of transportation 
fuels. An LCFS would not only reduce our nation’s reliance on oil, but when implemented as part 
of a broader GHG reduction strategy, it would also hold great potential for easing the transition to a 
low-carbon economy. We are pleased that the proposed program covers all transportation fuels, 
contains safeguards against backsliding to dirtier fuels in the near term (2014 through 2022), 
requires the establishment by EPA of a baseline and sets long-term carbon intensity reduction 
requirements. 

We do, however, have concerns with several aspects of this program. First, we believe the 
annual average lifecycle GHG emissions reduction requirements set forth in the bill - a 5-percent 
reduction beginning in 2023 and a 10-percent reduction beginning in 2030 - can and should be 
more rigorous. Second, we are concerned that by calling upon EPA to set a federal LCFS under 
section 211(c) of the Clean Air Act, the bill would preempt states other than California from 
implementing their own LCFS. 

California is expected to adopt regulations this week to implement an LCFS that would 
reduce the carbon intensity of transportation fuels by 10 percent by 2020 - 10 years earlier than 
proposed in this bill. In addition, 1 1 Northeast and mid-Atlantic states have joined together to 
develop a regional LCFS. NACAA urges that a federal LCFS be at least as rigorous and timely as 
California’s program - requiring a 10-percent reduction in annual average lifecycle GHG emissions 
beginning in 2020. Further, states in addition to California should be authorized to adopt LCFS 
programs that are no less stringent than the federal program. NACAA also recommends that the bill 
incorporate provisions to guard against “leakage” of fuels with high carbon content into fuels, such 
as home heating oil, that are not regulated under the LCFS. Finally, we recommend that the bill 
include provisions requiring EPA, in developing the national LCFS program, to address regional 
circumstances and differences. 

2. Mobile Source Standards 

NACAA agrees with the bill’s authors that the Administration and EPA have broad statutory 
authority under the Clean Air Act to address emissions from mobile sources. Over the past four 
decades, utilizing the tools embodied in the Act, EPA has successfully developed comprehensive 
and effective programs that have very successfully and cost effectively reduced criteria pollutant 
and precursor emissions from mobile sources. In addition, the Act’s wise provision of authority to 
states to go beyond federal standards has also been used to gamer further important reductions and 
evaluate potential strategies. NACAA firmly believes that these same authorities can be used by 
EPA and the states with equal success to address the significant, long-term challenges associated 
with reducing mobile source GHG emissions. 
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We are pleased that section 221 of this bill calls upon EPA to utilize its Clean Air Act 
authorities to promulgate GHG emissions standards for an array of mobile sources, including new 
passenger cars, light trucks, heavy-duty vehicles and engines, marine vessels, locomotives, other 
classes of nonroad vehicles and engines, aircraft and aircraft engines. 

NACAA also supports the language of section 221(a)(4) of the bill, which reaffirms 
California’s legal authority to adopt and enforce its own mobile source emissions standards, and 
recommends that similar language be added to expressly reaffirm the legal authority of other states, 
under section 177 of the Clean Air Act, to adopt California’s emissions standards. 

Finally, with respect to motor vehicle emissions standards, we note in section 221(a)(3) that 
the expressed goal of the motor vehicle emissions reductions sought is to “achieve at least as much 
emissions reduction as would be achieved by implementation of the California law AB 1493 if 
enforced in the State of California and the other states that have adopted the standard." We 
recommend that this language be clarified to express clearly that national motor vehicle emissions 
standards under section 221(a) must be at least as stringent as California’s standards under AB 
1493, ensuring that California and the other states that have adopted California’s standards will reap 
the full measure of anticipated emissions reductions. 

3. Planning Requirements 

NACAA concurs with the authors’ evident assessment that a successful national climate 
strategy must ensure that the transportation sector contribute its fair share of GHG emissions 
reductions. In addition to reducing emissions from vehicles, engines and fuels, such a strategy must 
also include alternative approaches for integrating transportation and land-use planning. Toward 
this end, we support the bill’s inclusion of requirements for the establishment by each state of a 
transportation-related GHG emissions reduction goal and the development and submittal by each 
metropolitan planning organization (MPO) with a population greater than 200,000 of a plan to 
achieve the goal. 

We are particularly pleased the bill requires that the GHG emissions reduction goal be 
developed with the concurrence of the state air quality agency, as well as the state transportation 
agency. We believe firmly that the concurrence of the state air quality agency is imperative in this 
regard and urge that the “equal partnership” between state air quality and transportation agencies be 
preserved. We further recommend that the applicable local air quality agencies also be given a 
concurrence role in developing regional GHG emissions reduction goals, rather than a consultative 
role, as is currently provided in the bill. 
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We also support the designation of EPA as the lead agency in developing and promulgating 
regulations establishing standardized models and methodologies for developing goals, plans and 
strategies. 

With respect to the GHG emissions reduction goals and plans, we are concerned that, 
beyond requiring that goals and plans be submitted (the goals to EPA and the plans to EPA and 
DOT), there are no requirements for ensuring that 1) the plan include provisions and strategies 
adequate to achieve the goal, 2) that the plan be implemented or 3) that the goal, or progress toward 
meeting it, be achieved. NACAA recommends that there be an element of enforceability, including 
performance and accountability provisions, incorporated into the bill. In addition, we commend the 
list of potential transportation and land use planning strategies included in the bill, and believe that a 
reduction target for vehicle miles traveled should be added to the list. 

With respect to funding for this planning process, it is unclear what level of funding is 
intended under section 841(h), regarding competitive grants that EPA and DOT “may” award to 
MPOs “to develop or implement plans submitted under subsection (a)(2).” We urge that such funds 
be sufficient to cover infrastructure and software investments and personnel associated with 
implementation of projects identified in the plan. 

F. Renewable Electricity Standard 

Increasing the amount of electricity generated from renewable sources would significantly 
reduce GHGs from the electricity generating sector. NACAA supports the national renewable 
electricity standard (RES) included in the bill, which requires an increasing share of the electricity 
sold by retail electricity suppliers with annual sales greater than 1 million MW hours to come from 
renewable sources, starting with 6 percent in 2012 and ramping up to 25 percent beginning in 2025. 
Under the bill, renewable energy resources include wind, solar and geothermal energy, biomass or 
landfill gas, qualified hydropower and marine and hydrokinetic renewable energy. 

In addition to reducing GHGs, such an RES would also create new jobs, stimulate capital 
investment, generate revenue and spur movement away from fossil fuels. Twenty-nine states have 
enacted standards for the use of renewables, and several others have put in place voluntary 
programs. We are pleased that while establishing a federal RES, the bill does not interfere with 
states’ authority in this regard. 

G. CCS Demonstration. Early Deployment Proeram and Commercial Deployment 

Section 1 14 of the bill establishes the Carbon Storage Research Corporation to administer a 
program to accelerate the commercial availability of CCS technologies and methods by providing 
funding through grants, awards and financial assistance to utilities, national laboratories, academic 
institutions, federal and state research agencies and non-profit organizations. The program is 
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funded through assessments on fossil fuel-based electricity, to generate between $1 billion and $1.1 
billion per year. Section 115 directs EPA to promulgate -regulations within two years to establish a 
program to distribute appropriated funds to support the commercial deployment of CCS 
technologies in electric power generation and industrial operations. 

CCS technology allows for the capture and sequestration of CO 2 emissions from coal-fired 
power plants. Thus, the development and commercial deployment of CCS technology is critical to 
meeting the nation’s GHG reduction goals. We support the bill’s provisions regarding CCS 
deployment. We also support the assessment of fees on fossil fuel-based electricity generators to 
support the acceleration of the commercial availability of CCS technology, as it aligns financial 
responsibility with carbon accountability. 

However, the bill lacks provisions to stimulate the deployment of emerging renewable 
energy technologies for power generation, which entit no GHGs or conventional air pollutants. We 
recognize that the bill contains an RES, which will promote the use of renewable energy, as we 
discuss above. Nevertheless, the bill contains both financial assistance and a performance standard 
for CCS; likewise, along with the RES, the bill should provide financial inducements to promote the 
deployment of renewable energy technology. 

As Dr. Ralph Izzo, President, Chairman and CEO of PSEG Inc. testified before the 
Subcommittee on Energy and Environment earlier this year: 

“|W]e need additional federal support for certain emerging renewable technologies . 

. . A market driven approach like the RES will appropriately drive investment 

toward what are currently the most cost-competitive forms of renewable generation. 

However, developing promising industries, like solar and offshore wind, is an 

important part of our long-term climate change solution.”^ 

H. Black Carbon 

Carbonaceous aerosols are produced by the incomplete combustion of fossil and biomass 
fuel and are composed both of light-scattering organic carbon and light-absorbing black carbon. 
Black carbon warms the planet by absorbing heat in the atmosphere and by reducing albedo (the 
reflection of sunlight from snow and ice). We are pleased that the bill requires EPA to take action 
on black carbon within one year of enactment. Strategies that reduce black carbon emissions will 
reduce global warming as well as various adverse human health impacts associated with exposure to 


^ Dr. Ralph Izzo, Testimony Before the House Committee on Energy and Commerce, Subcommittee on Energy and 
Environment, (February 26, 2009) available at http://energycommerce.house.gov/Press_ni/20090226/ 

testimony_izzo.pdf. 
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black carbon. According to the Institute for Governance and Sustainable Development, reducing 
black carbon emissions has the potential to save up to three million lives per year.^ 

Black carbon particles only remain airborne for weeks at most. Therefore, reducing 
emissions of these particles has an almost immediate benefit (compared to carbon dioxide, which 
remains in the atmosphere for more than a century). According to Professor Mark Jacobson of 
Stanford University, control of black carbon “particularly from fossil-fuel sources, is very likely to 
be the fastest method of slowing global warming” in the immediate future.^ 

I. Greenhouse Gas Registry 


NACAA believes that accurate, verifiable GHG emissions data are the cornerstone of a cap- 
and-trade regime. The bill requires EPA to draft GHG repotting regulations “from scratch,” and 
states that such regulations should “take into account... the protocols from the Climate Registry...” 
This language should be modified to provide that EPA’s regulations be reasonably consistent with 
the protocols for the measurement, accounting and reporting of GHGs utilized by The Climate 
Registry (TCR). 

Moreover, some states have implemented (or are planning to implement) GHG reporting 
requirements of their own that address the particular needs in their states, and may exceed federal 
requirements in terms of sectors covered, data required, emissions thresholds and other divergent 
provisions. These programs provide essential information to policy-makers, who need to 
understand GHG emissions trends, and should not be curtailed or preempted by federal regulatory 
requirements. Language should be incorporated into the bill to ensure no direct or indirect 
preemption of state GHG reporting pro^ams. 

The bill also provides that reporting entities submit data directly to the EPA Administrator, 
bypassing states. However, some states will likely collect GHG data from sources themselves, and 
the bill should include provisions allowing states to do so. 

J. Adaptation 

NACAA commends the inclusion of Title IV, Subtitle E on adapting to global warming. No 
matter what trajectory our GHG emissions take, all regions and communities in the U.S. will need 
to adapt to a warmer and different climate. The impacts we all must plan for include sea level rise. 


* Institute for Governance and Sustainable Development, “Reducing Black Carbon May Be the Fastest Strategy for 
Slowing Climate Change,” December 2008, at p.6, citing C. A. Pope 111 and D. W. Dockery, Epidemiology of particle 
effects, in S. T. Holgate, et at, eds., AIR POLLUTION AND HEALTH 673- 705 (1999) and statistics from the World 
Health Organization. 

^ Mark Z. Jacobson, Testimony for the Hearing on Black Carbon and Climate Change, U.S. House Committee on 
Oversight and Government Reform 12 (18 October 2007), available at 

http://oversight.house.gOv/documents/200710181 10606.pdf . 
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more extreme weather events, migrations and possible extinctions of species, droughts and 
wildfires, and the acidification of oceans, to name a few. 

For air quality regulators, warmer weather will make it even more difficult to fulfill our 
responsibility under the Clean Air Act to reduce ozone levels. Thus, we urge Congress to recognize 
that adapting to global warming will affect a myriad of activities under other programs and, 
accordingly, to adjust funding levels to account for the impacts of global warming on our work. 

Conclusion 


Once again, NACAA thanks the Committee for the opportunity to present our comments 
and perspectives on the American Clean Energy and Security Act of 2009. Taken together, the key 
components of the bill, including a mandatory, economy-wide GHG emissions reduction program 
with quantifiable and enforceable limits and significant near-, mid- and long-term reduction targets; 
a renewable electricity standard; a low-carbon fuel standard and requirements for cleaner, more 
efficient transportation, among other meaningful provisions, comprise a realistic and effective 
foundation for a federal program. It is our desire to work with this Conmuttee to refine and further 
strengthen the bill and then move it through Congress and to President Obama’s desk for signature 
We stand ready to be of assistance. 


12 



1131 


Mr. Markey. Thank you, Mr. Becker, very much. 

Our next witness is Carl Royal, a member of the Securities and 
Futures Regulation Practice Group of Schiff Harden LLP. He has 
over 30 years of experience in the regulation of markets and mar- 
ket participants under the federal securities and commodities laws 
and he has spent 14 years at the Chicago Mercantile Exchange 
serving as senior vice president and general counsel, and on a day 
when we heard Ken Lay’s name mentioned again, Mr. Royal can 
perhaps give us good instruction as to how to construct this mar- 
ketplace in a way that will protect against fraud and manipulation. 
We welcome you, sir. 

STATEMENT OF CARL ROYAL 

Mr. Royal. Thank you, Mr. Chairman. I recognize that this bill 
and this committee’s jurisdiction is covering a very wide territory 
as the various other speakers have already covered. I am going to 
focus on a very narrow aspect of that, and that is the trading part 
of cap and trade and how that market should be regulated. 

I think there are two basic themes that are of critical importance 
here. First is just recognizing that it is very important to have a 
well-regulated market to avoid some of the abuses that we have 
seen in other markets. In this market in particular, because it has 
such an impact over so many sectors of the economy and there is 
going to be of great importance to users of emissions and the gen- 
eral public so I do believe that it is essential that the regulatory 
framework to be created by Congress protect the integrity of the 
market and ensure that the market achieve its environmental pur- 
pose. It therefore should meet the following objectives. It should be 
designed to be as transparent as possible. Participants in the mar- 
ket should be protected from manipulation and fraud and the mar- 
ket should resist the development of speculative bubbles that divert 
prices away from the fundamental drivers of supply and demand. 

Because this market is one that is being created de novo, this 
gives Congress an opportunity to create a market that can avoid 
some of the problems that we have seen in other markets. In my 
view, if we can provide a regulatory framework that combines an 
exchange trading requirement, strict limitations on traders such as 
position limits and margin requirements, and tough enforcement 
provisions, it then would be possible to achieve protection of the 
public in those areas. I recognize that there have been other mar- 
kets in recent months where there have been some serious prob- 
lems, credit default swaps, for example, but I would point out that 
that was a market that exists in the unregulated over-the-counter 
market and is not necessarily a problem with the instruments but 
perhaps in the market and how it was not regulated effectiveness. 
If you move a market to an exchange environment, I think you can 
avoid many of those problems. 

I think first that exchange trading maximizes market trans- 
parency because all parties in the market as well as the federal 
regulators have access to pricing information in real time and can 
see what other traders are doing. Second, exchange traded products 
have standardized terms that make them easy to understand easy 
to price. That improves market liquidity which helps keep the cost 
of trading low. Third, exchange trading comes with clearing by a 
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central clearinghouse acting as central counterparty to all trans- 
actions. Under central counterparty clearing, all positions are val- 
ued every day based on market prices as determined by a neutral 
party. If a position’s value goes down, there is a daily call for cash 
called variation margin. This financial discipline would have pre- 
vented many of the problems that are now being faced by banks 
and other participants holding mortgage-backed securities and 
other forms of OTC derivatives that are worth much less than the 
banks are valuing them on their balance sheets. 

Further details on some regulatory suggestions are contained in 
my written remarks, and I thank the committee for this oppor- 
tunity. 

[The prepared statement of Mr. Royal follows:] 
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Introduction 

My name is Carl Royal. I am a member of the Securities and Futures Regulation Practice 
Group of Schiff Hardin LLP, a general practice law firm with offices located in Chicago, New 
York, Washington, Atlanta, San Francisco and other cities. 

I have over 30 years of experience in the regulation of markets and market participants 
under the federal securities and commodities laws. In addition to my law firm experience, 1 
spent 14 years at the Chicago Mercantile Exchange, where I served as Senior Vice President and 
General Counsel. 

The Nature of Carbon Markets 

In enacting a cap-and-trade program for greenhouse gases, Congress will be establishing 
the largest environmental market in the world. In many ways this market may look like other 
markets, but in reality this market differs fundamentally from other commodity markets such as 
soybeans or gold. The carbon market will trade in allowances whose supply is created by the 
government, where the supply is limited and decreasing, and the demand for which is driven by 
industrial users’ compliance obligations. 

Why have a market in carbon emission allowances? Such a market; 

• helps achieve the most environmental good for the least economic cost; 

• provides compliance flexibility (avoids one size fits all regulation); 

• promotes innovation, which can spur the development of the low-carbon 
technologies of the future; and 

• avoids government getting involved in picking winners and losers. 

The carbon market exists solely in order to facilitate the reduction of global warming 
pollution in the most cost-effective way possible. Its purpose is to achieve a public good, and 
therefore the public has a strong interest in seeing that the market operates in a way that inspires 
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public confidence and trust. To put it directly, the market should be set up in a way that limits 
the kinds of irresponsible behavior and systemic failures that we have seen in financial markets 
in the last several years. It is essential that Congress erect a regulatory framework that protects 
the integrity of the market and ensures that the market achieves its environmental purpose. 
Policy makers will need to design a carbon emissions allowance market that is transparent, that 
prevents market participants from manipulating prices, and that can resist the development of 
speculative bubbles that divert prices away from the fundamental drivers of supply and demand. 

Fortunately, the good news is that it’s perfectly possible for Congress to do. 

Key Principles in Market Design 

The purpose of the new market will be to establish a trading mechanism for allowances to 
be priced and traded so that emissions can be reduced in the most cost-effective manner and the 
product can be a useful tool in emission abatement implementation and planning. Unlike most 
financial markets, the carbon market should not be viewed primarily as an investing opportunity 
or a means to facilitate commercial activities. Its regulation should be directed toward ensuring 
fair and stable pricing of the allowances, albeit with sufficient liquidity to provide an efficient 
means of trading the allowances. Thus, the regulatory and enforcement focus in a carbon market 
should be on four overarching objectives: 

• First, the trading market should be designed to be as transparent as possible. In 
particular, trading should take place out in the open, and federal regulators must be 
able to monitor all trading activity. 

• Second, the trading market should be protected from price manipulation and fraud. 
Price manipulation involves a participant in the market who attempts to create 
artificial movements in the prices of the allowance products or who imposes a deceit 
on or abuse of the market. Federal regulators should also prohibit fraudulent 
activities connected to the market, such as misrepresentations designed to induce a 
person to buy or sell an allowance. 
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• Third, regulators should write rules that help maintain fair and orderly markets. The 
rules of the trading markets should be designed so that no unfair trading advantages 
are created and that price movements are not distorted or disruptive. This also means 
that rules and regulations do not contain loopholes that allow some trading activities 
to occur in an unregulated manner, and that the rules prevent excessive speculation in 
the market that could lead to price bubbles or excessive troughs. 

• Finally, rules and regulations should be designed in such a way as to make their 
enforcement simple and effective. The rules of the market become meaningless if 
they cannot be enforced effectively. Regulators should not allow trading activities 
that they cannot readily monitor or understand, and should design market rules that 
ease market surveillance and oversight. 

Creating a Good Carbon Market Architecture 

Because the carbon market is being created de novo, it can be built in a manner that 
avoids many of the problems that we have seen in markets recently. In my view, a combination 
of an exchange-only trading requirement, strict limitations (such as position limits and margin 
requirements) on traders, and tough enforcement provisions can protect the public from the 
excesses and abuses that have occurred recently in financial markets. This is essential because 
the environmental purposes of the market are best served by a well-regulated and well-behaved 
market. 


Of particular concern is trading in the over-the-counter (OTC) market. The rationale 
usually given for OTC trading is that it would enhance financial innovation by allowing market 
participants (in particular Wall Street banks) more flexibility to devise and trade complex, 
customized financial tools to manage risks. However, this type of trading has been the source of 
most of the financial difficulties that we have seen recently. First, because the contracts were 
between private parties, OTC trading occurred outside of the public eye. Second, the products 
themselves were often very complicated and contained special terms that made them unlike any 
other contract. This made them difficult to value because there was no market price to which the 
contract could be compared. Third, when one party to the contract defaulted, the other party was 
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often not able to absorb the loss, which potentially could trigger a cascading series of defaults 
throughout the financial system. 

That is not to say that derivative instruments based on emission allowances are a bad 
idea. To the contrary, derivative instruments can help companies manage the price risks 
associated with their need for emission allowances in future years. For example, assume that a 
company plans to open a new plant in five years. Because the plant is expected to emit a certain 
amount of carbon, the company knows that it will need to acquire a specified number of 
emission allowances when the new plant is operational. If the company chose not to use any 
derivative instrument, it could simply purchase the allowance in the secondary cash market when 
the new plant becomes operational. However, the company would then be exposed to the risk 
that the price of purchasing emission allowances might be substantially higher in five years than 
what the company had budgeted. Alternatively, if the company wished to hedge that price risk, 
it could purchase a futures contract with a settlement date t i.e. . the date when the allowance 
would be delivered) near the time when the plant is expected to become operational. The price 
to be paid for the emission allowances in five years would be locked in at the time the futures 
contract is purchased, thus enabling the company to know what the price will be and to prepare 
its budget accordingly. 

In a carbon market, the needs of regulated emitters are likely to be straightforward in 
terms of having adequate allowances to meet their compliance obligation and in managing their 
price risk with futures and options contracts. These products are easily standardized and well- 
suited to exchange trading. Requiring trading to occur on registered exchanges simultaneously 
addresses all three of the problems occurring in the OTC market. First, exchange trading 
maximizes market transparency, because all parties in the market have access to pricing 
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information in real time, and can see what other traders are doing. Because all trading activity 
occurs in just a few places and in the public view, it is easier for federal regulators to monitor 
trading activity and to detect attempts to manipulate prices. Indeed, the exchanges themselves 
often serve as a first line of defense in monitoring and regulating markets. Second, exchange- 
traded products have standardized terms that are frequently traded. This makes them easy to 
understand and easy to price, and it improves market liquidity, which helps to keep the cost low. 

Third, the exchange clearing house acts as the central counterparty to traders, w., the 
clearing house in essence provides a performance guarantee to both the buyer and the seller of a 
cleared contract. This means that buyers and sellers need not worry about each other’s 
creditworthiness; instead, they can rely on the creditworthiness of the clearing house. This is in 
stark contrast to transactions in OTC derivatives, where a firm needs to monitor closely the credit 
standing of the other party in order to avoid transactions with a party that might later become 
insolvent (as happened with Lehman Brothers). When a clearing member enters into a trade on 
an exchange, it is required to post a certain amount of margin (performance bond) to cover the 
maximum expected one-day loss the resulting position could incur. The clearing house marks 
the position held by each clearing member every day to the daily closing market price of each 
position. If the value of the positions held by a clearing member goes down, the clearing 
member is required to make a payment (known as variation margin) to the clearing house equal 
to the decline in the value of its positions. This payment must be made by early the next 
morning, before the market opens for trading. 

The central counterparty system thus provides a high degree of financial integrity. All 
positions are valued every day based on market prices as determined by a neutral party. If a 
position’s value erodes, there is a daily call for cash. Under this system of daily marking-to-the- 
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market, a firm cannot hide its losses by pretending that its position has a value equal to its 
historical book value. This financial discipline would have prevented many of the problems now 
being faced by banks holding mortgage-backed securities and OTC derivatives that are worth 
much less than the value attributed to them on the banks’ balance sheets. 

In addition to requiring that all trading take place on exchanges, the market should be 
designed to create a structure to set and adjust trading rules and restrictions to prevent market 
abuses and excesses. There are a number of standard tools that can be used to control market 
behavior. These include rules on position limits and margin requirements for traders, restrictions 
on short sales, and limits on trading if prices move dramatically in a given time period. Market 
regulators should make full use of these tools to dampen volatility, prevent speculative bubbles, 
and prevent market abuses. 

At the same time, regulation should not be so stringent that it chokes off trading interest 
to the point that market liquidity is hurt. When a market stops being liquid, it is subject to 
extreme price swings as desperate buyers drive up prices in a bidding frenzy, or panicked sellers 
try to unload their positions at fire sale prices. Experience in the U.S. commodity futures 
markets has shown that liquidity can be enhanced when the number of market participants 
increases. When a market is limited only to commercial participants in the instruments being 
traded (e.g. . farmers and grain elevators in the case of wheat futures, or regulated emitters in the 
case of emission allowances), trading can become difficult and infrequent because there may not 
be willing buyers at the same time there are willing sellers. Permitting other participants - 
variously called “liquidity providers,” “market makers” and “speculators” - into the trading 
market can smooth out trading activities and thus provide a more liquid market. Thus, a careful 
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balance needs to be struck between having tough rules that will deter market abuses versus 
overly strict rules that will discourage legitimate trading activities. 

Finally, the market should be designed to ensure that the rules of the carbon market are 
easily and readily enforced, and that there are significant sanctions for those that violate these 
rules. There are four essential elements to successful enforcement of the rules of the carbon 
market. First and foremost, federal regulators must have the commitment and resources to 
actively and vigorously oversee the market. Congress must also do its part by providing 
adequate funding for regulatory agencies, and in conducting oversight over carbon market 
regulators on behalf of the public. Second, market participants should be required to keep 
sufficient and satisfactory records to enable federal regulators to assemble information about 
trading activity. This recordkeeping by traders would be in addition to any reporting and 
monitoring requirements that would be required to be collected by the exchange. Third, 
regulators need the legal tools and resources to effectively investigate and audit market 
participants to ensure that all activity is legal. These tools and resources include adequate budget 
and personnel to conduct investigations, and legal authorities such as subpoena power for records 
or for witness testimony. Lastly, civil and criminal penalties for violating trading rules in carbon 
markets need to be sufficiently severe to deter illegal activity. That means that the federal 
regulator must both zealously investigate and prosecute rules violations, and that the penalties 
are tough enough to be an effective deterrent. 

Thank you for the opportunity to present my views to the committee. 

DC\80007374 3 
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Mr. Markey. Thank you, Mr. Royal, very much. 

Our next witness, Jon Anda, is a visiting fellow of the Nicholas 
Institute for Environmental Policy Solutions at Duke University. 
Mr. Anda was previously president of the Environmental Markets 
Network at the Environmental Defense Fund. He has worked to 
create a framework for the U.S. carhon market that is fair, efficient 
and responsive to lessons learned in the financial crisis. And that 
is very important because we have many people who are saying 
well, how can we create a new market here, and won’t that he dan- 
gerous, you know, mentioning Bernie Madoff or mentioning Ken 
Lay or mentioning credit default swaps or other machinations of 
the marketplace that have occurred. The truth is that what Bernie 
Madoff did was illegal and there were clues actually to track him 
down 10 years ago that just were not followed up on, and in credit 
default swaps there were many warnings over the years as well as 
there are in many of these other areas that ultimately came to hurt 
confidence in the marketplace. But at the same time we are not 
going to abandon the New York Stock Exchange or the NASDAQ 
or the Chicago Mercantile Exchange and say trading just can’t 
occur because that would bring capitalism to its knees. And so that 
is why we have Mr. Royal and Mr. Anda here today to help us to 
frame the way in which we can create a marketplace that will 
work, be transparent, honest, and if manipulation does occur, lead 
to the apprehension of and ultimate imprisonment of someone who 
abuses the system. 

So we welcome you, Mr. Anda, and whenever you are ready, 
please begin. 

STATEMENT OF JON ANDA 

Mr. Anda. Thank you, Mr. Chairman. I think we obviously have 
a risk with creating a new financial market for carbon but we also 
have a great opportunity. Carbon actually could set a standard that 
could be used in other markets, and Carl referred to that and I cer- 
tainly support that point. 

Let me just write down some comments about the work the com- 
mittee has done. I think you did two things really right in estab- 
lishing fairness efficiency but also taking some lessons from the re- 
cent financial crisis. The first one was in allowances. The discus- 
sion draft sets a best execution standard for allowances. That 
means that anyone who buys an allowance is assured of getting the 
best price available in the market. That is something we do in our 
equity markets under something called the national market system 
and that was a great thing for the committee to do. 

Secondly, the committee made a very important decision in de- 
rivatives. In derivates, the discussion draft says that derivates will 
basically be traded on listed regulated markets, the kind that Carl 
described, rather than in the OTC market which is very common 
for commodities. Sometimes people put carbon the commodities 
world. I think those were bold decisions and set the right tone for 
the bill. So I will talk maybe a little bit more about those later but 
I want to add some context to these decisions. I know it is late on 
a Friday afternoon but I think just a few numbers are instructive. 

Over the life of the bill, you are going to be issuing 131 billion 
allowances but initially we might have as little as 5 billion out- 
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standing of we just do an auction for 1 year. So in the financial 
world we call this a really small float, 131 billion over the life and 
5 years out in the first year. Now, another way to think about that 
is that you are telling emitters that they have to abate carbon over 
38 years, that they want to manage that risk, they only have 1 
year of allowances worth to trade to manage their risk. So what 
will that lead to? That is going to lead to huge demand for deriva- 
tives, absolutely huge demand, and I don’t think that is a problem. 
I just think it is a good idea if you are going to have huge demand 
for derivatives recognize it and have those derivatives traded trans- 
parently and in a way that the system doesn’t get out of control. 

As an aside, I would encourage you to think about increasing the 
flow. You can do that as you have already provided in the discus- 
sion draft. You can auction an extra 4 years worth upfront. But if 
you think about using that provision, if you did it you have maybe 
25 billion tons to auction in the first 5 years. If that was $20 a ton, 
you would hosting a half a trillion dollar auction. That is a little 
too big. So that is a tough way to do it. But to the extent that you 
do have free allocations, either for all the topics we have talked 
about the last few days, leakage or giving them to LDCs, do it up 
front so that we have more allowances and a less derivatives-de- 
pendent market. 

Lastly, I would encourage you to think about something like 
rights. The government auctions rights to emitters to buy allow- 
ances in, say, 5 years’ time at a fixed price, say $20. That would 
be a way of sort of pre-selling the rights and providing some financ- 
ing to emitters and clearly I won’t discuss that late on a Friday 
afternoon in my 5 minutes. 

Let me just go back to the best execution point and make one lit- 
tle comment. I love the national market system. In my 20 years at 
Morgan Stanley, I came mostly out of the equity business and we 
certainly are — our markets have benefited from that rule. But car- 
bon isn’t, you know, thousands of stocks, it is basically one instru- 
ment, and I think certainly one option for the allowance market 
would be to have a central marketplace, one electronic, what I call 
a CLOB for carbon, a central limit order book where all the trades 
occur, everybody can see the bids and offers. I think that is some- 
thing that might be a good idea and might even be embraced by 
the market participants. 

In the derivatives area, I just want to make one important com- 
ment, what goes hand in hand with requiring listed exchange trad- 
ing of derivatives. You have to have rationale accounting so that 
emitters can use these instruments. So if an emitter, one of your 
local utilities, wants to buy a future and their intention is to exer- 
cise that future in a few years and turn it in for compliance, don’t 
make them market to market. They are just locking in an expense 
and deferring it. If you do market to market, one of the main rea- 
sons people do OTC highly structured derivatives is to avoid mar- 
ket to market so get the accounting right. U.S. CAP mentions ra- 
tional accounting in their blueprint and I think what we want to 
do, we want these derivative markets to be kind of like farmers use 
derivatives all the time. It is part of their normal course of busi- 
ness and I hope it can be for emitters too. 
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So just to conclude, I apologize for this being a bit technical but 
if you want to go a little further you can read my written testimony 
and also included in my testimony as an appendix is a primer on 
carbon markets that we at the Nicholas Institute wrote just a cou- 
ple months ago and it gives a lot of background on this important 
topic, but again, I congratulate the committee on setting the tone 
for a fair and efficient U.S. carbon market that does take lessons 
form the financial crisis. Thank you. 

[The prepared statement of Mr. Anda follows:] 
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Testimony of Jon A. Anda 
April 24, 2009 

Thank you for the opportunity to testify before this Committee today. My name is Jon 
Anda and I am a Visiting Fellow of the Nicholas Institute for Environmental Policy Solutions 
at Duke University. I was previously President of the Environmental Markets Network at 
the Environmental Defense Fund. Prior to that time, from 1986 through 2006 , 1 was with 
Morgan Stanley where I served in a variety of roles including Vice Chairman, Global Head of 
Capital Markets, Head of Corporate Finance, and Head of both the Institutional Equity and 
Investment Banking Divisions for the Asia Region. 

During the past 2 and 'A years, at both Duke and Environmental Defense, I have worked to 
create a framework for the U.S. carbon market that is fair, efficient, and responsive to 
lessons learned in the financial crisis. The Bill's carbon market section sets the right tone 
to accomplish these same objectives - with key decisions like best execution and listed 
derivatives trading - being made correctly by the Committee. 

Let me begin with a few points about the potentially small initial "float” of allowances - 
which is essential to framing this discussion: 

1. The Bill provides for 131 billion allowances over the life of the policy, although as 
few as 5 billion may be outstanding initially . Thus, the so-called “float” of 
allowances in circulation is small relative to the total. Put another way, we are 
asking emitters to take on 38 years of abatement with as little as 1 year of 
allowances available to manage their risk. This will drive huge demand for 
derivatives - making them the “tail wagging the dog” in the U.S. carbon market. 
This highlights the correctness of the Bill’s provision to keep derivatives trading on 
so-called designated contract markets (or DCM’s) - which are essentially regulated 
and transparent exchanges . Obviously, offsets should pick up quite a bit of the 
slack on float - but not enough to fundamentally alter these initial market dynamics. 

2. Let me mention one potentially important technical issue - linkage of listed 
derivatives to the physical supply of allowances. You all remember, I’m sure, that 
the notional value of credit default swaps got to over $70 trillion - far larger than 
the value of the underlying credit instruments. The Government may need to 
explicitly guarantee that enough unsold future allowances will ultimately get 
distributed in time for the expiration of listed derivative contracts. 

3. Now let me point out a few ways to make the initial float bigger. The first is to use 
the Bill’s provision to auction as many as 4 future vintage-years’ worth of 
allowances upfront. But this will tend to create auction sizes too large to be 
executed efficiently - remember that at about $20 per ton, we would already have a 
$100 billion first year auction if we do 100% . The second alternative would be to 
front-end load any free allocations to ensure a liquid carbon market that is less 
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derivatives-dependant. This rationale alone, beyond leakage and other issues 
raised to the Committee, might be a reason to consider some degree of free 
allocation. The third alternative is to boost the float synthetically - which could be 
done by adding Allowance Purchase Rights (or APR’s) to the regular allowance 
auctions. APR’s could, for example, allow the holder to purchase allowances in 4 
years time at $15 per ton. The APR’s could be a useful listed hedging tool - as well as 
effectively providing emitter financing (since the $15 isn’t paid for 4 years). APR’s 
don’t have to change the cap - they can just be a means of pre-selling Government- 
held allowances. 

Now, with that context. I’ll go back to best execution, listed trading of derivatives on 

DCM’s, and early opposition to the Bill’s market provisions: 

1. First - best execution means that when you buy or sell an allowance you are 
assured of getting the best price available across all potential trading venues. This 
is critically important for two reasons - first, because carbon prices flow quickly 
through to consumer’s prices - and, second, because not all emitters have the 
capability to arbitrage across non-Iinked markets. The question is this: at what 
point is the Bill’s National Market System linking competing exchanges too 
cumbersome relative to a single marketplace? The Commission might consider the 
alternative of having the Regulator outsource operation of a central limit order 
book for carbon allowances - what I call a "CLOB for carbon” (though the Bill as 
written is fine as well). A "CLOB for carbon” is something I’ll leave for Q&A. 

2. Second - listed derivatives trading is arguably the most critical provision in the 
carbon markets section. I want to suggest a quid pro quo, though, for mandating 
derivative trading on exchanges - which is rational accounting treatment for the 
emitters and project developers who use them. Let me explain this a bit further. 
Sometimes corporations use structured OTC instruments to avoid mark-to-market 
accounting of listed futures or options. They do this is because mark-to-market 
makes their earnings less predictable. It seems that emitters should be able to hold 
futures and options with physical delivery (as well as banked or borrowed 
allowances) and treat them as a deferred expense provided their intention is to 
submit the underlying allowance for compliance. Rational accounting (which is even 
highlighted in the USCAP blueprint) goes hand-in-hand with the Committee’s DCM 
mandate. 

3. Third, I think opposition to the Committee’s carbon markets provisions merit a few 
comments. First, we all recognize that unrestricted markets are theoretically the 
most efficient - yet if we expose a new market to systemic risk then the risk might 
overwhelm the efficiency benefit. We certainiy saw this in markets like sub-prime 
mortgages and credit default swaps. In the case of climate policy, systemic risk in 
the carbon market might necessitate easing emissions targets - and what happens 
then? Well, we go back to systemic risk in the atmosphere - negating the Bill’s 
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raison d’etre . Secondly, the point has been raised that long-term derivative trades 
(say 7 to io years) are best negotiated between 2 parties - but there is no reason 
such trades can’t be arranged off-exchange by two parties, and then “printed and 
cleared’’ on an exchange (as happens in the normal course on most exchanges). 
Third, while the Bill as written may constrain certain highly customized bi-lateral 
arrangements, the Commission can consider the degree to which such 
arrangements, if at least partially cleared on a registered exchange, can have an 
acceptable degree of residual bi-lateral risk and still be transacted. Lastly, 
opponents complain about the Bill restricting OTC trading of “pre-approval” offset 
credits - yet the Bill doesn’t specifically restrict these - and final regulations may, in 
fact, confirm that OTC trading is appropriate for these types of transactions. 

In conclusion, we recognize the concerns of many about carbon market structure - if it is 
done wrong it would bring a host of difficulties. But it could also be done well - with 
carbon being a transparent and well-overseen market that sets an example for other 
markets. 

I realize my 5 minutes have been a bit technical - but more basic information can be found 
in the Nicholas Institute’s primer on carbon markets (which is an appendix to my 
testimony). Thank you for allowing me, with the support of my colleagues from the 
Nicholas Institute, to provide input to this Committee. 

I look forward to answering any questions you might have. 
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Mr. Markey. Thank you, Mr. Anda, very much. Just for your in- 
formation, the regulation of the securities marketplace was pro- 
posed here in this committee until the year 2000 when the Repub- 
lican majority moved it over to the Banking Committee and so I 
was the chairman of the subcommittee with jurisdiction over the fi- 
nancial marketplace so I find this a fascinatingly exciting subject 
that you are talking about, and I would only note to you that in 
1994, the last year I was chairman, I had introduced a bill to regu- 
late derivates. Alan Greenspan sat where you are sitting and his 
testimony was that counterparties have a stake in the stability of 
the system so we did not need any kind of regulatory system in the 
derivatives marketplace. I think we have now learned that deriva- 
tives in and of themselves are not good or bad but unregulated de- 
rivatives in a non-transparent marketplace is like a hydrogen bomb 
aimed at the economy, and so by learning these lessons, putting in 
place a well-structured regulatory marketplace, I think we have a 
chance to incorporate each one of these instruments in a rational 
financial system. 

Our next witness, David Doniger, is the policy director of NRDC’s 
Climate Center. Mr. Doniger works on policies to cut global warm- 
ing pollution from power plants, motor vehicles and other major in- 
dustries and leads NRDC’s work to complete the phase-out of 
chemicals that deplete the earth’s protective ozone layer. David 
also served for 8 years in the Clinton Administration where he was 
director of climate policy at the Environmental Protection Agency. 
We welcome you here, sir. Whenever you are ready, please begin. 

STATEMENT OF DAVID DONIGER 

Mr. Doniger. Thank you very much, Mr. Chairman. 

I want to focus today on the relationship between your new bill 
and the current Clean Air Act. The Supreme Court found in Massa- 
chusetts versus EPA that EPA already has the authority and re- 
sponsibility to control carbon dioxide and other heat-trapping pol- 
lutants under the Clean Air Act. NRDC salutes Administrator Lisa 
Jackson and the Obama Administration for issuing the 
endangerment determination a week ago, officially recognizing 
what she called the compelling and overwhelming evidence that 
global warming is dangerous to our health and well-being. We can 
take a big bite out of global warming pollution using the Clean Air 
Act we have today but we cannot do all that is needed under the 
current law. We need the legislation before this committee to cap 
and cut carbon emissions, to raise energy efficiency and energy 
standards and to rebuild the economy and create millions of new 
jobs on a foundation of clean energy. 

The ACES bill wisely proposes to keep and in most instances 
strengthen provisions of the current Clean Air Act. Despite the Su- 
preme Court decision, there are some who claim that no part of the 
existing law should ever be used because if EPA ever starts using 
the Clean Air Act to address big sources like cars and power 
plants, it will not be able to stop itself from regulating every donut 
shop and barbecue in the land. But EPA has the tools to focus on 
the big sources, not the tiny ones. Donut lovers and barbecue fans 
can sleep soundly at night. 
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NRDC supports the ACES provisions reaffirming the Clean Air 
Act authority to set performance standards for vehicles. We sup- 
port the goal of coordinating the Clean Air Act and CAFE stand- 
ards and setting new ones that meet or exceed California’s pio- 
neering levels. This is a plan that retains California’s critical lead- 
ership while also giving the auto industry the benefits of practical 
national uniformity. For power plants and major industries, EPA 
also had authority under section 111 of the current Clean Air Act. 
Indeed, Administrator Jackson is required to act soon on power 
plants in another case, a companion case to the Massachusetts 
case. The ACES bill tailors the current Clean Air Act provisions for 
power plants. We support those provisions. 

The bill does contain a number of proposed exemptions from the 
Clean Air Act. Two of the changes NRDC believes make sense, that 
is, not to regulate greenhouse gases under the ambient standards 
or hazardous air pollutant programs. We support the bill’s provi- 
sions to set new source standards for sources outside the cap but 
we disagree with exempting sources covered by the cap from those 
same new source standards. And we also disagree with the com- 
plete elimination of the case-by-case new source review for large, 
new and expanded carbon emission sources to meet the donut shop 
concern. It is sufficient to limit new source review to sources of 
more than 10,000 tons of CO 2 equivalent. 

Let me say a word about the role of the States. During the long 
period of federal abdication. States have led the way, and if the 
federal program should come off the rails at some future point, it 
is critical that States be able to pick up the slack once again. 
States have capabilities to curb emissions and deliver energy effi- 
ciency and renewable energy that the federal government can’t 
match, and for these reasons NRDC strongly supports the many 
provisions of the ACES bill that would harness State capabilities 
and protect their role. There is one very troubling exception 
though, a 6-year suspension of State authority to implement or en- 
force cap-and-trade-type programs. NRDC doesn’t believe a real 
case has been made for why any such suspension is needed. We 
suggested in the written testimony a possible way forward that 
would keep States in the game and keep a strong state program. 

One last word about equal access to justice. The ACES bill ex- 
presses an entirely commonsense intent that persons with either 
environmental or economic injuries should have equal access to the 
courts when EPA’s compliance with the new is in question. These 
provisions are fair and balanced and they should be retained. 

So I covered carbon market regulation issues in my written testi- 
mony. I would be happy to comment on those too in Q&A. But 
thank you very much for the opportunity to testify. 

[The prepared statement of Mr. Doniger follows:] 
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Mr. Chairman and members of the subcommittee, thank you for the opportunity to 
testify today on behalf of the Natural Resources Defense Council (NRDC) on the 
American Clean Energy and Security Act of 2009. My name is David Doniger. 1 am 
policy director of the Climate Center at the Natural Resources Defense Council (NRDC), 
and I have been NRDC’s senior lawyer in a number of global warming cases, including 
Massachusetts v, EPA. NRDC is a national, nonprofit organization of scientists, lawyers 
and environmental specialists dedicated to protecting public health and the environment. 
Founded in 1970, NRDC has more than 1.2 million members and online activists 
nationwide, served from offices in New York, Washington, Los Angeles and San 
Francisco, Chicago and Beijing. 

My testimony will cover three somewhat far-ranging topics which this panel has 
been asked to address: (1) coordinating the existing Clean Air Act and comprehensive 
new climate legislation, and in particular, defining the role of states; (2) assuring sound 
regulation of carbon markets; and (3) addressing our domestic and international 
adaptation needs. 
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I. The Current Clean Air Act and New Climate Legislation 

Two years ago, the Supreme Court issued its landmark ruling in Massachusetts v. 
EPA, holding the carbon dioxide and other greenhouse gases are “air pollutants” subject 
to regulation under the Clean Air Act if the Administrator of the Environmental 
Protection Agency (EPA) determines that they contribute to air pollution that may 
reasonably be anticipated to endanger public health or welfare. The High Court directed 
EPA to decide whether the scientific evidence demonstrated endangerment, and if so, to 
establish standards to curb the emissions and reduce the danger. 

One week ago. Administrator Lisa Jackson took the long-overdue step of 
officially recognizing that global warming pollutants are indeed dangerous to public 
health and to the many components of the natural and man-made world encompassed in 
the definition of welfare. Scientifically, the Administrator’s conclusions broke no new 
ground. She based her determinations on the solid foundation of the Nobel prize-winning 
Intergovernmental Panel on Climate Change (IPCC) and numerous peer-reviewed 
national scientific assessments. The EPA’s summary of these reports speaks with 
chilling clarity about the increase in deaths, illnesses, and environmental impacts that are 
occurring now and that will steadily worsen unless we act to curb these emissions. Let 
me quote just one paragraph (from pages 99-100 of the notice): 

The Administrator concludes that, in the circumstances 
presented here, the case for finding that greenhouse gases in the 
atmosphere endanger public health and welfare is compelling and, 
indeed, overwhelming. The scientific evidence described here is 
the product of decades of research by thousands of scientists from 
the U.S. and around the world. The evidence points ineluctably to 
the conclusion that climate change is upon us as a result of 
greenhouse gas emissions, that climatic changes are already 
occurring that harm our health and welfare, and that the effects will 
only worsen over time in the absence of regulatory action. The 
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effects of climate change on public health include sickness and 
death. It is hard to imagine any understanding of public health that 
would exclude these consequences. The effects on welfare 
embrace every category of effect described in the Clean Air Act’s 
definition of “welfare” and, more broadly, virtually every facet of 
the living world around us. And, according to the scientific 
evidence relied upon in making this finding, the probability of the 
consequences is shown to range from likely to virtually certain to 
occur. This is not a close case in which the magnitude of the harm 
is small and the probability great, or the magnitude large and the 
probability small. In both magnitude and probability, climate 
change is an enormous problem. The greenhouse gases that are 
responsible for it endanger public health and welfare within the 
meaning of the Clean Air Act. 

Though the EPA’s action broke no new scientific ground, its legal consequences 
are momentous. For after long delay, the endangerment determination commits the 
federal government to using the legal authority that Congress has already provided to 
begin curbing global warming pollution. 

NRDC salutes Administrator Jackson and President Obama for taking this rapid 
action to begin tackling global warming. We intend to work with them to carry out the 
existing Clean Air Act to achieve the substantial emission reductions possible under the 
law as it is today. At the same time, we join with them, and with you, in the effort to 
enact comprehensive new climate legislation to make the broader, deeper reductions 
needed over the long term. 

The American Clean Energy and Security Act proposes to build upon today’s 
Clean Air Act to create the Clean Air Act of tomorrow. The ACES bill recognizes that 
most relevant provisions in the current Act can be implemented in harmony with new 
Clean Air Act amendments to cap and reduce emissions and can provide important 
additional benefits. So the new bill wisely proposes to keep, in a number of instances to 
strengthen, most of the current Clean Air Act. 
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At the same time, however, the bill proposes a number of exemptions from 
programs under the current Clean Air Act. Several of these exemptions raise concerns. 
We understand that they are offered to be responsive to claims that certain provisions of 
the current Clean Air Act would be unnecessary when a comprehensive cap law is 
enacted. We think that many of those claims are not well-founded, however, and that 
legitimate concerns can be addressed with more surgical changes to programs that have 
worked well to date. 

There are some who claim that no part of the existing law should ever be used. 
Their broadest argument - that the Clean Air Act was not intended to be used to curb 
global warming pollution - was rejected by the Supreme Court in Massachusetts. Some 
now argue that if EPA ever starts using the Clean Air Act, it will never be able to stop: 
that using the Clean Air Act to address big sources - like cars, power plants, refineries, 
and cement plants - will inevitably will lead to regulating every donut shop and barbeque 
in the land. We believe EPA has the tools to focus on the big sources, not the tiny ones, 
and that donut lovers and barbeque fans can sleep soundly at night. 

Let us look at the some of the relevant provisions in turn. 

Motor vehicles. I will start where EPA has started, with mobile sources. Section 
22 1 of the ACES bill provides specific instructions and deadlines for EPA to use existing 
Clean Air Act authorities to set technologically and economically feasible standards for 
global warming pollutants from cars, light trucks, heavy-duty vehicles and engines, and 
non-road engines. These are essential and very welcome provisions. It is essential to set 
strong greenhouse gas performance standards to complement the overall cap on 
emissions of global warming pollutants. Administrator Jackson has rightly found that 
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vehicle emissions of these pollutants contribute to the mix of greenhouse gas air pollution 
in the atmosphere. Now EPA’s task is to set standards under the technology-based 
criteria of the existing law. For cars and light trucks, Section 202(a)(2) provides that: 
“Any regulation prescribed under paragraph (1) of this subsection (and any revision 
thereof) shall take effect after such period as the Administrator finds necessary to permit 
the development and application of the requisite technology, giving appropriate 
consideration to the cost of compliance within such period.” For heavy-duty engines, 
Section 202(a)(3)(A) provides that standards shall “reflect the greatest degree of emission 
reduction achievable through the application of technology which the Administrator 
determines will be available for the model year to which such standards apply, giving 
appropriate consideration to cost, energy, and safety factors associated with the 
application of such technology.” Section 202(a)(4) also gives EPA authority to assure 
that the means used to comply with emission standards do not create “an unreasonable 
risk to public health, welfare, or safety in its operation or function.” Similar, completely 
practical standard-setting criteria are found in the other provisions of Title II of the 
existing law related to heavy-duty, non-road, and aircraft engines. 

Power plants. Under Section 1 1 1 law of the existing Clean Air Act, EPA will 
soon have to detennine whether the emissions from power plants significantly contribute 
to the mix of dangerous greenhouse gas pollution. That responsibility comes from a 
second case, New York v. EPA, which challenged EPA’s determination in 2004 that it 
lacked authority under the Clean Air Act to limit CO 2 emissions from power plants under 
Section 111, Since the EPA decision rested on the same faulty arguments rejected in 
Massachusetts v. EPA, the Court of Appeals sent the New York case back to EPA for a 
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new decision on power plants. Since power plant CO 2 emissions are roughly double 
those from cars and light trucks, it is hard to see how EPA could reach a negative 
decision. Between the Massachusetts and New York cases, then, EPA can address the 
sources of more than 60 percent of this country’s CO 2 emissions. 

Section 1 16 of the ACES bill would create a new Section 812 of the Clean Air 
Act containing specific performance standards for new coal-fired and petroleum coke- 
fired electric generating units. While styled as a separate section. Section 812 essentially 
adapts the provisions of Section 1 1 1 to establish greenhouse gas performance standards 
tailored to coal-fired and petroleum coke-fired electric generating units. We support 
those provisions for the reasons explained by my colleague David Hawkins in testimony 
earlier this week. We think it is important, however, to retain the provisions of Section 
111(d) that apply to existing power plants and other sources, a subject 1 will address 
below. 

Other Clean Air Act Provisions. The ACES bill contains a number proposed 
exemptions for sources of greenhouse gases from programs under the current Clean Air 
Act. Two changes do not, in our judgment, raise significant concerns. Sections 831 and 
832 of the ACES bill exclude greenhouse gases from coverage under the ambient 
standards and hazardous air pollutant programs. NRDC believes these changes are 
sensible as these programs are not well suited to managing emissions of greenhouse 
gases. 

In addition, since as mentioned Section 812 of the ACES bill proposes specific 
emission standards for coal- and petroleum coke-based electric generating units permitted 
after the start of 2009, NRDC believes it is appropriate to clarify that the sources subject 
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to section 812 would not be subject to the more general authority of the current Act’s 
section 1 1 1 New Source Performance Standard provision. NRDC also supports a change 
to the current law’s New Source Review (NSR) provisions to establish an applicability 
threshold for greenhouse gases of 10,000 tons per year carbon dioxide-equivalent, a move 
that would remove the much trumpeted possibility of subjecting small sources to NSR. 

NRDC disagrees, however, with sections 81 1 and 833 of the ACES bill as written. 
Section 811 would entirely repeal current Section Ill’s New Source Performance 
Standards for sources covered by the ACES bill’s cap. Section 833 would exempt 
consideration of greenhouse gases under the current Act’s New Source Review (NSR) 
provisions for alt sources, capped or not. NRDC believes these provisions are too 
sweeping and would inappropriately eliminate the government’s ability to establish 
reasonable and affordable performance requirements that would complement the cap and 
contribute to achieving the goals of the ACES bill in an efficient and cost-effective 
manner. 

Since the first comprehensive federal clean air law enacted in 1970, Congress has 
recognized the value of providing complementary approaches to achieving our air quality 
and emissions objectives, rather than relying exclusively on a single instrument. Thus, in 
the Clean Air Act of 1970, Congress included both an air quality management program 
focused on ambient air concentrations of pollutants (sections 108 and 109) and programs 
to establish continuously improving emission performance standards for motor vehicles 
(section 202) and for large stationary air pollution sources (section 111). Congress 
created this dual management approach because it recognized that assuring reductions 
from major emitting sectors like vehicles, power plants, and major industrial sources, 
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based on evolving technological capability, would provide a foundation for assured 
emission reductions - reductions that would relieve the strain placed on the ambient 
management approach if it were the exclusive means of producing emission reductions. 

In the 1977 amendments to the Act, Congress established a case-by-case process for 
evaluating readily achievable emission performance under the NSR Program in order to 
assure a more rapid updating of improvements in pollution control technology. 

The argument has been made that with an overall cap or budget on greenhouse 
gas emissions, we should simply not care about the amount of emissions from individual 
sources or even entire sectors. But Congress rejected that approach in the 1990 
amendments when it enacted a cap on sulfur dioxide emissions from the electric power 
sector to combat acid rain. Congress retained the NSPS and NSR programs for the 
sources covered under the acid rain program, and those programs have continued to 
function well to minimize emissions from new sources, thereby reducing pressure on the 
sulfur dioxide cap and demonstrating improved and less expensive means of emission 
reduction that can be used to reduce emissions from existing sources as well. 

In this case, the cap on total emissions of greenhouse gases (rather than an 
ambient standard) is a core element of an effective greenhouse gas reduction strategy. It 
creates a market for the many innovations that will be required to achieve the deep 
reductions we need to protect the climate. Theoretical arguments that other programs are 
not needed once we have a cap are misplaced because they ignore the reality that the cap 
enacted by Congress will involve compromises. The initial cap set in this legislation is 
not likely to reduce emissions as fast as may be environmentally and economically 
prudent. The inclusion of cost-containment provisions for reasons of economic prudence 
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may also mean that cap-driven reductions fall short of those that can be implemented 
cost-effectively in some key sectors. 

The ACES bill recognizes the value of the dual structure I have outlined, and 
includes or retains a number of complementary policies to help supplement the cap 
program; for example, provisions for emission standard for new coal-based power plants, 
low carbon fuel standards, and vehicle emission standards, as well as the renewables and 
efficiency standards contained in Titles 1 and 11 of the bill, 

NRDC believes it is important to preserve EPA’s ability to set reasonable 
emission standards under Section 111 for major source categories of greenhouse gas 
emissions even if they are subject to the cap. We also recoinmend retention of the Act’s 
NSR provisions for truly large sources of greenhouse gas emissions. This technology- 
forcing authority will help avoid what happened in the RECLAIM program in Southern 
California, where exclusive reliance on a cap program led to pervasive delays in reducing 
emissions from covered sources, and to a totally avoidable compliance crisis when the 
deadline arrived. 

Critics have complained that strict application of the current Clean Air Act 
provisions for NSR would result in burdensome coverage of many small emission 
sources. That concern is easily addressed by raising the NSR threshold to a level that 
would cover only truly large industrial sources, such as 1 0,000 tons per year of CO 2 - 
equivalent emissions, and we recommend that change be made. With this change to 
NSR, the adoption of new Section 812, and the exemption from ambient and hazardous 
emission standards, the current Act can be fully harmonized with the new cap on 
greenhouse gas emissions without eliminating the government’s ability to establish 
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reasonable performance standards for important sources to complement the operation of 
the cap. 

The Role of States. States have played, and will continue to play, a key role in 
controlling the pollution that drives climate change. During the long period of federal 
abdication, states have led the way. States have pioneered control of greenhouse gas 
emissions from vehicles, and they run effective programs to deploy energy efficiency and 
renewable energy resources. States, and entities that states regulate (such as local 
distribution companies) have program delivery capabilities that the federal government 
caimot match. If the federal program should come off the rails at some point in the 
future, it is extremely important that states be able to pick up the slack once again. In 
short, both the federal and slate levels of government have key roles to play. For these 
reasons, NRDC is strongly supportive of many provisions of the ACES bill that would 
harness the capabilities of the states and protect their role. 

With one exception, the ACES bill expressly protects the authority of state 
governments to adopt and enforce limits on GHG emissions, to adopt and enforce energy 
efficiency and renewable energy measures, and to lake other regulatory actions 
to contribute to solving global warming. The one exception is the authority of state 
governments to implement or enforce cap-and-trade type programs, which would be 
suspended for six years under section 86 1 . 

Even temporary preemption of state authority to impose a cap on greenhouse gas 
emissions is very troubling. NRDC does not believe a real case has been made why any 
suspension of state authority is warranted. Instead, recognizing the potential value 
of integrating state programs into a suitable national program, NRDC recommends a 
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means through which states can voluntarily suspend the adoption or enforcement of state 
caps so long as the national program provides a strong national cap (as the ACES bill 
now proposes), retains other state authorities (again, as proposed) and includes certain 
additional provisions: 

• Adequately supporting state energy efficiency, renewable energy, and 
transportation efficiency programs. The draft bill authorizes action taken 
directly by states, and through state-regulated entities such as local 
distribution companies, for example to accomplish aggressive deployment of 
energy efficiency resources, which are critical to achieving emissions goals at 
the lowest cost and to creating green jobs and a sustainable energy and 
economic future. As the committee determines the distribution of the valuable 
emissions allowances, it is essential to provide sufficient resources for these 
state-run and state-regulated energy efficiency, renewable energy, and 
transportation efficiency programs, 

• EPA authority to realize the benefits of superior state programs. A number of 
states are implementing non-cap programs - such as energy efficiency 
standards and renewable energy deployment programs - that will achieve 
greater reductions of greenhouse gas emissions within their boundaries than 
the national program would achieve. The bill should include a provision to 
make sure the emissions benefits of these programs are achieved. This can be 
done without imposing higher cost burdens on businesses and residents in 
other states. Thus, the bill require EPA to reduce the national cap by an 
amount commensurate with additional program efforts that a state undertakes 
- if EPA determines that these programs produce emission reductions that 
would not have occurred without those efforts, if EPA determines they can be 
achieved without increasing allowance prices in other states. 

We also urge the committee to clarify that the six-year “time-out” under Section 
335 applies only to caps implemented with requirements to surrender non-federal 
allowances, and not to other state policies. This can be accomplished by using the same 
language in Section 335 that is used in section 334. We can provide specific language 
suggestions to you. 

Let me close on this topic with a word about provisions in the ACES bill intended 
to clarify that citizens should have the same rights of access to the courts as industries. It 
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is well accepted that an industry that bears any tangible costs as a result of an EPA 
regulation has standing to go to court to contest whether the regulation complies with the 
statute. With regard to conventional air pollution, it is equally well accepted that an 
individual who breathes pollutants or otherwise suffers tangible harm personal or 
property damage from those pollutants also has standing to go to court to challenge 
whether the regulation complies with the statute. The access that all affected parties have 
to the courts helps ensure faithful execution of the law. This is common sense and long- 
established law. 

Strange as it may seem, however, the previous administration contended that 
global warming was different - that though industry could go to court to argue that 
government action was too severe, persons suffering the impacts of global warming, and 
persons exposed to irrevocably increased risks of future impacts of global warming, did 
not have the same rights to go to court to argue that government action was too lax. In 
Massachusetts v. EPA, the Supreme Court determined that states have standing, holding 
that Massachusetts’ loss of state-owned coastal property from sea level rise caused in part 
by vehicle emissions gave the state standing to challenge EPA’s illegal behavior. The 
Court did not address in that case whether similar loss of coastal property owned by a 
private citizen would confer the same standing, nor did the Court address whether 
increased risk of health effects - death or illness due to enhanced heat waves or smog 
episodes due to global warming - would confer standing. 

Through Congressional findings and purposes, the ACES bill expresses the 
entirely common-sense concept and intent that these kinds of present and future injuries 
suffered by private citizens - including both health effects and damages to property and 
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natural resources enjoyed by such persons - are as tangible and important as economic 
injuries suffered by industries. The bill says nothing more than that individuals who 
show these kinds of injuries should have the same access to the courts as industries, and 
that equal judicial consideration of both environmental and economic injuries will 
contribute to faithful execution of this law. These provisions are fair and balanced and 
should be retained. 

II. Sound Regulation of Carbon Markets 

The ACES bill includes important provisions to transparently and effectively 
regulate the market for trading greenhouse gas allowances, as well as futures and other 
instruments that may be created. Given recent experience on some other trading markets, 
the American people have a right to demand that rales for regulating carbon trading be 
clear, transparent and faithful to the fundamental non-financial objective of a cap and 
trade program: curbing carbon pollution. This means that the rules must facilitate 
achievement of the bill’s long-term environmental objectives and not the short-term 
financial objectives of speculative traders. 

The ACES bill already contains important market safeguards. For example, the 
bill gives the Federal Energy Regulatory Commission responsibilities to protect against 
market manipulation. Key requirements include limiting any emitting company from 
purchasing more than 20 percent of the allowances sold in any one auction, fining 
companies involved in market manipulation up to $25 million, and preventing any single 
participant from owning more than 10% of any class of derivatives. NRDC recommends 
including three additional safeguards in the bill: 


13 



1162 


Exchange Trading. In addition to the market in actual allowances, a market will 
develop in futures - contracts to deliver an actual allowance at a set date in the future. 

The future delivery date may be in the near-term (such as the end of the current year) or 
some years ahead. In some markets, such as oil, contracts for delivery are mostly for 
delivery less than two years into the future. For carbon allowances, futures may well 
develop looking forward as much as a decade. 

Congress should consider requiring all trading in allowances and in futures to take 
place on regulated exchanges. This would effectively prohibit “over-the-counter” (OTC) 
trades where the amounts traded and the prices paid are essentially invisible to other 
participants and to market overseers. Given the size of these markets, there is no reason 
why both actual allowances and futures for cannot be effectively bought or sold on 
regulated exchanges, giving the greatest possible transparency to trading activity and 
prices. 

Trading on exchanges dramatically reduces so-called counter-party risk - the risk 
that one of the contract participants will fail to perform when the contract is due. The 
counter-party risk problem is inherent in OTC trading and became major concern in the 
markets following the collapse of Lehman Brothers. This risk would not be significant if 
trading is limited to well-run exchanges with margin requirements and other features to 
assure contracts are performed upon. 

At a minimum, if Congress determines not to entirely eliminate OTC trading, the 
bill should require the reporting to regulators of all non-standardized trades with a 
nominal value - for example, above $10 million. This would actively discourage 
speculative trades in the OTC market, as these trades would still be under the purview of 
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the regulator. It also would allow the regulator to keep track of large trades and 
outstanding counterparty risks in the marketplace. 

Position Limits, As a further safeguard against manipulation. Congress should 
set tighter “position limits” on the fraction of allowance futures that any one participant 
can hold in the carbon market. We recommend that no one be allowed to have more than 
a five percent (not 10 percent, as the bill proposes) position in each futures market - for 
example, the market for contracts to deliver allowances at the end of 2013, or the market 
to deliver them at the end of 2017, etc. By establishing a position limit of five percent, 
no single market participant will have the market power needed to meaningfully 
influence prices. Furthermore, this five percent position limit will prevent individual 
players from disrupting the markets due to the need to liquidate positions for unrelated 
reasons such business failures, bankruptcy, or other unanticipated need to raise cash. 

Contract limits are generally not required in the cash market for actual allowances 
of the current year’s or a prior year’s vintage during the course of any given year. 
However, strict position limits should take effect as the end-of-the-year compliance 
deadline approaches (and in the “true up” period allowed after the end of the year) to 
prevent participants from manipulating prices as the deadline draws near for delivering 
on futures relevant to that compliance period. In order to ensure a smooth delivery 
process from the futures into the cash market, positions in actual allowances should be 
limited to no more than 20 percent more than the compliance obligation of the largest 
emitter in the previous year. This limit will prevent arbitrage players from having the 
market power to charge high rates of interest to market participants at the end of 
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compliance period. It will help prevent volatility and lower the overall cost of the 
program. 

Overseas Trading. The carbon market is expected to attract interest from 
overseas exchanges looking to facilitate trades during the hours when U.S. markets are 
closed. These foreign exchanges will tend to have their own reporting rules that may or 
may not make trading data transparent and accessible to U.S. market participants and 
regulators. This leaves open the risk that market players could side-step position limits by 
holding some or all of their allowances or futures offshore. In an effort to address this 
carbon leakage issue. Congress should direct the administration to work with other 
nations to establish comparable exchange trading safeguards as a condition of linkage to 
the U.S. carbon market. . 

III. Domestic and International Adaptation 

As Administrator Jackson found last Friday, global warming pollution is already 
causing serious impacts on our health and on our environment and natural resources, and 
these impacts are projected to worsen over time. We have to reduce emissions as soon as 
possible to avoid the worst impacts of global warming. It is plain, however, that adverse 
impacts are already occurring and will continue even if we accomplish these reductions. 
So at the same time we reduce emissions, we must prepare to manage the impacts of 
global warming that we cannot avoid, by acting now to protect our communities and 
natural systems. 

The ACES bill contains important adaptation provisions in Title IV, Subtitle E, to 
promote federal, state, and international efforts to prepare for and mitigate the impacts of 
global warming that are predicted to occur even with strong emission reduction standards 
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in place. The dral'l legislation provides the following key measures for creating and 
implementing an effective adaption strategy: 

• vulnerability assessments, including anticipated impacts to water, agriculture, 
forests and coasttil resources; 

• requirements for federal agency adaption plans that adtlrcss recognized 
vulnerabilities, including a timeline for implementation; 

• a resource center to ensure adaption plans are based on the best science 
available; 

• financial and scientific resources to encourage state planning for climate 
change; 

• recognition that ocean acidification due to the uptake of carbon emissions 
from the atmosphere is one of the most serious environmental consequences 
we face, which must be tiddrcssed in adaption planning; 

• requirements for the Secretary of HUS to promulgate a national strategy Ibr 
addressing the impacts of climate change on public health in the U.S.; 

• US assistance to develop and implement climate change adaptation programs 
and projects that can reduce the vulnerability and increase the resilience of the 
most vulnerable developing countries; 

• creation ol'an Imcrnalional Climate Change Adaptation Program within 
USAID to provide U.S. assistance to the mo.st vulnerable developing countries 
for adaptation to climate change. 

NRDC supports these provisions but urges they be strengthened by including the 
following; 

First, the ACES bill should require adaptation plans to be fully consistent with 
conservation and environmental protection mandates contained in other icderal laws. 
Adaptation plans must prevent further degradation of already stressed ocean, estuarine, 
freshwater and terrestrial ecosystems. 

Second, the bill should require that federal adaptation plans developed under 
Subpail A (which calls for general adaptation planning) rcllect and be fully consistent 


17 



1166 


with the natural resource tidaptation plans developed under Subpart C. Currently there is 
no mechanism for coordinating these important planning efforts. 

Third, the bill should provide additional guidance on the national public health 
strategy, including: 

• Provisions to impro\e and integrate disease surveillance systems and 
environmental monitoring capacity to enable early detection of climate change 
impacts on public health; 

• Requirements to develop tools for modeling and forecasting the public health 
effects of climate change on various geographic scales (city, county, state), 
and to provide technical support to assist in their implementation; 

• Requirements to identify communities and populatittns vulnerable to the 
effects of climate change, and determine actions that should be taken to 
protect them, building on the vulnerability as.sessments called for in Subpart 
A. 


* >|c * 

Thank you for the opportunity to testify on this far-ranging set of issues. 1 look 
forward to answering your questions. 
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Mr. Markey. Thank you so very much for being here, Mr. 
Doniger. 

Our next witness, Patricia Mulroy, is the general manager of the 
Las Vegas Valley Water District and Southern Nevada Water Au- 
thority. Ms. Mulroy oversees the operations of the Las Vegas Valley 
Water District and the Southern Nevada Water Authority, which 
is responsible for acquiring, treating and delivering water to south- 
ern Nevada. We welcome you. 

STATEMENT OF PATRICIA MULROY 

Ms. Mulroy. Thank you, Mr. Chairman. I am also here today on 
behalf as a member of the board of the Association of Metropolitan 
Water Agencies and on the board of the Water Research Founda- 
tion, and on behalf of America’s water utilities, I want to congratu- 
late you and thank you for your ship on a bill that many of us have 
been awaiting anxiously for some time. 

While the primary focus of the bill is energy, water and energy 
are inextricably linked and must be considered together. The De- 
partment of Energy estimates that 4 percent of our country’s en- 
ergy is consumed by the treatment, transmission and delivery of 
water while conversely the generation of energy consumes vast 
amounts of water resources. We in the water utility business are 
on the frontline of climate change and for us it is happening right 
now. Water utilities are learning to adapt to this reality and we 
have to if we are going to provide safe, reliable water supply to our 
Nation. My experience reflects the challenges facing the American 
Southwest where the flows of the Colorado River support nearly 30 
million people and irrigate 15 percent of the Nation’s crops. During 
this decade the seven States that share this river had witnessed 
cumulative flows drop 11.8 trillion gallons below average. If this 
drought continues, in 3 years Hoover Dam will cease generating 
electricity. Other regions are also beginning to see the effects, 
whether it is floods in the Midwest or groundwater aquifers begin- 
ning to see saltwater intrusion, and you know only too well the 
drought that has been ravaging the Southeast. 

My agency’s first adaptation strategy was to adopt one of the Na- 
tion’s most aggressive water conservation programs, having paid 
our customers $110 million to remove grass and replace it with 
desert vegetation. This has resulted in reducing our water use by 
22 billion gallons over the same time period where our population 
swelled by 400,000 inhabitants. We are also racing to build a new 
intake that goes deeper within Lake Meade. In California, officials 
are grapping with not only worsening Colorado River conditions 
but a drought in the Sierra and restricted use of in-State supplies. 
My purpose today is not to induce alarm but rather to convey the 
magnitude of the situation and offer water industry perspective on 
adaptation strategies. 

One of our most immediate needs is research, not just more re- 
search but more focus applied research. There are nearly two dozen 
climate change models but none of them adequately predict effects 
on a watershed-specific scale. The development of these strategies 
requires actionable research that explores the full range of impacts. 
To that end, we recommend that the federal government partner 
with the Water Research Foundation to optimize the value of these 
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research investments. I encourage you to incorporate into your leg- 
islation the Climate Change Drinking Water Adaptation Research 
Act, which was sponsored last year by Representative Diana 
DeGette and Senate Majority Leader Harry Reid, which provides 
funding for climate change-related research from a small percent- 
age of the cap-and-trade proceeds. This applied research will help 
provide information water managers need to make sound policy de- 
cisions. But even the best-studied strategies won’t work if they can- 
not be implemented. Climate change adaptation also means new 
water infrastructure. Our new Lake Meade intake will cost $1 bil- 
lion and this is only one project in one community. Considering all 
the water agencies that will likely be affected, the financial impli- 
cations are staggering. 

To help communities capitalize the necessary investments, we 
propose your legislation also include a concept similar to the pro- 
posed green bank for energy investments. A blue bank for water in- 
frastructure would provide municipal water agencies the necessary 
capital to enact adaptation strategies utilizing a portion of the pro- 
ceeds from a cap-and-trade system. Providing access to low-cost 
loans for climate change-qualified projects would enable us to 
proactively adapt. To be clear, I feel strongly that water agencies 
should be financially self-sufficient. These funds would be subject 
to repayment by the water agencies which are historically among 
the country’s most secure borrowers. 

Again, on behalf of the water industry, I would like to thank you 
very much for including us in this historic conversation and re- 
spectfully ask that you support our efforts to adapt and surmount 
the challenges of our changing climate. Thank you. 

[The prepared statement of Ms. Mulroy follows:] 
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Statement 

of 

Patricia Mulroy, General Manager 
Southern Nevada Water Authority 

before the 

House Energy and Commerce 
Subcommittee on Energy and the Environment 

on 

Implications of Climate Change for Water Utilities: 
Developing and Enacting Adaptation Strategies 

April 24, 2009 

Introduction 

Good afternoon. My name is Patricia Mulroy, and I am the General 
Manager of the Southern Nevada Water Authority, a regional agency that 
manages water resources for 2 million residents and nearly 40 million 
annual visitors. I am here today on behalf of water utilities throughout the 
United States. In addition to my role with the Water Authority, I serve on the 
Board of Directors for the Association of Metropolitan Water Agencies and 
the Water Research Foundation. I am also an active member of the 
American Water Works Association and a founding member of the Water 
Utility Climate Alliance. 


I 
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Water utilities are on the front line of climate change for us it’s 
happening now. Water utilities must learn to adapt to this reality if we are 
going to provide a safe, reliable water supply for our nation. Ours is not an 
abstract discussion of future impacts from melting ice caps. 

My experience reflects the challenges facing the American Southwest 
where the flows of the Colorado River support nearly 30 million people and 
irrigate 15 percent of the nation’s crops. During this decade, the seven 
states that share the Colorado have witnessed cumulative flows drop 11.8 
trillion gallons below average. Other regions are also seeing effects. These 
changes manifest in different ways — for instance, the Midwest can 
anticipate increased flooding and associated water quality issues, while 
groundwater aquifers in coastal areas will likely see salt-water intrusion due 
to rising sea levels. The Southeast is experiencing drought. 

Research and Adaptation 

We have to learn how to adapt. My agency has adopted one of the 


nation’s most aggressive water conservation programs, having paid our 
customers $110 million to remove grass and replace it with desert 
vegetation. This has resulted in reducing our use by 22 billion gallons over 
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the same time period our population swelled by 400,000 inhabitants. 
Additionally, we are racing to build a new intake that goes deeper within 
Lake Mead and to develop a water supply that is hydrologically 
independent of the Colorado River. In California, officials are grappling not 
only with worsening Colorado River conditions, but a drought in the Sierra 
Nevada and restricted use of in-state supplies. My purpose today is not to 
induce alarm, but rather to convey the magnitude of this situation and offer 
a water industry perspective on adaptation strategies. 

First, 1 would like to express my appreciation for the foresight of 
Representatives Waxman and Markey in drafting the American Clean 
Energy and Security Act of 2009. The principles encompassed in this 
legislation represent pragmatic solutions to a complex problem. While the 
primary focus of this bill is energy, water and energy are inextricably linked 
and must be considered together. The Department of Energy estimates 
that 4 percent of our country’s energy is consumed by the treatment, 
transmission and delivery of water while conversely the generation of 
energy consumes significant water resources. 
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One of our most immediate needs is research — not just more 
research, but more focused, applied research. There are nearly two dozen 
climate change models, but none of them can predict effects on a 
watershed-specific scale. The development of adaptation strategies 
requires actionable research that explores the full range of impacts to water 
utilities. To that end, we recommend the federal government partner with 
the Water Research Foundation to optimize the value of research 
investments. To this end I encourage you to incorporate into your 
legislation the Climate Change Drinking Water Adaptation Research Act 
sponsored by Representative Diana DeGette and Senate Majority Leader 
Harry Reid, which provides funding for climate change related research 
from a small percentage of cap-and-trade proceeds. This applied research 
will help provide information that water managers need to make sound 
policy decisions. This legislation was included in S. 3036, the Lieberman- 
Warner Climate Security Act of 2008, during last year’s Senate 
consideration of this issue. 

Blue Bank 
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Even the best studied strategies won’t work if they cannot be 
implemented. Climate change adaptation also means new water 
infrastructure. Our new Lake Mead intake, which cost almost $1 billion, is 
only one project in one community. Considering all of the water agencies 
that will likely be affected, the financial implications are staggering. 

To help communities capitalize the necessary investments, we propose 
your legislation also include a concept similar to the proposed “Green 
Bank” for energy investments. A “Blue Bank" for water infrastructure would 
provide municipal water agencies the necessary capital to enact adaptation 
strategies, utilizing a portion of the proceeds from a cap-and-trade system. 
A similar funding structure, the Transportation Infrastructure Bank, has 
already been proposed in the Obama Administration’s FY 2010 Budget. 
Providing access to low-cost loans for climate change qualified projects 
would enable water utilities to proactively adapt while creating significant 
job growth. To be clear, I feel strongly that water agencies should be 
financially self-sufficient. These funds would be subject to repayment by 
municipal water agencies, which historically are among the country’s most 
secure borrowers. 
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Americans have a remarkable ability to overcome adversity. We in 
the water industry respectfully ask that you support our efforts to adapt to 
and surmount the challenge of our changing climate. Thank you for your 
time. 
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ASSOCIATION OF 

WATER AGENCIES 

Global Climate Change Research and Adaptation 

"[Climate change legislation] must assist states, localities, and tribes to respond and adapt to the 
effects of global warming. A portion of auction revenues should be provided to states, localities, and 
tribes to respond to harm from global warming and adapt their infrastructure to its effects, such as more 
severe wildfires, intensified droughts, increased wafer scarcity, sea level rise, floods, hurricanes, 
melting permafrost, and agricultural and public health impacts. " 

- Reps. Henry Waxman and Ed Markey 
Letter to Speaker Pelosi 
October 2, 200H 

As Congress establishes the framework for a comprehensive federal response to climate change, 

AMWA strongly encourages members of the House and Senate to set aside a portion of cap-and-trade 
auction revenues for targeted assistance to help communities prepare for and adapt to the unavoidable 
consequences of global warming. 

The nation’s existing drinking water infrastructure is already in need of billions of dollars of investments 
to maintain current levels of service over the coming decades, and climate change will only exacerbate 
the need for additional resources in the years ahead. These impacts will be felt particularly hard in the 
water sector because many of the earliest and most critical impacts of climate change will manifest 
themselves through the hydrologic system. 

To respond to this challenge, AMWA believes that a federal adaptation program must pay particular 
attention to water resources and help local water managers identify and take the steps needed to maintain 
clean and plentiful water supplies across the nation. In addition, at this point it remains unknown what 
the exact effects of climate change on the water resources of different regions of the United States will 
be. As a result, detailed national, regional, and local research is needed to identify these likely impacts 
and help communities plan for future water quality and quantity issues. 

AMWA and its member utilities support including several water-focused components within a 
comprehensive climate adaptation program. These elements include: 

• Reserving a portion of cap-and-trade auction revenues for research and adaptation programs, 
with a special focus on the water sector; 

• Comprehensive assessments of the vulnerability to climate change of regional water resources; 

• Federally-sponsored research programs to downscale global climate modeling data, identify 
regional water quality and quantity risks, and develop enhanced water management practices; 

• A program through which water systems can compete for funding to implement climate change 
adaptation measures. Necessary measures will vary from region to region but may include 
projects to increase water efficiency and conservation, energy efficiency initiatives that help 
water utilities reduce their own greenhouse gas emissions, the development of alternative water 
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sources (such as through reuse, recycling, and desalination), and improvements to critical 
infrastructure; and 

• Provision of financial incentives for drinking water systems that voluntarily document and 
reduce greenhouse gas emissions that arc related to their operations. 

In addition to supporting water research and adaptation programs as part of a comprehensive cap-and- 
trade proposal, AMWA also encourages Con^t^s to approve stand-alone legislation that supports 
research into the impacts of climate change on water supplies. In the 1 10'^ Congress, Senate Majority 
Leader Harry Reid and California Senator Dianne Feinstein introduced legislation (S. 2910) to authorize 
climate change adaptation research for drinking water utilities. Congresswoman Diana DeGette 
introduced a companion bill (H.R. 6297) in the House of Representatives. We ask you to support this 
legislation when it is reintroduced this year. 
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WATER 

RESEARCH 


ADVANCINO THC SCICNCC DT WATER'' 


The Need for Climate Change Adaptation 
Research for Drinking Water 


April 24, 2009 

The Water Research Foundation (Foundation) is the leading international non-profit research institution on water. 
The Foundation has assembled other water utility research institutions from Europe, Asia and Australia to develop a 
comprehensive research agenda to help drinking water utilities adapt to Climate Change. Beginning in 2003, the 
Foundation began to sponsor Climate Change research to assess and plan responses to the impacts of climate 
change. Using subscriber funding, the first study was published in 2006 as Climate Change and Water Resources: A 
Primer for Municipal Water Providers. This volume summarizes the best available scientific evidence on climate 
change, identifies the implications of climate change for the water cycle and the availability and quality of water 
resources, and provides general guidance on planning and adaptation strategics for water utilities. 

The first impact of climate change is on water. The consensus among climate scientists is overwhelming that climate 
shift is occurring more rapidly than can be attributed to natural causes and that significant impact to the environment 
will be felt in this century. Among the first and most critical Impacts will be changes to patterns of precipitation 
around the world. 11115 will affect water availability not just for agriculture and food production, but also for the 
most basic drinking water and domestic water needs of populations in many areas. 

Climate change impacts on water supply are seen globally. Water utilities throughout the United States as well as 
Europe, Australia, and Asia arc concerned that extended changes In precipitation will lead (and have already led) to 
extended droughts. Changes will also include greater intensity of rainfall, which will increase both erosion and the 
difficulty of capturing the water for storage. The liming of precipitation will also affect the reliability of water 
supplies if too much falls in too short a time and storage capacity Is inadequate for quantities that will be needed for 
use over longer periods than in the past. 

The Water Research Foundation sponsors a pplied research related to climate change. As of 2009, the Foundation 
has sponsored ten completed and ongoing projects and still has $17.7 million in pending research projects waiting to 
be funded. Because the Foundation's water industry membership represents 80 % of the drinking water supplied in 
the United States, the Foundation’s applied research goal is to help water utility managers adapt and implement the 
best water management strategies. For example, a project sponsored by the Foundation includes "Incorporating 
Climate Change Information in Water Utilities: A Collaborative. Decision-Analytic Approach. ” This uses large 
climate models to develop climate modules for small-scale, long-range water supply planning software used by 
water utilities. A particular focus of this research is to help utilities prepare for a range of likely possibilities given 
uncertainties about specific climate changes in a given area. 

At this time, the current federal research agenda docs not fully address the needs of drinking water utilities. The 
Water Research Foundation working in conjunction with the federal agencies can help to provide a more focused 
research related to climate change impacts on drinking water supplies. Last year, the Congress introduced and 
passed climate change research legislation that focused research into carbon capture and sequestration and the 
impacts of climate change on nature, ecosystems, habitat, fish and wildlife resources. Research is needed to assess 
the impact on drinking water supplies for people. 

In the 110'^ Congress, Senate Majority Leader Harry Reid and Senator Dianne Feinstein introduced legislation to 
authorize climate change adaptation research for drinking water utilities (S.2970), which was placed on the Senate 
Calendar; companion legislation was introduced by Congresswoman Diana DeGette (HR 6297) in the House of 
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Representatives. This legislation Vk-ill be re-introducwl this year. The bill authorizes $25 million annually over ten 
years for climate change research and develops a coordinated research agenda between the federal agencies and the 
water industry. Funding is provided through the IJ.S. Environmental Protection Agency (EPA) who will work with 
the other cabinet secretaries depending upon the area of research involved. 

The Water Research F'oundation has implemented a research agenda for climate change to help drinking water 
utilities adapt to changes brought about by climate change in the following areas; 

(1) Water quality impacts and solutions 

(2) Water quantity impacts and solutions 

(3) impacts on groundwater supplies from carlron sequestration 

(4) Infrastructure impacts and solutions for w^ler treatment facilities and underground pipelines 

(5) Desalination, reuse and alternative supply technologies 

(6) Energy efUciency and greenhouse gas minimization 

(7) Regional and Hydrologic Basin Cooperative Water Management Solutions 

(8) Utility Management and Decision Support Systems and Water Management Models 

(9) Reducing Greenhouse Gas Emissions and Energy Demand Management 

(10) Water Conservation and Demand Management- Communications, education and public 
acceptance- 

(11) Research into improved strategies and approaches for communicating with customers, decision- 
makers and other stakeholders about the implications of climate change on water supply. 

( 1 2) Research to develop effective communication approaches to gain public acceptance of alternative 
water supplies, of new policies and practices including conservation and demand management, 
and recognition and acceptance of increased costs. 
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WATER 

RESEARCH 

rOUlMDATION” 

THE Science of Water* 

Water Research Foundation 
Current and Recent Research on Climate Change 
April 2009 

Evaluating Effects of Climate Change on Water Quality Planning Criteria and Design 
Standards #4154 

Will evaluate current water utility planning criteria and design standards for their effectiveness in 
equipping utility facilities with the features needed to adapt effectively to future climate 
conditions, with the purpose of assisting water utilities in the engineering of new facilities. Will 
build on the previous Water Research Foundation study, Climate Change and Water Resources: 
A Primer for Municipal Water Providers (Order 91 120), and will focus on the western U.S. 
coastal climate variations and how utilities can modify existing planning criteria and design 
standards to provide the flexibility to deal effectively with the wide range of climate uncertainty 
predicted. Tailored collaboration partners: Contra Costa Water District, Seattle Public Utilities 
Commission, Los Angeles Department of Water and Power, and San Diego County Water 
Authority. 

Funded: 2007 Completion Date: 1 1/15/2009 Funding: $125,000 

Incorporating Climate Change Information in Water Utility Planning; A Collaborative, 
Decision Analytic Approach #3132 

Will identify vulnerabilities of drinking water utilities to changing climate conditions and the 
adaptations drinking water utilities will need to make to manage risk, given unavoidable 
uncertainties regarding the specific nature of future changes in local hydrologic conditions. Will 
also develop flexible and responsive short- and long-term management strategies to help utilities 
deal effectively with this new source of uncertainty when planning for and implementing 
changes in respon.se to climate change. Research partner: NCAR. 

Funded: 2005 Completion Date: 4/30/2010 Funding: $265,000 

Climate Change and Wafer Resources: A Primer for Municipal Water Providers #2973 

Summarizes the best available scientific evidence on climate change, including both natural 
changes and changes that may be caused by human activities. Focuses on what is known about 
the implications ofclimate change for the water cycle and the availability and quality of water 
resources. Also provides guidance on planning and adaptation strategies. Includes a CD-ROM. 
Research partner: NCAR. Published in 2006. 



ADVANCINO 


Funded: 2003 


Completion Date: 5/8/2006 


Funding Amount: $148,298 
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A Buyers’ Guide to climate risk information for water utilities #4204 

Will identify, evaluate and organize currently available information sources in the global 
knowledge base -- including public domain tools, guidance, and data sets that might usefully 
comprise a water utilities tool kit for a Buyers' Guide. By developing the information base for 
the larger Bttyer ’s Guide project, the work here proposed would highlight data needs and gaps, 
and facilitate completion of the larger project Ultimately, the tool kit and Buyer 's Guide could 
inform companion projects to develop harmonised high resolution, regional climate change data 
for water and wastewater utilities. The tool kit could also provide a valuable annex to any 
refresh or expansion of the Primer for Municipal Water Providers. 

Funded: 2008 Completion Date: 10/15/2008 Funding: $28,000 

Joint Front Range Climate Change Vulnerability Study #4205 

Will assess changes in the timing and volume of hydrological runoff that might be expected from 
selected climate change scenarios for the years 2040 and 2070. Two hydrological models will be 
calibrated and implemented in the study including the WEAR Model and the linked Sacramento 
Soil Moisture model. 

Funded: 2008 Completion Date: 12/1/2009 Funding: $379,900 

Greenhouse Gas Emission Inventory Guidance, Specialty Protocol Development and 
Management Strategics for Water Utilities #4156 

The project will present a protocol and develop a guidance document for water utilities that will 
provide a common framework or platform for water utilities to inventory and report their 
greenhouse gas (GUG) emissions. It will assist users in understanding issues and terminologies 
and present a step-by-step approach to perform a water utility-specific GUG emissions 
inventory. The protocol and guidance will focus on Scope 1 (direct) and Scope 2 (indirect) 
emissions, and will not address Scope 3 (optional indirect) emissions of upstream or downstream 
operations. 

The project will also identify GUG emission management strategies that can potentially assist 
water utilities in reducing their carbon footprint, and to lay out a general framework for 
benchmarking between utilities given differences in water conveyance distance and elevation 
and scope of operations within the utility boundaries. The task will identify any incidental 
benefits in the value chain (i.c., downstream or upstream “Scope 3” emission reductions at an 
entity serving or being served by the water utility) as.sociated with each management strategy. 

Funded: 2007 Completion date: 10/01/2009 Funding: $107,658 
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Mitigating Impacts of Changes in Watershed Vegetation on Source Water Quality and 
Quantity #4009 

Will investigate and report impacts of short-term, catastrophic or longer-tenn natural and human- 
caused changes to vegetative cover on the quality and quantity of source waters. Will describe 
and evaluate the prevention and mitigation response strategies undertaken by utilities. Will also 
use examination of the impacts of actual .shorter term changes or differences in land cover to 
evaluate the potential impacts of longer term climate change induced effects. Collaborative 
Partner: USBPA. 

Funded: 2006 Completion Date: 4/15/2009 Funding Amount: $309,757 

Performance evaluation toolbox to assist urban water utilities in managing energy use and 
greenhouse gas emissions: state of the science review #4224 

The objective of the project is to review the state of the science of process models, performance 
indicators, and assessment methods used by urban water utilities (drinking water, wastewater, 
reuse, and storm water) to manage energy use and greenhouse gas emissions. It will include a 
review of process-specific models, performance indicators, and impact and risk assessment 
methods used by urban water utilities; synthesis of the methods and models generally used and 
accepted for evaluation of energy consumption and greenhouse gas emissions; description of 
how the methods and models are used for risk evaluation, decision support and performance 
assessment; identification of gaps and research needs for refinement and harmonization, or 
development of more robust models and methods; provision of a framework for proceeding with 
research projects to meet the research needs. Collaborative Partner: GWRC. 

Funded; 2008 Completion date: 1/1/2010 Funding Amount: $200,000 

Energy Efficiency in the Water Industry: A Compendium of Tools, Bcjit Practices and Case 
Studies #4223 

The objective of this project is to develop a Compendium of best practice (worldwide) in the 
energy effeient design and operation of water industry assets. The expectation is that the output 
of the project will be a ‘benchmarking tool’ that will be of value to GWRC’s members to guide 
them towards improving their own ways of working from an energy efficiency perspective. 

The scope of work will be wide, to cover the principal activities of water and wastewater 
businesses', and will focus on the identification ofeurrent best practice, tools and technologies. 

In addition to an overview of current best practice, the study is expected to identify the 
promising developments and future opportunities to help deliver; 

1 . Incremental improvements in energy efficiency through optimisation of existing assets and 
operations 

2. More substantial improvements in energy efficiency from a ‘paradigm shift’ in the way that 
the industry meets its obligations. Collaborative Partner: GWRC. 


Funded: 2008 


Completion date: 1/I/20I0 


Funding Amount: $200,000 
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Identifying and Developing Climate Change Resources for Water Utilities: Content for 
Central Knowledge Repository Website #4208 

Will identify and develop content for a central knowledge repository website to assist water 
utilities in assessing and managing the impaets of climate change. 

Funded: 2008 Completion date: 6/1/2010 Funding Amount: $430,838 
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WATER 

RESEARCH 


Advancing the science df Water* 


Water Research Foundation 
Research on Desalination and Energy 


Desalination 

Completed 

1995 |#290| Major Ion Toxicity in Membrane Concentrates 

Mickley ct Associates 

The general research objective was to develop an understanding of major ion toxicity as it applies to 
membrane concentrate and the mysid shrimp lest organism so as to anticipate toxicity occurrence, to allow 
for its determination, and to allow for its cost-effective regulation. Published in 2000. 

1997 [#413| Nonthermal Technologies for Salinity Removal 

Metropolitan Water District of Southern ( 'alifornia (Los Angeles) 

Determines if nonthermal desalination technologies such as carbon aerogel CDI (innovative capacitive 
deionization) and ultra-low pressure reverse osmosis can be used to cost effectively treat river waters and 
reclaimed water. Research partners; Southern California Edison and EPRI CEC, Published in 2001. 

1990 [#607] Membrane Concentrate Disposal 

Mickley eft Associates 

Presents existing chemical characterization and cost data on membrane process waste concentrates from a 
worldwide literature review. Includes both the characterization and minimization of membrane process 
concentrates. Also provides a staie-by-statc regulatory review related to concentrate disposal options. 
Published in 1993. 

2001 [#2744] Characterizing and Managing Salinity Loadings in Reclaimed Water Systems 

CH2MHILL 

Develops and tests a protocol for characterizing commercial, industrial, and residential salinity 
contributions in both sewer collection and reclaimed water distribution systems. Also provides guidelines 
for identifying economic impacts of implementing salinity management practices to customer requirements 
and regulatory standards. I'ailored Collaboration partner: Irvine Ranch Water District. Includes a CD- 
ROM. Published in 2006. 

2003 [#2934] Water Treatment Residuals Engineering 

Environmental Engineering <ft Technology, Inc. 

The objective of the project was to develop a comprehensive manual on water treatment residuals, 
including their characteristics and treatment, disposal, and beneficial use options. ITie manual contains 
information on how a utility can characterize their own residuals to select appropriate technologies, and 
also provides information on the design and implementation of residuals management .systems. Published 
in 2006. 


1 
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2003 [#2971] Beneficial and Nontraditional Uses of Concentrate 

Ca2M HILL 

This project focused on the beneficial reuse of concentrate or concentrate by-products. The objectives of 
the project were to ( I ) provide a comprehensive review and comparison of the full range of alternate uses 
of concentrate, and to assess the feasibility of implementation, economic considerations, and environmental 
safety; and (2) evaluate both direct uses of con(x;ntrate and the potential for recovei^ and marketing of 
individual salts separated from concentrate. (Available to subscribers) 

2003 [#3005] A Novel Approach to Seawater Desalination Using Dual-Staged Nanofiltration 

Environmental Engineering ^ Technology. Inc., Long Beach (Calif.) Water Dept., and University of 
Nevada at Reno 

Develops a selection protocol to assess the suitability of nanofiltration membranes for a dual-staged system 
as an alternative to traditional reverse osmosis membranes. Also develops practical guidelines for 
operational optimization and finished water blending strategies as well as a possible basis for minimizing or 
avoiding disinfectant usage based on the viral removal capability. Tailored Collaboration partner: Long 
Beach (Calif.) Water Dept. Published in 2006. 

2(M)3 [#4071 j Impacts of Membrane Process Residuals on Wastewater Treatment 

Black Vealch 

Will provide practical guidance to utilities concerning the ejfects of membrane process residuals on 
wastewater treatment, including treatment proce.sses, effluent quality, and water reuse and residuals 
management options. Research partners: WRF. U.S. Bureau of Reclamation, and WERE. 

2003 [#4072] Investigation of Regional Solutions for Disposing of Concentrate 

CaroUo Engineers 

Will survey concentrate disposal and management practices and develop a decision methodology for 
manager, regulators and stakeholders to use in assessing the viability of concentrate disposal options on a 
regional and local basis. Research partners: WRF, U.S. Bureau of Reclamation, and WERF. 

2003 [#4073) Zero Liquid Discharge and Volume Minimization for Water Utility AppIicatlon,s 

Mickley ct A.s.swiates 

Will gather, analyze, and synthesize information concerning technologies appropriate for volume reduction, 
zero liquid discharge, and zero discharge of membrane concentrate. Research partners: WRF, U.S. Bureau 
of Reclamation, and WERF. 

2005 [#3144] Internationa] Symposium and WHO Expert Decision Meeting to Develop Guidance 
on Magnesium and Calcium, and Their Contributions to Public Health From Diet and 
Drinking Water 

Reports on a symposium and meeting of a WHO Expert Group to review the benefits of consumption of 
magnesium and calcium from diet and drinking water on public health, with emphasis on the incidence of 
cardiovascular disease and other health cft’ects in populations with deficient consumption of these minerals. 
Research partners: WHO, ILSI, USEPA, Center for Human Nutrition at the University of Nebraska 
Medical Center, and Health Canada. 

2006 [#4049] World Health Organization Guidance on Desalination for Safe Water Supply: 

Health and Environmental Aspects Applicable to Desalination 

Will produce WHO (juidance on health and environmental aspects applicable to desalinated water 
production, distribution, and water quality. 


2 
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Current 


2002 [#2841 and #2917] Water Quality Implications of Large-Scale Application of Seawater 
Desalination 

McGuire Environmental Consultants, Inc. 

Will develop water quality and design infcHniation for desalination systems. Will test and monitor 
membrane performance, analyze finished water quality, and assess operating costs. Will also examine the 
impact of desalination on blended water quality and the disposal 

options for reject streams. Tailored Collaboration partner; West Basin Municipal Water District. To he 
completed in 2007. 

2003 [#3010] Zero Liquid Discharge for Inland Desalination 

Black c% Vealch 

Will advance or develop zero liquid discharge (ZLD) technologies that may include volume minimization 
processes, which are less energy-intensive for desalination of impaired water sources in inland regions. 
Research partner: CEC. To he completed in 2007. 

2004 (#3030] Desalination Product Water Recovery and Concentrate Volume Minimization 

Carollo Engineers 

Will develop an innovative approach to advance desalination technologies for product water recovery and 
concentrate volume minimization. To he completed in 2008. 

2004 f#3043| Potential and Pitfalls for Sustainable Underground Storage of Recoverable Water 

The National Academies 

Will provide an overview of some of the research needs and priorities concerning sustainable underground 
storage technology and implementation. Will also assess geological, geochemical, biological, engineering, 
and institutional factors that may contribute to good or pmr performance of such projects. Research 
partner: NRC. To be completed in 2008. 

2004 {#3056] Evaluation of the Dynamic Energy Consumption of Advanced Water and 

Wastewater Treatment Technologies 

IIDR Engineering, Inc. 

Will document the energy u.se, cost, and efficiency of water and wastewater unit operations. Will include a 
comparison with theoretical efficiencies and an identification of the largest energy usages. Will conduct a 
comparison of 12 different plants to include a range of advanced water and wastewater treatment 
processes including desalination. Research partner: ( EC To he completed in 2008. 

2004 [#3096] Membrane Concentrate Treatment Strategies for inland Water Reclamation 

Systems 

Arizona State Univer.sity 

Will identify and develop methods to manage brine streams from water reclamation systems (including 
agricultural drainage) so that the water may be recovered for potable or industrial purposes while the salts 
are converted into solid by-products. Will also determine the optimum combination of membrane, thermal, 
and solid-liquid separation processes for different brine solutions, and develop a computer model for 
optimizing unit processes for different water qualities. Will provide a bench-scale testing protocol for 
simulating different brine concentration strategics. Tailored Collaboration partner; City of Phoenix. To be 
completed in 2007. 
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2005 (#3149 and #4049) World Health Organization Guidance on Desalination for Safe Water 
Supply: Health and Environmental Aspects Applicable to Desalination 

Will develop analyses and guidance on health and environmental aspects applicable to desalinated water 
production, distribution, and water quality. Research partners: WHO, U.S. Bureau of Recitation, USEPA, 
and the European Union. WHO will publish a final guidance document that AwwaRE will make available 
only to its subscribers. To he completed in TBD. 

2006 [#4006] Critical Assessment of Implementing Desalination Technology 

Colorado School of Mines 

Will examine the full range of water quality, environmental, economic, and social considerations regarding 
the implementation of desalination technology, based on a review of literature, survey of existing facilities, 
and case study analysis. Research partner: UKDWI. To be completed in 2009. 

2006 (#4038) Desalination Facility Design and Operation for Maximum Energy Efficiency 

Black Veatch 

Will compile and analyze data from operating brackish (ground and surface), seawater, and wastewater 
membrane desalination facilities to result in recommendations for the design and operation of desalination 
facilities to maximize energy elTiciency and reduce energy use and costs. Will also investigate the 
relationships between plant location, design, operation and maintenance, and energy use and cost. Research 
partner: CEC'. To he completed in 2009. 

2006 (#4061 1 Enhanced Reverse Osmosis Systems: Intermediate Treatment to Improve Recovery 

University of Texas at Austin 

Will design and develop two intcr-stage treatment systems to increase recovery in reverse osmosis 
preparation of drinking water and thus reduce disposal costs in particular for inland facilities. Will compare 
recovery using advanced oxidation of anti-scaling compounds and subsequent solid precipitation with that 
of eicctrodialysis. To be completed in 2009. 

2007 j#3055| Review of International Desalination Research (CEC partnership). To he completed in 
2009. 

2007 [#4078] Gutdclincs for Desalination (task force project) 

2007 (#4079) Post Treatment Stabilization of Desalinated Water (task force project) 

2007 [#4080] Seawater Intakes for Desalination Plants (task force project) 

2007 |#4148| Investigation of Vibratory RO to Achieve >99% Water Recovery or Treat RO 

Brines (task force unsolicited project) 

2007 (#4149} Polypropylene Hollow Fiber-Based Low Pressure Reverse Osmosis and 

Nanofiltration Membranes for Desalination (task force unsolicited project) 
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2007 [#4150] A Novel Hybrid Forward Osmosis Process for Drioking Water Augmentation Using 

Impaired Water and Saline Water Sources 

Colorado School of Mims 

Will investigate a novel hybrid process that will simultaneously enhance svater reclamation and 
desalination using a forward osmosis membrane process combined with reverse osmosis desalination of 
saline water. Will demonstrate the advantages of the hybrid system, including reduced chemical use, 
enhanced water recovery, lower energy use, and multiple barriers to biological and organic 
contaminants. Research partner: U.S, Department of Energy. To be completed in 2008. 

2007 [#4151 1 Method of Producing Commercially Viable Ceramic Bipolar Bilayer Membranes 

(task force unsolicited project) 
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1991 |#736] Energy Management for Water and Wastewater Utilities 

HDR Engineering. Inc. 

Provides a detailed look at electricity consumption for several generic processes used in water and 
wastewater plants. Describes energy usage patterns for water and wastewater. Also identifies 
opportunities for a variety of energy management options. Includes energy management 
approaches and case study applications. Research partner: EPRl CEC. Published in 1994. 

1994 |#167| Ozone System Energy Optimization Handbook 
Process Applications, Inc. 

Provides an energy efficiency protocol for ozone systems used in drinking water plants. 
Documents a series of one-week plant audits focused on the ozone system. Quantifies the 
improvements that were implemented. Research partner; EPRl CEC. Published 
in 1996. 

1995 |#284| Ozone Facility Optimization Research Results and Case Studies 
Process Applications Inc. 

Identifies occurring and recurring factors that limit a facility from achieving optimized ozone 
system operation. Expands the database for project H 1 67 by conducting additional ozone system 
evaluations at plants across North America. Documents the results of the evaluations, including 
the results of the ozone facility technical assistance efforts from Phase I (project #167), which 
focused on the implementation of optimization strategics. Research partner: FiPRI CEC. Published 
in 1998 

1995 [#2981 Quality Energy Efficiency Retrofits for Water Systems 

HDR Engineering, Inc. 

Provides pragmatic information to increase the likelihood of high quality, reliable, and persistent 
energy management retrofits. Includes information on how to avoid common pitfalls and 
problems, suggestions for selecting contractors, and how to evaluate completed projects. Research 
partners: CEC and EPRl CEC. Published in 1997. 

1995 [#299] Energy and Water Quality Management System 

EMA Services, Inc., and East Bay Municipal Utility District (Oakland, Calif.) 

Ba.sed on a pilot project, provides a methodology and guidelines for evaluating various designs for 
energy management systems that will be part of a utility SCADA system. Determines the benefits 
of a watcr-quality-constrained energy management system. Bases benefits on a variety of 
alternative future scenarios for energy management, including electric utility deregulation. 
Research partner: EPRl CEC’. Published in 1997. 

1997 [#4581 A Total Energy and Water Quality Management System 

Westin Engineering, Inc. 

Presents a generic model for an energy and water quality management software system for the 
water community. Based on the generic model, develops standard specifications for the software 
applications required to minimize energy costs within the constraints of water quality and 
operations goals. Research partner: EPRl CEC. Published in 1999. 
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1997 (#4751 Advancing Ozone Optimization During Pre-Design, Design and Operation 

Process Applications Inc. 

Provides feedback to the design community from lessons learned during the ozone plant 
evaluations conducted during Phases ! and II of the project (projects //1 67 and #284, respectively). 
Includes two additional tasks for optimizing on-line ozone residual measurements and pre-design 
considerations for ozone demand and decay. Research partner: EPRl CEC. Published in 2000. 

1999 [#2621| Best Practices for Energy Management 

EM A Services, Inc., Rose Enterprises, Inc., and Demarche Consultin}^ Group 

Develops a documented consortium benchmarking process for water utility application. Reports 
on applying the process in an energy management benchmarking study. Tailored Collaboration 
partner: Irvine Ranch Water District. Phase I was published in 2003 as Consortium Benchmarking 
Methodology Guide.. Phase 2 was also published in 2003. 

1999 |#2624| Implementing a Prototype Energy and Water Quality Management System 

EMA Services, Inc. 

Quantifies the projected benefits of an Energy and Water Quality Management System (EWQMS) 
at a major water utility. Reports on designing, modeling, implementing, measuring results from, 
and documenting the Operations Planner and Scheduler (OPS) function modeled in previous 
EWQMS phases. Develops site-specific specifications of OPS software, with a requirement that 
the system could be operational within six months and yield positive return on investment within 
one year. Documents performance of OPS software following installation and start-up. Tailored 
Collaboration partner; Colorado Springs Utilities. Published in 2003. 

2002 [#2923j Water and Wastewater Industry Energy Efficiency: A Research Roadmap 

McGuire Environmental Consultants, Inc. 

Identifies and prioritizes research areas and/or projects that would advance emerging technologies 
and best practices to improve the energy efficiency, reliability, and cosLs for water and wastewater 
treatment facilities. Research partner: CEC. Published in 2004. 

2003 |#2935] Water Efficiency Programs for Integrated Water Management 

A di N Technical Setyices, Inc., and Michigan State University 

Identifies direct and indirect costs and benefits of water elTiciency incentives and measures in a 
format that is useful for capital and strategic planning elTorts. Provides a framework to evaluate 
demand-side management options with supply-side options. Also establishes the role of water 
efficiency programs as a component of an integrated water resources management strategy. 
includes a CD-ROM. Research partner: USEPA. Ihiblished in 2007. 

2003 |#3001i Optimizing Operations at JEA’s Water System 

EMA, Inc. 

Expands a previously developed software for optimized system controls of aquifer resources 
(OSCAR) that was developed to minimize cost while improving water quality and better 
managing water resources. Describes benefits of optimizing operations and includes functional 
software specifications. Also documents experience and lessons learned in the implementation, 
calibration, and operation of the OSCAR software. Includes a CD-ROM. Tailored Collaboration 
partner: JEA Utilities (Florida). Published in 2005. 
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Current 

2003 [#3009j Development of a Utility Energy index to Assist in Benchmarking of Energy 
Management for Water and Wastewater Utilities 

CDH Energy’ Carp. 

Will provide a useful index or indices to m^urc the results of a water or wastewater utility's 
energy management strategy to use for internal and externa! comparisons. Research partner: CEC. 
To be completed in 2007. 

2004 [#3056| Evaluation of the Dynamic Energy Consumption of Advanced Water and 
Wastewater Treatment Technologies 

HDR Engineering, Inc. 

Will document the energy use, cost, and efTiciency of water and wastewater unit operations. Will 
include a comparison with theoretical efficiencies and an identification of the largest energy 
usages. Will conduct a comparison of 12 difTerent plants to include a range of advance water and 
wastewater treatment processes including desalination. Research partner; CEC. To be completed 
in 2008. 

2004 [#3058] Assessing Risks and Benefits of Drinking Water Utility Energy Management 

Practices 

Stratus Consulting Inc. 

Will identify risks associated with energy management or energy conservation practices used by 
drinking water utilities that may impact storage of source waters, the efficacy of drinking water 
treatment, or the quality of treated water. Will also identify risk mitigation approaches. Research 
partner: CEC. To he completed in 2007. 

2004 [#3066| Water Consumption Forecasting to Improve Energy Efficiency of Pumping 

Operations 

EMA, Inc. 

Will identify, test, and evaluate available methods and tools for making short-term water 
consumption forecasts, necessary for optimizing pumping schedules and energy use, to support the 
implementation of an Energy and Water Quality Management System (EWQMS). Research 
partner: CEC. To he completed in 2007. 

2006 [#4038] Desalination Facility Design and Operation for Maximum Energy Efficiency 

Black & Veatcb 

Will compile and analyze data from operating brackish (ground and surface), seawater, and 
wastewater membrane desalination facilities to result in recommendations for the design and 
operation of desalination facilities to maximize energy efTiciency and reduce energy use and costs. 
Will also investigate the relationships between plant location, design, operation and mainleriancc, 
and energy use and cost. Research partner: CEC'. To be completed in 2009. 

2007 I#4090| Decision Support System for Sustainable Energy Management 
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Mr. Markey. Thank you so much. 

Our next witness is Anne Smith, who is vice president of and 
practice leader of climate and sustainability for CRA International. 
At CRA, Ms. Smith specializes in environmental policy and cor- 
porate compliance strategy. Before joining CRA, Ms. Smith was a 
vice president at Decision Focus Incorporated, leading that com- 
pany’s policy analysis. We welcome you here. Dr. Smith. Whenever 
you are ready, please begin. 

STATEMENT OF ANNE E. SMITH 

Ms. Smith. Mr. Chairman, members of the committee, thank you 
for inviting me. My testimony today is my own and does not rep- 
resent my company, CRA, or any of its clients. 

Let us be honest here. Reducing global greenhouse gas emissions 
in order to actually substantially reduce the risks of climate change 
will be a costly undertaking no matter how it is done. Therefore, 
a successful emissions policy that is both credible and enduring is 
going to have to have a laser-like focus on cost minimization. The 
ACES bill lacks this focus right now. Even though it does contain 
a cap-and-trade program, which is often thought of as a cost-mini- 
mizing approach, achieving cost-effectiveness will be elusive with 
this bill for two reasons, first, its other non-market regulatory 
schemes, and second, uncertainty in the allowance prices in the cap 
and trade. 

First, the bill piles on excessive and redundant regulatory 
schemes on top of the cap and trade that reflect the command con- 
trol mentality of yesteryear such as a renewable electricity stand- 
ard, a low-carbon fuel standard, energy efficiency resource stand- 
ard and many more including even a Jacuzzi-specific that we have 
been hearing about today. These prescriptive provisions will under- 
cut the transparency and predictability of the carbon prices under 
the cap and that will only increase the costs of meeting the green- 
house gas objectives or the target for greenhouse gases in the bill. 
To minimize costs. Congress needs to remove those mandates, but 
even without those redundant programs, the bill’s cap-and-trade 
program has its own barriers to cost minimization and this is al- 
lowance price uncertainty and volatility. These will hinder business 
planning and disrupt a company’s credit worthiness. 

The U.S. experience with SO 2 and NOx caps tells us that emis- 
sion prices will be very unstable. SO 2 prices varied between $100 
and $1,500 per ton in just the past 4 years, and that was despite 
a large bank of allowances. Europe’s carbon cap has seen prices cy- 
cling up and down by a factor of four in the space of a few years. 
And despite assurances early on that Europe’s carbon price vola- 
tility was only a feature of that cap’s so-called learning phase, now 
we can see that those price swings are actually a feature of the 
cap’s mature phase as well. In the E.U., this carbon price uncer- 
tainty has inhibited companies from investing in the low-carbon 
technologies that are desired, and that same problem will occur 
under U.S. CAP that allows that same price uncertainty to occur 
here too. 

Carbon price volatility introduces another concern that has not 
been discussed widely, credit risk. Companies will need to buy and 
hold allowances whose total value may be very large compared to 
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their current cash flows and balance sheets. Allowance price vari- 
ations can create cash-flow crunches and balance sheet variations 
that in turn will translate into credit ratings being reduced and in- 
creased difficulty in raising funding for new investments. 

The ACES bill has no provisions for providing the necessary 
price certainty and price stability to avoid these problems. Banking 
does not eliminate volatility. We have seen that in the U.S. and 
European experiences. Offsets do not either. The experience with 
the clean development mechanism says they may actually increase 
price uncertainty. And the bill’s strategic reserve of allowances also 
does not. This provision would let prices vary by at least a factor 
of two before it would even come into effect and it doesn’t ensure 
any actual price ceiling when the prices do spike. 

The bill needs to directly and transparently establish allowance 
price ceilings and price floors in order to remove these financial un- 
certainties which are only going to serve to exacerbate the policy’s 
costs. Some fear that price ceilings will take away the certainty of 
adequate reductions in emissions. However, the certainty that is 
needed for emissions is their long-term reduction to nearly zero 
globally, not any specific reduction in a specific year in the United 
States. Achieving that long-term zero-emissions goal will require 
sustained investment over a very, very long period of time in ut- 
terly new directions and this is more likely to happen under a pol- 
icy that establishes a carbon price signal that is predictable and 
credible for decades to come. 

And finally, we need a full accounting of the cost of this bill. 
EPA’s analysis of the cost of the cap doesn’t consider the command 
and control aspects of the bill nor the costs that are created by the 
allowance price uncertainty that we can expect. So it is misleading 
to present EPA’s analysis as even a preliminary estimate of the im- 
pacts of this particular bill. Thank you. 

[The prepared statement of Ms. Smith follows:] 
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Prepared Statement of 
Anne E. Smith, Ph.D. 
for 

“I.egislativc Hearing Regarding the American Clean Energy and Security Act” 

before the 

Committee on Energy and Commerce, 
and the 

Subcommittee on Energy and Environment 
United States House of Representatives 
Washington, DC 
April 24, 2009 


Mr. Chaimian and Members of the Commitlcc; 

Thank you for your invitation to participate in today’s hearing, i am Anne E. Smith, a Vice 
President of CF^ A International and leader of its Climate and Sustainability Group. Starting 
with my Ph.D. thesis in economics at Stanford University, I iia\c spent the past thirty years 
assessing the most cost-effective ways to design policies for managing environmental risks, 
including cap-and-trade systems. For the past twenty years I have focused my attention on 
the design of policies to address climate change risks, with a particular interest in the 
implications of different ways of implementing greenhouse gas (GHG) emissions trading 
programs. 1 have analyzed and commented on the merits and issues with all the major 
climate legislation proposals that the L'.S. Congress has proposed and deliberated over that 
period. I thank you for the opportunity to share my findings and climate policy design 
insights with you. My written and oral testimonies reflect my own research and opinions, 
and do not represent any positions of my company. CRA International. 

The topic of today’s hearing is the American Clean Energy and Security .Act (ACESA), 
which is also referred to as the “Waxman-Markey Bill". The provisions in this Bill arc 
extensive, and would remold US energy choices, energy infrastructure, individual 
lifestyles, distribution of wealth, size of government, intemational relations, and more. 1 
will focus my testimony on the cost and functioning of the carbon market that is a core 
clement of ACESA. 


The Need to Focus on Co.st Minimization in a GHG Policy 

Achieving the degree of global greenhouse gas (GHG) emissions control that is necessary 
to significantly reduce the risks of climate change will be costly, no matter how it is done. 
To make such changes \'iable as a political and social matter demands a lascr-likc focus in 
climate policy on minimizing the costs of making a transition to a low-carbon economy. 
Policy practice and theory har e demonstrated that market-based approaches offer the best 
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prospects for minimizing cost of achieving regulatory goals.' Assurance of a transparent 
and efficient carbon market therefore should be a centra! concern in a climate policy. 

Focus on this concern should not be undennined or lost in the vast array of other climate 
policy needs such as international engagement, promotion of more effective energy 
research and development (R&D) design, and adaptation enhancement. 

iMandatcs Provisions Undermine Cost Minimization 

ACF,SA lacks this essential focus on assurance of a well-functioning and transparent 
market-based approach for the central task of promoting cost-effective private sector and 
consumer actions to transition to a much lower-carbon way of doing business and living. It 
contains the elc rigiici/r provisions for a cap-and-tradc system (in Titles 111 and VII). 
Howc\'cr. .ACESA also layers on so many additional regulatory schemes that reflect the 
command-and-control mentality of yesteryear that no one can possibly expect the Bill as a 
whole to provide the kind of transparent and cost-effective regulatory environment that is 
ascribed to market-based policies. 

Provisions in ACESA that arc intended to force private sector GHG emissions reductions 
separately from the efficient, market-based incentives under the cap include: 

o A renewable electricity standard for utilities (Title 1, subtitle A) 
o A low carbon fuel standard for transportation fuels (Title I, subtitle C) 
o An energy efficiency resource standard for natural gas and electricity utilities (Title 
II, subtitle D) 

o Building energy efficiency programs (Title II, subtitle A) 
o Lighting and appliance energy efficiency programs (Title II, subtitle B) 
o Transportation efficiency programs (Title 11, subtitle C) 
o Industrial energy efficiency programs (Title II, subtitle E) 

By imposing the above set of mandates programs, ACESA would undermine the 
functioning of its own cap. Mandates assume that certain control actions arc cost-effcctivc; 
however, ifthese actions are cost-cffcctivc as a carbon reduction measure, they would 
occur under the cap-and-lrade program anyw ay, unless there arc c.xtonsivc additional 
market fiiilures. Inclusion of such mandates (and so many of them) in the Bill can thus be 
intcritreted in one of two ways: 

1 . For those who believe that business and consumers arc better able to identify what 
is good for themselves than is the govcnimcnt, the above provisions w ould only- 
serve to increase costs of meeting a GHG target. At best, they w ould only force the 
private sector to do what it would choose to do anyway under the new carbon- 
pricing scheme, but with redundant oversight by the government that would entail 
substantial additional private sector and government administrative burdens to 


' I'hc theoretical basis dates back at least to Coase, Ronald (1950). “The Problem of Social Cost." Journal o f 
Law and Economics 3(1): 1 -44, while cs'idence from policy practice began to emerge from flexible, 
incentis e-dris-en regulators- programs first initiated under the Clean Air ..Vet during the 1 970s such as the 
“Bubble Ihilicy," 
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prove compliance. From the perspective of carbon market assurance, howerer, 
these mandates programs will increase the difficulty for businesses of predicting 
carbon prices for planning their GHG reduction strategics. Carbon price outcomes 
will become very difficult to interpret also. It will be difficult to know whether they 
reflect the economy’s marginal cost of meeting the cap, or are being held low due to 
an excess of inefficient carbon reductions being forced into the economy through 
the mandates. In short, the carbon market will become less predictable and far less 
transparent, 

2. The presence of so many mandates provisions in ACESA can alternatively be 
interpreted as an outright rejection of the belief that consumers and businesses 
respond rationally to price incentives. If this view is the justification for the many 
mandates provisions of ACESA, then one must ask what purpose there is for also 
having the cap-and-trade program in ACESA. A part of the answer may lie in the 
cap program’s ability to generate large quantities of government revenues that can 
be used to divert private sector wealth towards the slew of additional projects, 
activities, and side payments that arc ancillary to the task of reducing GHG 
emissions to ACESA’s targets. In other words, the cap-and-trade provisions in 
ACESA exist primarily as a new form of tax, while the command-and-conlrol 
provisions arc intended as the primary means for driving emissions down. 

Personally, and as an economist, 1 intcrjirct the past thirty-some years of US experience 
with emissions trading for a variety of tipes of emissions as strong evidence that market- 
based approaches arc the best way to achieve challenging environmental targets in the most 
affordable manner. Thus, 1 would recommend that each of the mandates provisions listed 
above be eliminated from the Bill, except if a strong case can be made that it serves some 
additional objcclivc other than reducing carbon emissions. This will allow the power of 
market-based incentives to take the lead in guiding our nation down a cost-effective path 
towards a low-carbon economy. 

.Allowance Price Uncertainty and Price Volatility Undermine Cost Minimization 

Even ifthc .ACESA mandates provisions arc removed, there remain some important 
concerns for how well the cap-and-trade provisions of Title II! might function in this role. 

A primary concern for cap-and-trade for GIIGs is the carbon price uncertainty and 
volatility. An important aspect of carbon market design would be assuring as much price 
stability and long-term credibility as possible. 

While the price signals in cap-and-trade policies do help elicit a cost-effective and often 
innovative set of actions to meeting an emissions target, they do not offer any price 
certainty. Prices in all pret ious and existing allowance trading programs have exhibited 
substantial volatility, and this can be expected of GHGs as well,' Price volatility, however, 


■ Some have argued that banking reduces price volatility. While it may reduce it, it certainly does not 
eliminate it. For e.sample. the Fitle IV SO: market has experienced high c'olatility over the past two years. 
e\'en though it has a large bank already in place. During 2005. SO: permit prices rose from about SbOO'ton to 
above S 1 600 ton, tlicn plummeted to below S400.'ton by the beginning of 2007. They dropped below 
S 1 00 ton in mid-200S when the court remanded C.MR . .Additionally, hanking offers little price stability a! 
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is likely to have much greater generalized economic impacts with a CO 2 cap than for caps 
on SO 2 and NO^, CO 2 is a chemical that is an essential product during the extraction of 
energy from any fossil fuel. As long as fossil fuels are a key element of our energy system 
(which they are now, and will remain for many years even under very stringent caps), any 
change in the price placed on GHG emissions will alter the cost of doing business 
throughout the economy. This is because all parts of the economy require use of energy to 
one degree or another. 

In contrast, under the Title IV SO 2 cap, a fluctuating SO 2 permit price would only affect 
emissions from coal-llred electricity generation. In deregulated electricity markets, coai- 
fircd electricity docs not always affect the wholesale price of electricity, and even 
significant fluctuations in SO 2 permit prices might have almost no effect on electricity 
prices. Even in regulated electricity markets, the impact of the SO 2 price on the cost of all 
electricity generation would be diluted by the unaffected costs of all other sources of 
generation before it reached customers. Also in contrast to an economy-wide GHG cap, no 
other sources of energy in the economy arc affected at all by SO 2 price changes. Finally, 
under the Title !V SO 2 cap, price variations experienced during the past four years from 
SlOO/ton to S1500/ton have a modest effect on the majority of coal-fired units that arc 
already either scrubbed or burning low-sulfur coal. Such units might see the cost adder due 
to its SO 2 emissions vary between !% and 26% of its base operating cost,’’ and (as noted) 
the impact on consumer’s cost of electricity would be much smaller, if anything. 

Variation of COi prices have also been obscrv'cd in the EU’s Emissions Trading Scheme 
(ETS) market since its inception, as shown in Figure 1 . Prices were notoriously wide- 
ranging during the initial learning period called “Phase 1," between 60/ton and about 
e30/ton (about S35/ton at the time). The ultimate decline of Phase I prices to SO/lon was 
caused by the fact that Phase I allowances could not be banked into later phases, whicli had 
tighter caps under which those allowances could have retained positive value. 

Nevertheless, the range from €7/ton to 630/ton would probably have been experienced even 
if the Phase I allowances had been bankable. Indeed, the price range for Phase I! 
allowances has also experienced that degree of variation, with recent lows of 68/ton 
compared to highs nearing 635/ton, occurring in two distinct cycles over the past four 
years. This continued volatility has occurred despite Phase II allowances being fully 
bankable. This range has caused coal-fired units to experience carbon cost adders that 
alternate from 50% to 230% of their ba.se operating cost. This variability in EU ETS 
allowance prices has also caused gas-fired units to experience operating cost increases in 
the range of 5% to OOTo."* Since gas-fired units frequently set the wholesale market price of 


all during the start up of a new cap, simply because no bank yet exists, and this initial-period volatility can be 
\ ery large if the first-period cap requires a substantial amount of reduction and or has a relatively brief 
regulator)' lead time. The experience of the llrst year in the NO,,, cap of the Ozone Transport Region of the 
northeastern l.'.S. is a classic example. 

■' By "base” operating cost, I mean the cost of generating a unit of electricity before accounting for the 
emissions price. The majority of this cost is the cost of the fuel. 

The absolute cost adder of a gas plant is about half of the absolute cost increase for a coal plant, but the 
percentage increase in the base operating cost of gas plants is much smaller because natural gas is so much 
more expcnsiN'c than coal to start with. These calculations assume tltat coal generation costs about f 1 5 'MWh. 
and gas generation about f60. MWh. 
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electricity, the pressure on retail electricity prices would also fluctuate with carbon price 
variations such as this. 

Figure 1. Prices Experienced in the EU ETS’s Phase I and II. 


EU ETS Allowance Prices (Euro / Metric Ton) 



These are not just theoretical calculations. The EU’s statistics bureau, Eurostat, reports that 
electricity prices rose significantly throughout the EU after the EU ETS started in 2005. 
Between 2004 (before the EU ETS prices were in effect) and 2007 (when Phase II was in 
place), household rates rose by 1 6% on ax erage over all 25 EU countries, and industrial 
rates rose by 32% on average.' The high prices of GHG pcmiits under the EU ETS during 
that period is widely viewed as hax'ing contributed to this price increase, and indeed, 
wholesale electricity prices have fluctuated in step with the wide swings in ETS pcmiit 
prices. It is not dear yet how or whether the wide variations in permit prices may begin to 
contribute to variation in macroeconomic activity. Resolving that question will probably 
be rendered difOcult by the disruptions of the global downturn in 2008-2009, which no one 
would suggest has any link to the EU ETS. 

The EU ETS experience has also demonstrated that even very high carbon prices do not 
necessarily translate into a willingness of the private sector to make investments in new, 
lower-carbon technologies. Despite the fairly high average prices in the EU ETS, there has 


Huroslal data for medium liou-sehokis and medium-sized industry, downloaded on .Vprii 22. 2009 from: 
liili r. 'cpn.eui'osia l .cc.euro na.e u poruil Paiic? nai;eid"1996.391409S.s& d ad- ponal & schema ■ POR T.'M.&scr 
eerr-dct ailrefc yia nmiaee en& producr Ki-iF TB eneruv&ro ot-'-RF. F Tit ene ra\ ! n re 't nre ni 'ice tsierOdO . 
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been no serious degree of private sector investments in cicaner technologies.*’ The usual 
explanation for the failure of the EU ETS to motivate investments in clean energy 
technologies is the uncertainty its carbon price levels, and potential impermanence of the 
scheme. Even if investments in some clean technologies might be justifiable for the 
average carbon prices of about €20/lon that have been experienced over the past four years, 
they have not been forthcoming. Uncertainty on what the carbon price level will be - not 
just for the next few years but for 10 to 20 years into the future - appears to be inhibiting 
private sector investments in low-carbon technologies. 

The EU’s response to this outcome of low investment has been to focus on further 
government involvement and project subsidization. A simpler approach would be to devise 
a carbon emissions pricing scheme that would provide much greater certainty for 
businesses about carbon prices now and in the future. This could be done under a carbon 
cap through provisions to directly and transparently establish allowance price ceilings and 
price floors (e.g., a price “collar”), .^n even simpler and more certain approach within the 
toolkit of market-based measures would be to establish a carbon fee or price rather titan 
through a carbon cap.’ 

Businesses clearly prefer having reliable allowance price expectations, but oven 
governments would probably prefer some stability in the year to year rcv’cnuc streams from 
an auction. For example, would large variability and uncertainty in allowance auction 
revenues be of any use if those revenues arc intended to fund important technology-related 
projects that have long-tcmi funding needs? Even if the revenues would simply be rebated 
to citizens, would either the government or the citizens find any value in such uncertainly 
in the size of the rebate checks? 

Another potentially serious concern with volatility in carbon prices should also be 
mentioned here. When companies need to buy allowances to cover their emissions, as with 
a full auction, their new cash flow may be large compared to their current net revenue. For 
example, the cash needed by an electricity generating company that has a diversified mix of 
coal, gas and zoro-carbon generation similar to the US average would face new outlays for 
allowance purchases of S35/ton allowances that arc approximately 20% of its gross 
revenues, and perhaps 200% of its net revenues, .Any delays in the pass-though of such 
costs to customers could seriously disrupt their financial position. Volatility exacerbates 
this situation by causing continual variations in the cash flow needs. For example, 
fluctuation in the allowance price between SI 5/ton and S50/ton would mean that the cash 
flow requirements might vary from 85% and 350% of pre-policy cash flows, thus even 
after price pass-through has occurred, delays in adjustments of the retail rates could 


’’ The fairly iiigh rale of ins estmcnl in renewables such as wind and solar in Germany is traceable to the very 
liigh guaranteed returns known as “feed in tariffs" for such generation, and is not allribiitcd to carbon prices. 

' In fact, a cap-and-lrade ss'stcm with a well-defined, narrow price collar and a full auction will function just 
like a carbon fee, except that there remains some residual uncertainty about the ability of the market manager 
to defend the price collar, and there is substantially more complexity to the compliance requirements for 
cos'crcd businesses. While both of these market-based approaches vvould offer much greater planning 
certainty and hence potential iin estment in cosily low-carbon technologies, neither would be popular with the 
financial community, which would face dimiiii.shcd prospects for selling their carbon market management 
services to the affected businesses. 
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translate into scc-sawing profitability. Similarly, if a company has any substantial bank of 
allowances, it could face large swings in its balance sheet situation. Conditions such as 
these could translate into reduced credit ratings and companies facing more difficullics in 
raising capital for their investment needs. This possibility has not been studied at all yet, 
but certainly requires some careful study, including gaining an understanding of whether 
any potential financial impacts could be exacerbated by the greater use of allocations rather 
than free allocations of allowances. But the belter solution is simply to eliminate the 
carbon price volatility, which is not in any way essential to the functionality of a market- 
based carbon reduction policy. 

To sum up, price uncertainty and price volatility will impose impacts in the ease of GHG 
emissions limits that arc completely different in scale and scope from (hose under previous 
emissions trading programs. The US experience with other emissions caps and the EU 
ETS experience with carbon caps provide good reason to expect high volatility under a US 
carbon cap. Their potential to increase variability in overall economic activity thus should 
be viewed as a core concern in designing a GHG cap-and-trade program. At the same time, 
the nature of climate change risks associated with GHG emissions is such that it is possible 
to design price-stability into a GHG cap-and-lradc program without undermining its 
environmental effectiveness. In the ease of a stock pollutant such as greenhouse ga.scs, 
there is no need to absorb high costs in return for great specificity in achieving each year's 
emissions cap.^ Thus, the cost to businesses of managing the price uncertainty of a hard 
cap is not worth the greater certainty on what greenhouse gas emissions will be from year 
to year. The emissions certainty that is needed is the long-term reduction to a near carbon- 
free economy. That objective will have greater certainty under a cost-effective, affordable 
and non-disruptivo policy that establishes a carbon price signal that is predictable and 
credible for decades to come. 

ACESA Docs Not Have Effective Provisions to Assure Price Certainty and Stability 

ACESA docs not contain any mechanism to assure price certainty or price stability. It 
contains provisions that arc called as “cost containment” measures, but these measures do 
not provide any degree of price certainty and only minimal potential to diminish the degree 
of price volatility. For example: 

o The provision for banking and constrained borrowing cannot eliminate volatility. 
For example, the SO: prices under Title IV of the Clean Air Act (described above) 
occurred despite the existence of a very substantial bank of allowances. The 
\oIatility in the EU ETS Phase 11 has also occurred despite the ability to bank Phase 
II allowances into future compliance periods. 

o The provision for use of domestic and international offsets may reduce the overall 
level of allowance prices for the given cap stringency. However, they do not 
provide any kind of price certainly. Indeed, in the early years of the cap, a strong 
reliance on offsets to keep costs low could exacerbate price uncertainty and 


^ Richard G. Newell and William A. Pb.cr 2003, “Regulating Stock Hxtcrnalitics Under {'nccvldmiy'' Journal 
of Environmciual Economics and Management. \’ol. 45. pp. 416-432. 
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volatility. This is because offsets validation rules will probably remain uncertain 
for a period of time after enactment, and hamper the fonnation of a ready supply of 
verified allowances in time for the initial compliance periods. Thus early-ycar 
allowance prices may be relatively high, as if the policy had not allow'cd offsets at 
all, then a year or two later, once a flow of verified offsets is established, a glut of 
allowances may emerge, with allow’ance prices falling very low. This supply and 
attending offset pricing pattern was obsetwed in the early years of the Clean 
Development Mechanism (CDM). 

o The “strategic rescn-c” of allowances under the ACES.A cap comes the closest to an 
attempt at diminishing allowance price volatility, but it will bo insufficient to 
provide any expectation of a price ceiling. First, sales from the strategic rescive 
will ha\ e a floor price that is not established in advance of legislation. An a priori 
path of rcscn’c prices would provide much greater certainty for planning purposes 
than one that is established on the basis of future, unknown, price outcomes. 

Second, the provision, by design, allows price increases of at lea.st 100% before the 
reserve can even be used.'* Thus, if prices have averaged about S35/ton during a 
three year period, they would have to suddenly increase to above S70/ton before the 
strategic reserve would even have a role to play. Further, prices might rise well 
above the 100% mark even in the prescticc of the reserve auction. The existence of 
a minimum price at which those allowances can be had does not offer any guarantee 
of where the prices will peak. If there is a severe shortage of allowances needed for 
compliance in a particular year, prices could be bid above the minimum price. Only 
if the quantity available for auction is very large relative to any potential 
compliance needs will the potential for prices to be bid higher than the reserve price 
be eliminated, Even if there were no bidding above the rescn’c prices, there is no 
good reason why price variations of up to 100% over a three-year period should 
have to occur at all, and such variations arc quite substantial in their potential 
effects on prices of energy and other goods and services that embody energy. 

-Avoidance of Cap-and-Trade Is Not an Antidote for Price Volatility Concerns 

The challenges of designing a GHG cap-and-tradc system that has the promise of being 
efficient and fair have been daunting. Unfortunately, many in the policy community who 
have been facing this daunting task are now rejecting market-based approaches altogether. 
ACESA rcficcls this kind of reaction, with its emphasis on a large set of highly prescriptive 
regulatory programs, which leaves the market-based part of the Bill almost like window- 
dressing to mask the intrusive spirit of the overall bill. Each non-market provision will 
usurp some of the flexibility of decisions that arc offered by market-based approaches like 
cap-and-lrade. Once the flexibility is removed, it cannot be entirely regained if the 
mandate is found to bas e been an inefficient one - too many compliance-related 
investments will have become sunk costs in the interim. Further, each of these mandates 
provisions will result in not just higher, but hidden costs, as regulatory approaches are good 


Thai is, liic minimum price (the "reserve price") in an auction of slratcuic reserve allowances is double the 
averaec price of allowances for lhai vintage in the preceding 36 months. 


s 
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at doing. The costs to our economy and the losses in incremental innovations that arc 
associated with market-based approaches will be large. 

Modeled Cost Estimates of ACES.'^ Will Unreliable If They Do Not Address the Bill’s 
Many Barriers to Cost Minimization 

Many model-based cost analyses, such as EPA’s analysis of the costs of the policy released 
this week,'** are poorly suited to estimating the costs of policies that are not predominantly 
market-based in nature. The EPA analysis is widely touted as predicting that ACESA will 
be very low-cost to meet, yet EPA’s analysis has considered only the cap-and-trade 
provision, which by its nature is intended to deliver minimum costs. EP.A explains that it 
has made no attempt to assess the costs of the mandates provisions listed above, even 
though such provisions can only cause increases from a minimum cost. Tliis might not be a 
bad cost analysis for the GHG limits in the ACESA if the cap provision were the primary 
regitlalory requiremeni in the Bill. But given that so much of ACESA is tied to command- 
and-control approaches, it is misleading to present EPA’s analysis of just the cap provision 
in ACESA as even a “preliminary” estimate of the impacts of the GHG control 
requirements in the Bill. 

It is also important to note that the EPA analysis makes no attempt at all to estimate the 
ways in which the volatility and price uncertainty of the cap will deviate from its estimated 
idealized mininuim cost. EPA slates that its analysis has not modeled the strategic rescrv'c 
allowances, which some may intcrjrrcl as meaning that EPA has not captured a provision 
that would reduce costs further than its estimate. The correct untierstanding of this 
omission, however, is that EPA’s analysis has failed to address the costs of volatility," and 
thus it understates costs. Even if the strategic reserve allowances provision would provide 
some degree of mitigation of volatility, the true costs when considering volatility would 
remain higher than EPA’s current cost estimate that docs not include any consideration of 
price volatility. 


These may appear to be criticisms of EPA’s analysis, but most of the available models for 
assessing policy costs of ACESA will face similar challenges. The current commonly-uscd 
models were designed to understand the relative costs of alternative market-based 
emissions policies, None are well-equipped to estimate the costs of policies that are 
predominantly command-and-control in nature, nor to address the costs of volatility. As 
additional analyses of the costs and impacts of ACESA arc released, the realism of their 
estimates should be assessed by examining how well each analysis addresses the deviations 
from the least cost solution due to: 

(a) mandates that are fixed by government planners who have less infonnalion about 
true costs than do individual business decision makers and consumers, and 


*'* U. S, En\ ironmental Protcclion .-\gcncy. EP.i Preliminaiy .4i]ah\sis of the Waxruur Marker Discussion 
Draft. The .imerican Clean Energy anil Security .4ci of 2009 in the III’" Congress, .Xpril 20, 2009, asailable 
at hup: w 'vw.ep a.go v'climatcc li ange cconomic.s' ccon omicai i aivses.hln il. 

"The models used in this anabasis do not include price volatility. ..for this reason she strategic reserse 
allowance has not been included in tliis analysis.” (I'SnP.A, op. cit.. .Appendix, p. 4. 
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(b) the ways in which price uncertainty and price volatility degrade the ability 

businesses decision makers and consumers to always make the optimal investments. 

.4CESA Lacks Any Provisions for the Kind of Transformational R&D That Is 
Essential to Making a Low-Carbon Global Economy Affordable 

My testimony has boon focused on carbon market efficiency. However, even a highly 
effective and efficient market-based approach for GHGs will still have a serious limitation 
that ACESA should address, but docs not. Stabilization of climate change risks will 
require that global GHGs be reduced to nearly zero levels. Although this goal may be 
possible to achieve at some point in the later part of this century, it can only be done 
through truly revolutionary technological progress and the resulting changes in the 
structure of how our energy systems. 

Hoffert et al. report that “the most effective way to reduce CO2 emissions witli economic 
growth and equity is to develop revolutionary changes in the technology of energy 
production, distribution, storage and conversion.”'* They identify an entire portfolio of 
technologies requiring intensive R(SiD, suggesting that the solution will lie in achieving 
advances in many categories of research. They conclude that developing a sufficient 
supply of technologies to enable near-zero carbon intensity on a global scale will require 
basic science and fundamental breakthroughs in multiple disciplines. Therefore, Herculean 
technological improvements beyond those that are already projected and accounted for in 
cost models appear to bo the only hope for achieving meaningful reduction of climate 
change risks. By inference, no cap-and-tradc system should bo placed into law that docs 
not simultaneously inconroratc specific provisions tliat directly support a substantially 
enhanced focus on energy technology R&D. 

Placing a price on carbon emissions, as a cap-and-tradc program would do, would affect 
the pattern of private sector R&D. However, this so-called “induced-innovation effect” 
would be small. Economic analysis shows that market forces produce a loss than socially 
optimal quantity of R&D, Once a private sector innovator demonstrates the feasibility and 
profitability of a new technology, competitors arc likely to imitate it. Copycats can escape 
the high fixed costs required to make the original discovery. Therefore, they may gain 
market share by undercutting the innovator’s prices. In that case, the initial developer may 
fail to realize much financial gain. Foreseeing this competitive outcome, fimis avoid 
investment in many R&D projects that, at the level of society as a whole, would yield net 
benefits.'"’ 

The task of developing new carbon-free energy sources is likely to be especially 
incompatible with the private sector’s incentives. With no large emissions-free energy 
sources lying just over the technological horizon, successful innovation in this area will 


'■-M. I. itoffer! el al.. "Adsaiiced Technolouy Paths to Global Climate Stability: Energy for a Greenhouse 
Planet" Science. V’ol. 298. Nov.l. 2002. p. 9S1. 

These points are developed in a more rigorous fashion in W. D. Montgomery and Anne E. Smith "Price. 
Quantity and Technolog)' Strategics for Climate Change Policy," in M, Sclilcsinger et al (cds.) Ihunan- 
buhiced Climate Change, .in Interdi.Kciplincin- .4sscs.\wcnt. Cambridge Cnis ersit}' Press, forthcoming 2007. 
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require unusually high risks and long lead times. As HolTert et al. pointed out, dc\'cloping 
the needed technologies will entail breakthroughs in basic science, placing much of the 
most essential R&D results beyond the boundaries of patent protection. These arc 
precisely the conditions under which for-profit firms are least likely to rely on R&D as an 
approach to problem-solving. Thus, greenhouse gas caps on their own w’oiild insufficiently 
increase private sector R&D directed toward technological solutions to abatement. 

Market-based policies can very effectively stimulate incremental innovation and 
deployment into the market place of emerging new technologies. They cannot, however, 
stimulate the kinds of technological progress necessary to enable meaningful emissions 
reductions later on. Realistically, then, government must play an important role in creating 
the correct private sector incentives for eliniate-rclatcd R&D, as well as in providing direct 
funding to support such activity. This role must be built into any cap-and-tradc policy, in 
order to avoid establishing an emissions policy that cannot fulfill expectations, and to avoid 
wasteful diversion of key resources for the requisite fomts of R&D. 

Merely establishing cap and trade cannot meet the crucially important need for enhanced 
emphasis on basic research rather than additional subsidies for specific technologies that 
are already far along in the development process. It also docs not clearly define 
government’s role or an appropriate division of labor or risk between the public and private 
sectors in the development of new technologies, w hether as commercialization and 
incremental improvement of existing low-carbon technologies, or R&D for new, 
breakthrough technologies. Creating an effective R&D program will not bo easy, but it 
ultimately has to happen if climate risks arc to be reduced. The difficult decisions are how 
much to spend now, and how to design programs to stimulate R&D that avoid mistakes of 
the past.'"' 

In conclusion, the current policy debate about how to impose near-term controls through 
cap-and-tradc programs is encouraging policy makers to tieglcct much more important, 
more urgently needed actions for reducing climate change risks. The top priority for 
climate change policy should be a greatly expanded government- funded research and 
development (R&D) program, along with concerted efforts to reduce barriers to technology 
transfer to key developing countries. Ncitlier of these will be easy to accomplish 
effectively, yet they are receiving minimal attention by policy makers, and are not 
addressed at al! in ACESA. 

Summary 

My testimony has been focused on the carbon reduction provisions of ACESA, and 
particularly on ways to ensure an effective carbon market lliat has tiic necessary emphasis 
on achict ing GHG goals at lowest cost. In brief, 1 have identified ways that ACESA’s 
regulatory pro\ isions could be made more reasonable: 


'■* .-XiTow, Kenneth J., Linda R, Cohen. Paul A. David. Robert W. Hahn. Charles D. Kolstad, Lee Lane. W. 
Das'id Montgomery, Richard R. Nelson. Roger G. Noll. Anne U. Smith (2008). ".A Statement on the 
■Appropriate Role for Research and Development in Climate Policy." .AEI Center for Regulatory and Market 
Studies. Working Paper 08-12. 



( 1 ) Eliminate the costly provisions for mandates that will only interfere with the 
efficiency and transparency of the market-based approach, while unnecessarily 
increasing administrative burdens and government intrusion on private sector 
choices, 

(2) Add provisions that will provide a more effective reduction or outright elimination 
of price uncertainty and price volatility. 

(3) Incoritoratc explicit consideration for promotion of transformational energy R&D. 

1 have also noted that cost estimates for ACESA that come from modeling exercises that 
only consider the market-based provision’s costs, and do so without addressing the impact 
of volatility, will significantly understate the true impact of this highly prescriptive Bill. 
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Mr. Markey. Thank you very much, Dr. Smith. 

Our next witness is William Kovacs, the vice president of envi- 
ronment technology and regulatory affairs for the United States 
Chamber of Commerce. In government service, Mr. Kovacs served 
as vice chairman and chairman of the Commonwealth of Virginia’s 
hazardous waste facilities siting board and chief counsel and staff 
director of the House Subcommittee on Transportation and Com- 
merce. Was that on this committee, sir? 

Mr. Kovacs. Yes, sir. I am really that old. 

Mr. Markey. And what years were those? 

Mr. Kovacs. Nineteen seventy-four, 1975, through about 1978. 

Mr. Markey. So when I was here? 

Mr. Kovacs. Yes. 

Mr. Markey. So you were the chief counsel for Brock Adams? 

Mr. Kovacs. Fred Rooney. 

Mr. Markey. For Fred Rooney. Yes, great. Good to see you again. 
Welcome back. Whenever you are ready, please begin. 

STATEMENT OF WILLIAM KOVACS 

Mr. Kovacs. Thank you for inviting us here today, and I have 
to tell you that when I was listening to you say this was your 66th 
year of hearings and I am your 60th witness, all I can say is what 
pressure. I have to say something really quick and something he 
has never heard, so that is quite a task. 

Let me start off by saying, the Chamber really does support try- 
ing to find ways to reduce greenhouse gases, we have made that 
clear in all of your testimony, accelerate the use of energy effi- 
ciency and certainly find new ways to put green technologies into 
the marketplace, and with that I just want to add a few sugges- 
tions because I think that they would really help move your bill 
forward. The first is, as you consider how you are going to do this, 
probably the one part that troubles us the most is, you have very 
steep emission reductions over the course of the years but there is 
really no assurance in the bill that as you force fossil fuels out of 
the system, that there is a mechanism for bringing substitute tech- 
nologies into the system, and I say that because, and I am just 
going to use one example. If you just take the 115,000-megawatt 
windows that you are going to need, that is going to take enough 
space that is literally going to equal going around the earth twice, 
and it is an enormous land mass, and the problem you are going 
to run into is not that price isn’t going to drive technologies but 
many times NIMBYs are going to drive technologies out, and one 
of the things we have done with this project is we have tried to 
identify the fact that in the last 18 months there have been 65 re- 
newable facilities that have not been able to get to the marketplace 
because of NIMBYs and 13 grid systems. So we think long term 
that is a very serious problem. 

Second, in terms of the Clean Air Act, we just think it is inappro- 
priate, and if you are going to set up a structure you ought to set 
up a structure for carbon b^ecause it is going to be more workable. 
I think this idea of capping the large businesses with cap and trade 
and then going into new source performance standards for the me- 
dium-sized businesses and then leaving it unclear and vague as to 
the small businesses what you run the risk of with the small busi- 
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ness is once an endangerment finding is made, there is going to be 
a lawsuit and you are going to have 26 million small businesses 
trapped in a new source performance standard. I don’t think the 
agency can handle that. 

In terms of citizen suits, this might be the most troubling. I 
mean, you really — the cause of action has expanded so far. It is not 
just against government but it is against government with some 
limited monetary damages so that is the beginning of waiver of 
sovereign immunity. You remove the article 3 type actual case and 
actual harm for thought of harm, and long term that is just going 
to be more citizen suits, more projects stopped. And then when you 
have unlimited attorneys’ fees, you are giving an incentive to the 
lawyers to bring these lawsuits. That is just not going to help you 
get the technology into the marketplace that you need. 

And then finally, on the preemption of State laws, again this is 
just going back to where we were before and that is you can’t pre- 
empt it for 5 years and then let the States act. If the federal gov- 
ernment is going to do it, you need one comprehensive unified law 
that makes sense, that the industry understands so that we can 
start developing the technologies as opposed to trying to fragment 
it to please a lot of different interests. 

With that, thank you very much for having me here. 

[The prepared statement of Mr. Kovacs follows:] 
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Good morning. Chairmen Waxman and Markey, Chairman Emeritus Dingell, 
Ranking Members Barton and Upton, and members of the Energy and Commerce 
Committee and the Subcommittee on Energy and the Environment. My name is William 
L, Kovacs and I am Vice President for Environment, Technology and Regulatoiy Affairs 
for the U.S. Chamber of Commerce. The Chamber is the world’s largest business 
federation, representing more than three million businesses and organizations of every 
size, sector, and region. On behalf of the Chamber and its members, I thank you for Ae 
opportunity to testify here today and bring to a close a very informative week of hearings 
on energy and climate change legislation. 

You have asked me to come before the Committee and Subcommittee today to 
discuss what can be best described as “other topics,” essentially those parts of the 
American Clean Energy and Security Act of 2009 (ACES) that merit discussion but were 
not the focus of another of this week’s hearings. Specifically, you have asked me to 
address (1) the Clean Air Act (CAA), (2) state roles, (3) carbon market assurance, and (4) 
adaptation. 

Before getting into the details of my testimony, 1 want to thank the Committee 
and Subcommittee, and its leadership on both sides of the aisle, for the careful and 
considered analysis it has done on the issue of global climate change over the past several 
years. It is clear that a great deal of thought went into the drafting of the ACES bill and 
its predecessors, such as the Dingell-Boucher “discussion draft” from 2008. While we 
might ultimately disagree on the final product, the Chamber is grateful for the care and 
attention that has been given to this very complex and challenging issue. 

I. Overview of the Chamber’s Position on Global Climate Change 

The Chamber supports the goals of the Committee to lower concentrations of 
greenhouse gases in the atmosphere, become more energy efficient, and incentivize 
“green” energy technologies. The Chamber does not categorically support or oppose 
approaches such as cap and trade or carbon tax, but rather measures all climate legislation 
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on a bill-by-bill basis against five core principles; any legislation or regulation 
introduced must (1) preserve American jobs and competitiveness of U.S. industry; (2) 
provide an international solution that includes developing nations; (3) promote 
accelerated development and deployment of greenhouse gas reduction technology; (4) 
reduce barriers to the development of climate-friendly energy sources; and (5) promote 
energy conservation and efficiency. 

The Chamber opposed the main vehicle for addressing global climate change in 
the 1 10* Congress, the “Lieberman- Warner Climate Security Act." Lieberman-Wamer 
fell short of virtually every one of the Chamber’s five core principles. By any estimation 
it would have resulted in a staggering new set of costs and regulations for American 
taxpayers while making very little actual progress in reducing overall global greenhouse 
gas concentrations. 

The Chamber’s policies are set by its members through a transparent democratic 
process. On complex issues like global climate change and greenhouse gas regulation, 
we solicit direction from our members on a rolling basis. In fact, just this morning we 
convened our own Environment and Energy policy committee on this very topic. I 
therefore urge you to view my testimony today as a valuable resource. Although the 
Chamber did not support Lieberman-Wamer, over the years we have supported 
legislation that funds research, development and deployment of technology, and that 
promotes energy efficiency. 

The agenda set by President Obama and the leadership of this Congress calls for 
the United States to enact a domestic climate policy irrespective of the Administration’s 
ability to negotiate an international treaty with other nations. The Chamber believes this 
strategy could ultimately place our nation at a significant economic disadvantage to these 
other nations as worldwide greenhouse gas emissions into our atmosphere continue to 
increase. However, it is against this backdrop that we must analyze the ACES bill here 
today. 


n. Analysis of the American Clean Energy and Security Act of 2009 (ACES) 

The ACES bill, at present, is incomplete. The “discussion draft” released to the 
public is missing perhaps its two most important sections: allocations and spending. It is 
therefore difficult to take an official “position” on the bill, as this would require weighing 
a half-finished product against the Chamber’s five core principles (which, by design, 
require completeness). 

However, while analyzing the various subject areas that are part of my testimony 
today, the Chamber came to the conclusion that, no matter what is accomplished on 
allocations or spending, the bill contains significant flaws that, if enacted, would not 
operate to the economic and energy security of the United States. 

Quite simply, the bill’s aggressive emissions reduction mandate limits the amount 
of energy available to run our economy, yet the bill fails to provide any mechanism to 
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ensure that substitute "green” energy will be available to meet the nation’s energy needs. 
A lack of available green energy in equal or larger amounts than the fossil energy 
removed from the economy will result in energy shortages and high energy prices, which 
in turn means higher prices for just about everything else. An American workforce 
barely able to afford their homes will then be forced by this legislation to substantially 
lower its standard of living. While supporters of this legislation want to send a strong 
price signal to the American people to change their behavior and reduce their use of fossil 
fuels, the unintended consequences of not having sufficient substitute fuels available may 
trigger a downward spiral that simply undercuts our role in the world. Finally, to add 
insult to injury, by itself ACES will not affect global greenhouse gas concentrations in 
any meaningful way. 

Moreover, implementation of ACES will result in the devastating combination of 
(a) cap and trade, (b) regulation to implement the cap and trade system, (c) litigation to 
enforce or question the regulation, and (d) market manipulation in the face of what 
appears to be very a vulnerable oversight structure. 

The Chamber believes there is a better first step than ACES; focus our efforts on 
an international treaty that sets real, enforceable targets for all nations, while allowing 
each nation the flexibility to meet these targets through whichever policy device it 
chooses. In the meantime, we should implement a single, national fuel economy program 
(the existing Corporate Average Fuel Economy standards), a robust investment in 
research, development and deployment of clean energy and energy efficiency 
technologies, and the continued implementation of the fuels and efficiency laws already 
on the books, such as the Energy Policy Act of 2005 (EPAct) and Energy Independence 
and Security Act of 2007 (EISA). After the ratification of an international climate 
agreement Congress should pass legislation to implement the treaty domestically. 

A. ACES will not meaningfully affect global C02 concentrations. 

Although ACES makes very aggressive cuts, like any domestic legislation it will 
do little to reduce the overall amount of COr in the atmosphere. The U.S. Energy 
Information Administration (ElA) estimates that in 2005, the U.S. emitted 5,982 metric 
tons of CO 2 , representing approximately 21.3 percent of the global CO 2 emissions.' By 
2030, however, EIA projects that U.S emissions (absent legislation like ACES) will 
climb to 6,851 metric tons — but that amount will represent only 16.2 percent of total 
global CO 2 emissions. In fact, EIA projects that OECD nations will increase their total 
C02 emissions by 13.8 percent over the next 20 years, while everyone else will increase 
their CO 2 emissions by 86.2 percent over that same time period, with total emissions in 
2030 almost double that of OECD nations.^ 

Perhaps we are focusing on the wrong group of people here? 


' Energy Information Administration, Emissions of Greenhouse Gases Report, December 3, 2008, available 
at httD://www.eia.doe.gov/oiaf/1605/gerDl/ . 

^Id. 
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Even if the U.S. were to eliminate all of its greenhouse gas emissions today, our 
CO2 levels would not be zero, and CO2 concentrations in the atmosphere would still 
inoease? He primary reason: althou^ the U.S. would constrict its CO2 emissions, 
very few other countries would be compelled (absent a binding international treaty) to do 
the same. The following chart, from the Battelle Memorial Institute, illustrates this point 
very well: 
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As this chart shows, business-as-usual CO 2 emissions from fossil and industrial sources 
in the United States remain relatively flat through the end of the century. Global 
business-as-usual CO 2 emissions increase roughly 2.7 times their present levels. If U.S. 
emissions were whittled down to zero by 2100, global emissions would still be about 2.5 
times their present levels. Moreover, if the entire set of Kyoto Annex I “developed” 
countties eliminated their CO 2 emissions by the end of the century, developing nations’ 
emissions would still be twice the size of the entire world’s current emissions. 

In terms of skyrocketing global greenhouse gas emissions, the United States will 
be a smaller and smaller contributor over the rest of the century. A domestic-only bill 
like ACES will undoubtedly make life more difficult on businesses and consumers in the 
United States, but will have little real impact on global CO 2 levels when all is said and 
done. 


’ See, e.g.. presentation entitled “COj Stabilization in a Hetemgeoeous Worid," Leon Clarke, et al. (July 13, 
2W7), available at http://www.uschaniber.coin/issues/inde3t/Btivironineiitfcrumte chanye.htm - 
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B. ACES pulls energy out of the economy, but fails to provide a 
suitable replacement 

At its core, the fundamental problem with ACES is that it removes a significant 
amount of fossil-based energy from the economy without assuring that this energy void 
will be filled with enough renewable or alternative energy to keep America functioning. 
We know today that technologies that limit, sequester or otherwise eliminate CO 2 
emissions from fossil fuels are neither affordable nor widely available (if even 
commercially deployable). However, we also know that fossil fuels are responsible for 
over 72 percent of our electricity."’ Our only choice, then, if we are to seriously achieve 
what are the very aggressive emissions cuts required by this bill — 20 percent below 2005 
levels by 2020, 83 percent below 2(X)5 levels by 2050— is to move away from fossil fuels 
and onto “something else.” 

The problem is, replacing 20, or 30, or 50 percent of America’s fossil-based 
energy with this “something else” will be extremely difficult, if not impossible. Of the 
remaining 28 percent of our electricity, 25 percent of this comes from existing nuclear 
and hydropower. Wind energy represents 0.44 percent of our electricity mix, geothermal 
energy represents 0.36 percent, and solar represents 0.01 percent. 

To address this dilemma. Title 1 of ACES proposes a federal renewable electricity 
standard (RPS) of 25 percent by 2025. It is at this point that the wheels truly begin to fall 
off the ACES bill. “Renewables,” as defined by the bill, do not include nuclear energy. 
They also do not include electricity generated from municipal solid waste. They include 
hydropower, but only new capacity. In essence, the RPS will require us to take the 2 
percent of electricity currently generated from renewables and turn it into 25 percent in 
the course of 15 years — an increase of over 700 percent. 

Consider for a moment what this means. Less than two years ago, in a response 
to the Energy and Commerce Committee, the Chamber calculated what it would take to 
generate 10 percent of our electricity using wind, or solar, or biomass alone by 2020. A 
copy of this letter, described in further detail below, is attached to this testimony. 

The Chamber concluded that if 10 percent of our electricity were to be met with 
wind alone by 2020, we would need to construct about 1 15,000 new 1-megawatt (MW) 
wind turbines. The total capital cost of constructing these 1 15,0(X) turbines would 
amount to roughly $138 billion, a figure that does not include operation and maintenance 
costs, which constitute 1.5 to 2 percent of the initial investment aimually. 1 15,000 
turbines of this size would occupy an area of about 18,000 square miles. In comparison, 
the combined area of Albemarle Sound, Delaware Bay, Pamlico Sound, Long Island 
Sound, Cape Cod Bay, Chesapeake Bay, Puget Sound, San Francisco Bay, Biscayne Bay, 
and Buzzards Bay is only 8,500 square miles. If the 1 15,000 1-MW wind turbines were 
placed in a straight line about 2,000 feet apart in the water, they would have a total length 


hllp://www.eDa.gov/cleanenergv/images/pie chart fuel mix. gif . 
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of about 43,000 miles from end to end. This is nearly four times the length of the U.S. 
shoreline, and almost double the entire circumference of the earth!^ 

Similarly, if 10 percent of our electricity were to be met with solar photovoltaics 
(PV) alone by 2020, we would need to put in place approximately 7.3 million 25 kilowatt 
(kW) PV units. The total capital cost of this investment would amount to almost $260 
billion — a figure that does not include operation and maintenance costs, which constitute 
1 percent of the initial investment annually.® However, technology constraints will again 
limit our deployment of 25 kW PV units, as most PV units placed on the rooftops of 
houses have a typical capacity of less than 10 kW. In this case, we would actually need 
180 million 10 kW PV units ftaking into account a 30 percent capacity factor) to generate 
10 percent of our electricity from this resource alone. 

Finally, if we were to generate 10 percent of our electricity from biomass alone by 
2020, we would need to place either 918 100-MW biomass energy conversion units or 
1,836 50-MW biomass energy conversion units nationwide. 

Hopefully, this exercise has brought into focus the tremendous amount of new 
electricity that will have to be brought online at a minimum to comply with the ACES 
bill. The equivalent of two to three of the aforementioned renewables options will have 
to be chosen by 2020, and the entire suite described above could be required by 2025. 
Even worse, the declining carbon cap in the ACES bill could require even more 
emissions-free energy than simply the 700 percent increase in renewables. Compounding 
the problem is the fact that wind and solar energy are intermittent technologies that must 
be supported by a baseload technology. If the nation is to truly reduce our use of fossil 
fuels, we need to rely upon nuclear energy as our baseload energy technology, since it 
produces zero greenhouse gas emissions. 

Logistically speaking, siting even a fraction of these new energy sources will be 
an almost impossible task. Beyond mandating that the technologies be deployed, the 
ACES bill does virtually nothing to ensure that any new, clean energy sources actually be 
brought online. What happens if we cannot meet these markers? 

The U.S. Chamber recently launched Project No Project, an interactive website 
that serves as a repository for key energy infrastructure projects that are being thwarted at 
a time when our economy needs them most. The website can be viewed at 
http://www.proiectnoproiect.com . Of the 300 projects on the site that have been delayed 
or outright killed over the past few years, 65 of them are renewables. We have all heard 
the horror stories about Cape Wind — the Nantucket Bay offshore wind project could 
power 420,000 homes, but has been embroiled in 8 years of permitting delay — but you 
may not have heard about the Cascade Wind Project killed in Oregon, or the Tallahassee 
Renewable Energy Center biomass plant killed in Florida, or even small projects like 


’ Department of Commerce, National Oceanic and Atmospheric Administration, National Ocean Service: 
avai7aWearhttp://www.teachervision.com/lesson-plans/lesson-725.html. 

® California Energy Commission, “Economics of Owning and Operating DER Technologies”, available at 
http://www.energy.ca,gov/distgen/economics/operation,html. 
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Akeena Solar in California, who was sued when trying to install solar panels on its own 
roof. 


The ACES bill mandates the removal of fossil fuels from our economy, but there 
is no process in ACES to ensure there are replacement fuels to run our businesses, our 
cars and our homes. To replace these fuels, it only imposes more mandates. Until and 
unless the bill provides a reasonable mechanism for replacing the energy lost from its 
carbon caps with replacement energy — nuclear or clean coal or renewables or something 
else — the bill will remain fundamentally flawed. 

C. ACES wisely preempts several Clean Air Act programs, but 
expands others. 

The leadership of the Committee and Subcommittee have for years understood the 
dangers posed by regulation of greenhouse gases under the existing Clean Air Act 
(CAA), and has repeatedly taken strong steps to preempt application of the Act’s 
programs to greenhouse gases — most recently by inserting a savings clause in the 
renewable fuels title of the EISA in 2007 that prevented greenhouse gases from becoming 
“subject to regulation” under the Act. ACES, for the most part, continues that positive 
trend. Several of the CAA’s most rigid and economically devastating programs, such as 
National Ambient Air Quality Standards (NAAQS), New Source Review (NSR), 
Hazardous Air Pollutants (HAPs), and Title V are preempted for greenhouse gases. 
However, the ACES bill needs to go a step farther and remove greenhouse gases from 
every title of the Clean Air Act except the new title created by the bill. 

i. New Source Performance Standards 

For instance, ACES does not completely preempt the New Source Performance 
Standards (NSPS) program under Section 1 1 1 of the CAA. Section 1 1 1 requires EPA to 
publish regulations establishing federal standards of performance for new sources within 
certain categories determined by EPA. Currently, NSPS categories include boilers, 
landfills, petroleum refineries and turbines; there are 70 categories and sub-categories in 
all. A “standard of performance” is defined in pertinent part as “a standard for emissions 
of air pollutants which reflects the degree of emission limitation achievable through the 
application of the best system of emission reduction.” This standard is better known as 
“best demonstrated technology.” 

Once EPA has established standards of performance, states are required to submit 
to the agency a procedure for implementing and enforcing such standards for new or 
modified sources located in the state. In addition, EPA must promulgate regulations 
setting forth procedures for state establishment of standards for existing sources, 

ACES cuts out all “capped” emitters that emit over 25,000 tons of greenhouse 
gases, other than coal-fired power plants, from NSPS. (Coal-fired power plants have to 
cope with a specific new set of NSPS involving carbon capture and sequestration 
technology, as set forth in ACES.) However, all new and existing sources that emit 
between 10,000 and 25,000 tons of greenhouse gases per year will be covered by ACES, 
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and will have to comply with NSPS. This means EPA will be required to issue plant-by- 
plant standards of performance for CO 2 , and all the entities in the 10,000 to 25,000 ton 
range will have to install best demonstrated technologies as determined by EPA. This is 
a significant expense that appears to have become lost during the public debate on ACES. 

Even more troubling, however, is the fact that ACES does not explicitly prohibit 
the development of NSPS for sources that emit less than 10,000 tons per year of 
greenhouse gases. This hands-off approach could result in the imposition, through 
something as simple as a lawsuit, of NSPS to a limitless number of source categories. 
Moreover, because EPA has now signaled its intent to find “endangerment" for 
greenhouse gases under the Clean Air Act, an environmental group intent on forcing 
NSPS for all stationary sources not explicitly preempted by ACES (i.e., anything and 
everything that emits less than 25,000 tons per year of CO 2 ) would have a much easier 
time doing so in the courts than in the past, as endangerment triggers NSPS. A lawsuit of 
this nature is a virtual certainty; for instance, the Center for Biological Diversity wrote in 
its 2008 comments on EPA’s Advance Notice of Proposed Rulemaking that EPA must 
create NSPS for all source categories that are “major sources,” meaning those that emit 
more than 250 tons of CO 2 per year.^ 

ii. Citizen Suits 

The most troublesome part of the CAA-related provisions is the creation of a 
private right of action for all citizens for virtually any claim based on climate change, 
even if the effect or risk is “not widely shared.” 

Section 336, entitled “Enforcement,” expands the universe of potential plaintiffs 
who can sue under the Act by eviscerating existing constitutional standing requirements. 
Over the years, the U.S. Supreme Court has developed a three-part test for standing to 
sue: (a) the plaintiff must have suffered an “injury in fact” - an invasion of a legally 
protected interest which is 1) concrete and particularized and 2) actual or imminent, not 
just hypothetical; (b) the challenged action of the defendant must have caused the injury; 
and (c) it must be likely that the injury will be redressed by the requested relief. 

ACES, by contrast, authorizes an action by “any person who has suffered, or reasonably 
expects to suffer” a “harm.” “Harm” is defined as “any effect of air pollution (including 
climate change), currently occurring or at risk of occurring, and the incremental 
exacerbation of any such effect or risk that is associated with a small incremental 
emission of any air pollutant (including any greenhouse gas as defined in [ACES], 
whether or not the effect or risk is widely shared).” In other words, the “reasonable 
expectation” (who knows what that means) of a “harm” (basically any “risk” or 
“exacerbation” of risk of any sort, no matter how minute or speculative) opens the 
courthouse doors. 


’ Comments of the Center for Biological Diversity on EPA’s Advance Notice of Proposed Rulemaking, 
Regulating Greenhouse Gas Emissions Under the Clean Air Act, 73 Fed, Reg. 44354 (July 30, 2008), 
Docket ID No. EPA-HQ-OAR-2008-0318, at 32. 
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ACES then expands the potential universe of defendants far beyond those that 
will be subject to the EPA permit regime. ACES authorizes suits against any person for 
“harm,” which, as noted above, is defined as even “small incremental emission of any air 
pollutant (including any greenhouse gas...) whether or not the effect or risk is widely 
shared,” that are attributable in whole or in part “to a violation or failure to act referred to 
in subsection (a) [of 42 U.S.C. § 7604]." Remarkably, ACES then provides; “an effect or 
risk.. .shall be considered attributable to the violation or failure to act [and hence 
actionable] if the violation or failure to act slows the pace of implementation of this Act 
or compliance with this Act or results in any emission of greenhouse gas or other air 
pollutant at a higher level than would have been emitted in the absence of violation or 
failure to act.” 

Such provisions result in interpretative absurdities when integrated into the 
CAA’s existing citizen suit section. For example, 42 U.S.C § 7604 authorizes citizen 
suits against any person “alleged to have violated, .. .or to be in violation of (A) an 
emission standard or limitation under this chapter...” 42 U.S.C. § 7604(a)(1). “Emission 
standard or limitation” means “a schedule or timetable of compliance, emission 
limitation, standard of performance or emission standard.” 42 USC § 7604(f)(1). Recall 
that the Act sets specific emissions schedules, timetables, and economy-wide 
performance standards in the form of a national “hard cap” on GHG emissions. This 
national “hard cap” on GHG emissions means that Sec. 363 effectively authorizes 
plaintiffs to sue anyone who does anything that could be construed as “slowing the pace 
of implementation. ..or compliance” with the hard cap. Every subdivision or shopping 
center developer, every new manufacturing facility, every car dealer, every 
pizza restaurant owner, every SUV owner, and every homeowner with a gas grill is at 
risk because each and every one of these persons is responsible for “small incremental 
emissions” that arguably slow the pace of compliance. In fact, as bizane as it sounds, a 
family having more than 2 children arguably violates the Act, for increasing the 
population has been demonstrated to cause increased GHG emissions, thus “slowing the 
pace of implementation. ..or compliance” with the economy-wide hard cap. 

As if this all were not bad enough, ACES then provides a remedy of injunctive 
relief (i.e., enforcing compliance with ACES against the defendant) and/or $75,000 per 
lawsuit (up to $1,5 million per year) payable from the U.S. Treasury for successful 
plaintiffs, plus unlimited attorney’s fees. $1.5 million armually is presumably not a 
tremendous sum when compared to the billions (or trillions) of dollars in potential CO 2 
credits being distributed by the rest of the ACES bill, but unlimited attorney’s fees is 
extraordinarily troubling. The breadth of the citizen suit provision more or less ensures 
that the first 20 plaintiffs to race to the courthouse on January F’ of each year and 
complain of potential injury from climate change will receive a check from the federal 
govenunent. However, there appears to be no limitation whatsoever on the number of 
lawsuits for injunctive relief (such as compliance with a provision in ACES), which 
would also be entitled to “uncapped” attorney’s fees. Moreover, because the citizen suit 
provision amends existing CAA citizen suit language, it is not at all clear whether the 
injury eligible for relief is limited only to failure to comply with ACES or if it extends to 
the rest of the CAA. 
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In all, the ACES citizen suit provision opens the door — wider than it has ever 
been opened— to a potentially unlimited number of lawsuits based on injury that does not 
even need to happen. It waives sovereign immunity and allows private citizens to receive 
compensatory damages from the federal government. And it appears to give by far the 
greatest incentive to litigate to the lawyers themselves. 

D. Carbon Market “Assurance.” 

ACES designates the Federal Energy Regulatory Commission (FERC) as official 
regulator of the emissions allowance and offset markets created by the bill. FERC also is 
granted with oversight of the trading markets for federal renewable energy credits in the 
RPS title of the bill. Regulation of strategic carbon reserves is given to EPA. Finally, 
ACES “punts” authority over the much larger derivatives market to the Obama 
administration, in conjunction with an interagency working group. 

In light of what has happened to our nation’s financial markets in recent years — in 
particular, the same or similar oversight mistakes being made again and again — the 
Chamber is extremely skeptical of giving FERC and EPA oversight authority for markets 
they have little expertise over. In fact, it appears FERC itself does not even want the job. 
In a National Journal article dated April 4, 2009, FERC Chairman John Wellinghoff 
stated: 


1 think a lot of people are looking for the appropriate agency to oversee 
this process. One of my concerns is that FERC has a lot of other things on 
its plate. There’s this extra-high-voltage transmission system that’s been 
proposed. The legislation for implementing that system is likely to pass. In 
addition, we currently have significant responsibilities with regard to 
reliability of the electric grid. We do market oversight now — electric and 
gas markets. But a cap-and-trade system with trading carbon, that would 
be something that we’d have to start from the ground up to do.* 

Wellinghoff also stated that regulating a cap and trade market would require a 20 to 30 
percent increase in FERC’s workforce, or 300 to 400 more employees. 

If FERC does not want the job, and neither FERC nor EPA have any real market 
oversight expertise or experience, why is ACES forcing them to take on the regulation of 
a brand new, several-trillion-dollar commodities market? 

Perhaps even more troubling than FERC’s and EPA’s oversight roles, however, is 
the fact that ACES leaves wide open the question of which agency will control the larger, 
multi-trillion-dollar derivatives market. Cap-and-trade is a market-bas«i emissions 
control system, and the authors of ACES have devoted little if any ink to the structure or 
oversight of the market. As the world recovers from the bursting of our latest “bubble,” 


® Available at hitp://www.ferc.gov/news/statements-speeches/wellinghoff/2009/04-03-09- wellinghoff- 
nationalioumalinlerview.Ddf . 
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the Chamber believes Congress should proceed with extreme caution before it creates a 
“carbon bubble” it can hardly control. 

E. ACES provides no certainty whatsoever that state and regional 
programs will be preempted. 

ACES addresses state and regional programs in two ways. First, it allows holders 
of emission allowances from the Regional Greenhouse Gas Initiative (RGGl) or the State 
of California to exchange these allowances for an equivalent set of allowances in the 
federal program. Second, it delays the implementation of any state or regional program 
for five years, until 2017. After that, the bill does not preempt state or regional programs. 

Former Energy and Commerce Committee Chairman John Dingell and 
Subcommittee on Energy and Air Quality Chairman Rick Boucher performed a great deal 
of analysis last year on the impact of federal cap and trade legislation on state and 
regional programs such as RGGI, and vice-versa. In a white paper entitled “Appropriate 
Roles for Different Levels of Government,” they warned of the danger of allowing 
stricter state standards than the federal program; 

Under most environmental programs, a more stringent State program 
provides additional environmental or public health protection. With a 
national cap-and-trade program, thou^, a more stringent State program 
may just shift the location of, rather than decrease, national emissions 
because the sources subject to the more stringent State program will need 
fewer allowances (thus freeing up allowances for sources in other States). 

Unlike most air pollutants, local greenhouse gas reductions alone will not 
help the local area given that climate change is caused by global, rather 
than local, concentrations of greenhouse gases. Consideration also needs 
to be given to how State programs would affect the cost of reducing 
greenhouse gas emissions and on who would bear that cost. 

Later in the white paper, in addressing the massive scope of such an expansive federal 
cap and trade program as would be required for greenhouse gases, Dingell and Boucher 
wrote: 


On the other hand, once a national, economy-wide cap-and-trade program 
is adopted. State or regional cap-and-trade programs may interfere with 
the efficient functioning of the Federal cap-and-trade program and 
increase demands on both governmental and non-governmental resources. 
If there are multiple programs, multiple government agencies will be 
expending resources on those cap-and-trade programs without necessarily 
achieving more greenhouse gas reductions than a single national program. 
With a national, economy-wide cap on emissions, a more stringent State 
or regional cap might shift emissions from the more stringent State to 
other States, without reducing national greenhouse gas emissions. In this 
scenario, requiring regulated entities to comply with multiple cap-and- 
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trade programs (which would likely require different compliance 
strategies) would likely increase the expenditure of non-govemmental 
resources (as compared to having just one national program) without 
reducing greenhouse gas emissions. For example, a regulated entity might 
have to buy both State and Federal allowances to cover the same ton of 
greenhouse gas emissions. Different points of regulation or allocation 
methodologies between State and Federal programs would also cause 
complications and increase resources necessary for compliance. 

ACES does very little to fix the problems identified by former Chairmen Dingell 
and Boucher. Allowing a free exchange of allowances from existing state or regional 
programs to the federal program creates its own unique set of problems, particularly 
considering that the cost of RGGI credits have been in the range of $3 to $3.50 while 
credits in a federal program could range from $1 1 to $15 to $60 or even higher. 
Depending on the exchange rate of credits from RGGI to the ACES program, a RGGI 
participant could easily become very rich or very poor. 

The larger problem, however, is the failure to preempt permanently state or 
regional climate programs. ACES does very little to preempt state programs other than 
delay their implementation for five years. Compliance with the federal cap-and-trade 
program set by ACES will undoubtedly be extraordinarily complicated for businesses, 
who will be forced to comply with hundreds of new regulations and mandates, amounting 
to layer upon layer of red tape. To tack on a state program, or a regional program, or 
both, is to make an already-cumbersome cost of compliance tantamount to an incentive to 
relocate a business to another state, or, worse yet, another country. 

F. Adaptation 

ACES addresses both domestic and international adaptation. Domestically, the 
bill establishes an interagency council to ensure an integrated federal response to the 
effects of global wanning. The National Oceanic and Atmospheric Administration 
(NOAA) is directed to conduct vulnerability assessments and establish a national 
“Climate Service.” Each federal agency is directed to prepare an adaptation plan, review 
climate impacts on matters within its jurisdiction, and develop plans for addressing those 
impacts. ACES establishes a climate change adaptation fund to provide federal support 
for state, local, and tribal adaptation projects and a natural resources climate change 
adaptation panel to coordinate interagency actions on natural resources adaptation. 

Finally, ACES requires the Secretary of Health and Human Services to promulgate a 
national strategy for adapting to the public health effects of climate change. To address 
international adaptation issues, the draft creates an International Climate Change 
Adaptation program within USAID to provide U.S. assistance to the most vulnerable 
developing countries for adaptation to climate change. 

The Chamber is very concerned that the concept of “adaptation” in ACES is 
treated independently of “mitigation.” The two concepts are inteidependent. The more 
we mitigate, the fewer resources we have to adapt, and in that circumstance, climate 
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change impacts may be higher.’ For instance, suppose sea levels rise to the point that 
adaptation is necessary. Under ACES, we have spent a disproportionate amount of 
money over the years on mitigation, namely cutting CO 2 (unsuccessfully) out of the 
atmosphere. If we suddenly need to change course and begin building levees, bridges 
and other adaptation infrastructure, where will the money come from? 

On the topic of ocean acidification, the Chamber is concerned that a desire to “do 
good” on adaptation in ACES could result in backdoor regulation of greenhouse gases 
under the Clean Water Act (CWA). As you may or may not know, activist groups are 
trying very hard to shoehorn greenhouse gases into the CWA much the same way they 
have sought to do so under the Clean Air Act, Endangered Species Act and National 
Environmental Policy Act. If the Committee is serious about making ACES the primary 
mechanism for greenhouse gas controls, it should strongly consider adding a provision to 
ACES that would prohibit regulation of greenhouse gases under any statute other than 
ACES. 


III. Solution: Negotiate an International Treaty; Implement it and Purine the 
Interim be as Aggressive as Possible with Energy Efficiency; Implement a 
Single. National Fuel Economy Standard and Develop and Deploy as Much 
Green Energy as Possible. Which Includes Renewables. Nuclear and Clean 
Coal. 

After a week of hearings and debate on international competitiveness, carbon 
leakage, tariffs and trade, and other complex issues without easy answers, one wonders 
whether Rube Goldberg is at the helm of America’s climate change policy. Most, if not 
all, of the issues that remain unresolved at the conclusion of this week can be solved 
through an effective international agreement that includes all nations. 

The Chamber believes Congress and the Obama administration should focus on 
negotiating an international treaty that sets real, enforceable targets for all nations, while 
allowing each nation the flexibility to meet these targets through whichever policy device 
it chooses. This way, the European Trading System can continue to exist, while Japan 
can proceed with its “sectoral approach.” Some nations can meet their targets by 
growing trees or limiting deforestation. And the United States can figure out how it 
wants to address its own greenhouse gas emissions without concern for emissions leakage 
and trade wars, because the entire world will be making contributions to reducing 
greenhouse gases in the atmosphere. 

In the meantime, the administration should proceed with a single, national fuel 
economy program (CAFE), a robust investment in research, development and 
deployment of clean energy and energy efficiency technologies — including not only 
renewables but also nuclear energy and clean coal — and the continued implementation of 
the fuels and efficiency laws already on the books, such as the Energy Policy Act of 2(X)5 
(EPAct) and Energy Independence and Security Act of 2007 (EISA). After ratification of 
a new international agreement. Congress should pass legislation that implements the 


’ This point has been made by several economists, most notably Nobel Prize winner Thomas Schelling, 
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treaty in a manner that it believes best addresses the goals of the treaty, which hopefully 
is an effective mechanism for reducing concentrations of greenhouse gases in the 
atmosphere. 

Thank you for the opportunity to testify today. I look forward to 
answering any questions you may have. 

Attachment: Letter from R. Bruce Josten to Chairmen John Dingell and Rick 
Boucher, June 15, 2007. 
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Chamber of Commerce 

WTHE 

United States of America 


R, Bruce Josten 

EXECUTIVE VICE PRESIDENT 
GOVERNMENT XFFAIRS 


1615 H STREET, N.W. 
WASHINGTON. D C. 20062-2000 
202/463-5310 


June 15, 2007 


The Honorable John D. Dingell 
Chairman 

Committee on Energy and Commerce 
United States House of Representatives 
Washington, DC 20515 

Dear Chairmen Dingell and Boucher: 

The U.S. Chamber of Commerce, the world’s largest business federation representing 
more than three million businesses and organizations of every size, sector, and region, is pleased 
to provide you with its response to the “renewable portfolio standard” questions you raised in 
your May 24, 2007, letter- I am the Chamber’s Executive Vice President for Government 
Affairs. Because I am responsible for legislative matters, the Chamber’s President and Chief 
Executive Officer, Thomas J. Donohue, asked that 1 respond on the Chamber’s behalf Your 
questions are summarized below; they are addressed in the order set forth in your letter. 

I. Purpose of Portfolio Standards Proposals: Should the federal government 
impose a mandatory renewable portfolio standard (RPSJ on retail electricity 
sources, as well as generation-source reouirements on load-serving utilities: 
would an RPS be necessary if Congress were to adopt an economy-wide 
greenhouse aas reduction policy: and what if any, analysis has been done of an 
RPS that our organization would endorse. 

The Chamber strongly opposes a federally-mandated RPS. A mandatory RPS could raise 
electricity prices for all consumers and result in a wealth transfer among states. Presently, the 
Senate is discussing a 1 5 percent standard for non-hydro renewables, and Senator Domenici 
recently introduced an alternate plan that includes a broader range of energy sources but boosts 
the RPS to 20 percent. All current legislation generally requires the standard to be met by 2020. 

There are several reasons why a federally-mandated RPS is unnecessary. First, and 
foremost, renewable generation sufficient to meet the requirement is neither cost-effective nor 
achievable nationwide. The sheer magnitude of the electricity that would have to be produced 
using approved renewable energy technologies is just too great, too costly, and would produce a 
host of problems that have not been adequately thought out. It is simply not possible to put the 
required amount of renewable energy technology in place in this country by 2020. 


The Honorable Rick Boucher 
Chairman 

Subcommittee on Energy and Air Quality 
United States House of Representatives 
Washington, DC 20515 
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Indeed, many states have chosen not to adopt an RPS because they lack the renewable 
resources to meet such a standard. For the 24 states that have imposed a statewide RPS. a 
mandatory federal standard would undercut or preempt those existing state renewable power 
programs. Individual states, given the discretion to carefully consider whether they can meet an 
RPS, have done so where appropriate; states that determined they cannot meet an RPS have not. 

On a different note, the Chamber does not promote the adoption of a mandatory 
greenhouse gas reduction policy, whether it be cap-and-trade, carbon tax or another similar 
method. As detailed in the Chamber’s March 19, 2007, letter to you regarding climate change, 
any global climate solution should be international and economy-wide in scope, and should 
preserve competitiveness and promote conservation and efficiency, and must promote 
technology research, development and demonstration. With that in mind, however, 
implementation of an economy-wide greenhouse gas reduction policy would certainly negate the 
usefulness of a federally-mandated RPS. The greenhouse gas reduction policy would act as an 
incentive to develop renewable fuels; due to carbon-constrictions, states and localities would 
have no choice. The Energy Information Administration (EIA) confirmed that the increased use 
of renewables as mandated by an RPS would lead to correspondingly lower coal and natural gas 
generation;' virtually the same result would occur if a greenhouse gas reduction regulatory 
scheme were in place. However, such an approach would be unadvisablc, as the drawbacks of a 
mandatory greenhouse gas reduction policy seriously outweigh any potential benefits. 

The Chamber does not endorse any specific RPS, and cannot accordingly provide an in- 
depth analysis of an RPS it would endorse. 


IL Portfolio Inclusions and Exclusions: Which energy sources should be included in an 
RPS: should there be a “tiered” system for eligibility, and should there be a 
distinction between new and existing sources: should there be credits for useful 
thermal energy from eligible resources: and should energy efficiency be considered. 
and, if so. how. 


One of the major drawbacks to current and RPS bills that have circulated through 
Congress is the definition of what energy sources are “renewable." Clean, safe, and reliable 
energy sources such as hydropower, nuclear power, and clean coal technology have typically 
been excluded from this definition. As a result, the RPS accomplishes precisely what energy 
legislation should not do: it picks winners and losers. Should Congress choose to bind all states 
to a baseline renewable portfolio standard — which, again, the Chamber docs not consider 
necessary — then it must strive to be as inclusive as possible. If the trae policy goal of an RPS is 


' Energy Information Administration, Impacts of a 15-Percenl Renewable Portfolio Standard] Report # 
SR/OI AF/2007-03 (June 2007), available at htlp://www.e 
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to encourage energy production, there is no legitimate reason why certain clean, safe energy 
producers are left standing at the door while others benefit. 

Further exacerbating the problem of which sources to include is the fact that almost half 
the states in this country already have an RPS. Complicated problems such as tiers, eligibility, 
and cut-offs arise due to the inherent conflict between existing state renewable portfolio schemes 
and the proposed federal RPS. Credits — whether for thermal energy, energy efficiency, or 
something else entirely — are a good illustration of this federal-state conflict. A federal RPS 
must give credit to resources the consumers in each state are already paying for; otherwise those 
consumers will be paying twice. 

Put simply, this discussion about inclusion, eligibility, threshold dates and credits would 
be unnecessary if those programs were simply left alone and not preempted by federal 
legislation. 


111. Percentage Requirement and Timing: What target percentages and years should he 
included in the RPS: how to accelerate to the target: and should there be any “off- 
ramps” or other safeguards for contingencies. 

As previously stated, the Chamber opposes a federal RPS, so discussion of a target is not 
possible. However, the Chamber recently analyzed the attainability of a 10 percent RPS — a 
standard considerably lower than any currently being considered— and found: (1) it would be 
literally impossible to meet even that standard using a single energy solution (i.e., wind, 
photovoltaics, biomass) on its own; and (2) because an energy mix would be required to even 
attempt to meet the 10 percent baseline, inconsistent renewable source capabilities from state to 
state will likely result in failure. 

A. Neither Wind, Photovoltaic, nor Biomass can Individually Meet a 10 Percent 
RPS. 

In 2005, base sales of electricity from investor-owned utilities (lOUs) were about 
3,553,139 gigawatt-hours (GWh),^ and about 501,549 GWh^ of total electricity generation was 
produced using “classically renewable” energy resources, i.e., solar, wind, biomass, and 
geothermal (and not hydroelectric, nuclear or so-called “clean” energy sources). 


* Per the Edison Electric Institute (EEI); actual lOU base sales are calculated from total lOU sales to ultimate 
customers, ^ee httD:.//vvww.eei.or£/industrv issues/industrv overview and statistics/industrv statislics/index htm 
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If lOU base sales of electricity grow at approximately 1 .64% per year'* relative to the yea ■ 
2005 base production level, then lOU base electricity production in 2020 will be about 5,052,141 
GWh. Requiring in 2020, for sake of argument, that 10 percent of this base electricity 
production must come from additional “classic renewables,” then these sources must generate an 
505,214 additional GWh of electricity above the 501,549 GWh produced from renewables in 
2005. 


Compared with conventional power generation, the current most cost competitive 
“classically renewable” technology is generation of electricity via the use of wind turbines, and 
the least cost competitive “classically renewable” option is solar power generation of electricity 
via the use of photovoltaic technology. Cortiparing the costs and demands of producing 
electricity from wind (~ 3+0 to 60 per kWh)’ versus photovoltaic (~ 200 per kWh)’ versus 
conventional power generation (e.g., using natural gas, which costs -30 to 40 per kWh)’ can help 
frame an understanding of the impacts of the RPS.* 

1. Wind 

A typical large-scale wind-driven turbine has a capacity of approximately 1 .5 megawatts 
(MW);’ in 2007, installed electric power capacity from wind was approximately 1 1,700 MW.'° 

In all, this results in electricity production of roughly 1,200 MWh of electricity production per 
MW of installed capacity. This equals maximum power generation 23 percent of the time over a 
period of one year, indicating that, overall, generation of electric power from wind is highly 
intermittent. Hence, there is a strong interest in developing wind power projects offshore, where 
the potential for generating electricity from wind is more substantial than at most onshore 


** Energy Information Administration, Annual Energy Outlook with Projections to 2020\ Report # DOE/EIA-0383 
p002), Dec. 21, 2002, 

^ Dallas Burtraw, Resources For the Future, Testimony before the Senate Energy and Water Development 
Appropriations Subcommittee, September 14, 1999; J. McVeigh, et al,, Resources For the Future, Winner, loser, or 
Innocent Victim? Has Renewable energy Performed as Expected?, RFF 99-28, Washington, DC, 1 999. 

'‘Id 

^ J. David, Economic Evaluation of Leading Technology Options for Sequestration of Carbon Dioxide. MS Thesis, 
Massachusetts Institute of Technology, May 2000. 

* The costs in i per kWh given above do not include transmission costs; they are “point of generation” costs. 

^ Energy Information Administration, Cost and Performance Characteristics for Renewable Energy Generating 
Technologies, Assumptions to the Annual Energy Outlook 2002, Dec, 2 1 , 2002; P. Ferdinand, "Windmills on the 
Water Create Storm on Cape Cod”, Washington Post, August 20, 2002, p. A3 ; Global Energy Technology Strategy, 
Addressing Climate Change - Phase 2 Findings From An International Public-Private Sponsored Research 
Program, p. 86 (2007), available at httD://www.pnl.eov/gtSD/Dub!ications . 

Estimate provided by the American Wind Energy Association, available at htti)://www.awea.org . 
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locations. For purposes of the calculations presented below, the projected capacity factor is 
assumed to be 42 percent" rather than 23 percent, reflecting wind technology improvements. 

For wind turbines to produce the additional 505,214 GWh necessary to meet a 10 percent 
standard in 2020 using I -MW turbines that produce 4,500 MWh of electricity per MW of 
installed capacity'^, one would need to put in place more than 1 15,000 1-MW wind turbines." 

If the average capital cost for electricity generation is $ 1 1 94/kW'‘' for each 1 -MW wind 
turbine", then the total capital cost of constructing about 1 15,000 of them would amount to 
roughly $138 billion . This figure does not include operation and maintenance costs, which 
constitute 1.5 to 2 percent of the initial investment annually." 

Perhaps even more disturbing than the lofty capital cost of 1 1 5,000 wind turbines is the 
placement: if the space allotted for each 1 -MW wind turbine placed in the ocean comprises an 
area of roughly 0. 1 6 square miles," then 1 1 5,000 turbines of this size would occupy an area of 
about 18,000 square miles. In comparison, the combined area of Albermarle Sound, Delaware 
Bay, Pamlico Sound, Long Island Sound, Cape Cod Bay, Chesapeake Bay, Puget Sound, San 
Francisco Bay, Biscaync Bay, and Buzzards Bay is only 8,500 square miles. If the 1 15,000 I- 
MW wind turbines were placed in a straight line about 2,000 feet apart in the water, they would 
have a total length of about 43,000 miles from end to end. This is nearly four times the length of 
the U.S, shoreline, and almost double the entire circumference of the earth!'* 

Moreover, because generation of electricity by wind power is intermittent, to provide 
power when it is needed (as opposed to when it is produced) one must have intermittent, multi- 


' ' Energy Information Administration, Cost and Performance Characteristics for Renewable Energy Generating 
Technologies, Assumptions to the Annual Energy Outlook 2002 (Dec. 2 1 , 2002). 

'^Id. 

If the wind blew all the time so that the turbines generated electricity at maximum capacity, about half this 
number of turbines would be required, however, the wind does not blow constantly in this manner. 

Energy Information Administration, Cost and Performance Characteristics for Renewable Energy Generating 
Technologies, Assumptions to the Annual Energy Outlook 2002 (Dec, 2 1 , 2002). 

' A recent proposal to build a wind farm consisting of 1 30 one MW wind turbines off the coast of Massachusetts 
projected costs at S600 to $700 million. P, Ferdinand, “Windmills on the Water Create Storm on Cape Cod”, 
Washington Post, August 20, 2002, p A3, 

If the wind blew all the time so that the turbines generated electricity at maximum capacity, total capital costs 
would be about one half this amount, as fewer turbines would be needed; however, the wind does not blow 
constantly in this manner, even off-shore. 

See P, Ferdinand, “Windmills on the Water Create Storm on Cape Cod”, Washington Post, August 20, 2002, p A3 
(The proposed Massachusetts project places 1 70 turbines in an off shore wind farm having an area of 28 square 
miles). 

'* Department of Commerce, National Oceanic and Atmospheric Administration, National Ocean Service; available 
at http;//www.teachervision,CQm/lesson-pians/lesson-725.html . 
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hour energy storage capacity in place. Although there are technologies that can store energy for 
hours, the sheer size of the storage capacity needed to hold the amount of required intermittent 
energy generated to meet a 10 percent RPS requirement simply does not exist. Creating such 
storage capacity remains a critical issue that requires much more attention. Moreover, at the 
scale needed to meet a 10 percent RPS, the use of batteries to store intermittent energy, which is 
a current common practice, could create a broad range of hazardous waste disposal problems in 
the future. 

A recent projection'* indicates installed wind capacity by 2020 will be less than 50,000 
GWh, which is much less than the target amount of 505,214 GWh of required renewable 
electricity sates in 2020. This shortfall, combined with capital cost restrictions and siting 
limitations, leads to the inevitable conclusion that wind technology will not meet the RPS on its 
own, and can only fulfill a small fraction of a 10 percent RPS requirement when mixed with 
other renewables. 

2. Photovoltaics 

A one-kilowatt photovoltaic (PV) unit produces about 2 to 6 kilowatt-hours of electricity 
each day.^* On this basis, a 100 kW PV unit can produce about 73 to 219 MWh of electricity 
annually, or an average of about 146 MWh per year. For the following calculations, assume a 
typical PV electricity generating unit that in 2020 has a capacity of 25kW, an average capacity 
factor of 30%, and in one year generates about .00007 billion kilowatt-hours of electricity.^' 

To produce the additional 505,214 GWh in 2020 to meet a 10 percent RPS using 25 kW 
PV units, one would need to put in place approximately 7.3 million PV units. If the average cost 
of each 25 kW unit is $2,200/kW^^, then the total capital cost of this investment would amount to 
almost $260 billion . This figure does not include operation and maintenance costs, which 
constitute 1 percent of the initial investment aimually^^. 


59 

J. McVeigh et a!.. Resources For the Future, Winner, Loser, or Innocent Victim? Has Renewable energy 
Performed as Expected?, RFF 99-28, Washington, DC, 1999. 

BP Solar Corp., “Facts About Solar Power,’* available at httD.//www.bp.com : IE A Photovoltaic Power Systems 
Program, available at hUp://www.iea-pvps.ora/ . 

Energy Information Administration, Cost and Performance Characteristics for Renewable Energy Generating 
Technologies, Assumptions to the Annual Energy Outlook 2002 (Dec. 21 , 2002). 

Id 

California Energy Commission, “Economics of Owning and Operating DER Technologies”, available at 
http://www,energv.ca.EOv/distgen/economics/operation.html . 
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Increasing PV output in order to meet a 10 percent RPS requirement in 2020 is highly 
unlikely. In the long-term (30 to 40 years), the European Commission projects^"' that PV costs 
could fall to between 6^ and 10^ per kWh, which would make PV competitive price- wise with 
conventional electric power generation. However, the 7.3 million PV sitings necessary to 
achieve the 10 percent renewables target by 2020 is relatively impossible to meet. For example, 
PV units placed on the rooftops of houses have a typical capacity of less than 10 kW. To 
produce 505,214 GWh in 2020 using 10 kW PV units having a 30% capacity factor, one would 
need to put in place almost 180 million units Even if there are efficiency improvements that cut 
the required number or cost of PV units in half by 2020, the intermittent nature of the power 
delivered and potential for damage by storms — hurricanes, tornados, hail, falling trees, etc. — 
remains, and is a concern in many parts of the country. 

In addition, several siting problems occur due to required placement of PV units on the 
rooftops of houses, given the operation and maintenance demands and capital cost outlay, which 
all must be borne by the individual household. Even if PV were cost-competitive with 
conventional electricity generation, it is likely that, in an unfettered market, most consumers 
would opt to purchase electricity transmitted to their homes on power lines rather than deal with 
perceived maintenance requirements and capital startup costs, the latter of which can be a 
significant percentage of disposable household revenue. 

Like wind power, because generation of electricity by solar power is intermittent, to 
provide power when it is needed (as opposed to when it is produced), one must have intermittent, 
multi-hour storage capacity in place. Although there are technologies that can store charge for 
hours, the sheer size of the capacity of storage needed to meet a 10 percent RPS simply does not 
exist. Moreover, at the scale that may be needed to meet the RPS, the use of batteries to store 
intermittent energy, which is a current common practice, could create a broad range of hazardous 
waste disposal problems in the future. Circumventing this latter problem may require utilization 
of high-technology energy storage devices, an industry that is currently small in comparison to 
the capacity for energy storage that would arise if large amounts of electricity are generated on 
an intermittent basis, as would be required by a 10 percent RPS. 

A recent projection^* indicates that total PV installed capacity by 2020 will be less than 
5,000 GWh, which is much less than the target amount of 505,214 GWh of required renewable 
energy sales necessary to meet a 10 percent RPS by 2020. This shortcoming, combined with 
obvious cost and siting limitations, suggests that PV energy could only fulfill a small fraction of 
a 10 percent RPS. 


24 

P- Zegers, European Commission, “A Long Term RTD Strategy for a Sustainable Energy Supply” The IPTS 
Report May 2002, No. 64, pp. 1 8 -27. 

J. McVeigh et al., Resources For the Future, Winner, Loser, or Innocent Victim? Has Renewable energy 
Performed as Expected? , RFF 99-28, Washington, DC, 1999. 
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3. Biomass 

Similarly, energy from biomass is not the answer. It is certainly a compelling option, 
producing electricity at between 40 and 90 per kWh.“ However, like wind and photovoltaic 
energy, siting and availability present serious roadblocks to meeting a 10 percent RPS 
requirement by 2020. 

In 2005, electric power capacity from biomass was Mproximately 8,300 MW and 
electricity generation was approximately 45 million MWh.^ This corresponds to roughly 5500 
MWh of electricity production per MW of installed biomass energy capacity. Generation of the 
505,214 GWh of electricity required to meet a 10 percent RPS by 2020 (using 100 MW biomass 
power plants having a capacity factor of 80 percent^*) would require placement of 9 1 8 biomass 
energy conversion units, or placement of 1 ,836 biomass energy conversion units each having a 
capacity of 50 MW. Given NIMBY (Not In My BackYard) concerns, siting this number of units 
would be a major issue. Smaller units may not have as favorable an economy of scale, elevating 
capital costs. 

Alternatively, it is possible to co-fire biomass with coal at existing coal-fired power 
plants. However, these would likely fall outside the RPS due to association with coal. The issue 
of potential pollutant emissions from such a large number of biomass-augmented power plants is 
also problematic, as air pollution control equipment designed and optimized for one fuel mix 
may not be suitable for optimal control of other fuel mix combinations. This issue must be 
examined on a case-by-case basis and can lead to delays while equipment performance is 
evaluated. 

Even if biomass is available in the quantities necessary to achieve a 10 percent RPS (and 
this is not altogether assured), it may not be available in the right place at the right time. This 
complicates fuel supply planning for power generation units, making the process inefficient. In 
addition, as is currently the case with com ethanol, competition and demand limitations could 
significantly raise the biomass fuel price and affect its price competitivity. Another complication 
can arise in terms of the material integrity of the power plant and power production if the fuel 
mix composition is constantly shifted owing to the availability or non-availability of the fuels 
that are to be consumed. 


Footnotes 24 and 25, Ibid. 

Union of Concerned Scientists, How Biomass Energy Works, available at 
httD://www.ucsusa. ora/clean energy/renewable energy basics/offmen-how-biotnass-enerav-works.html . 

28 

Energy Information Administration, Cos! and Performance Characteristics for Renewable Energy Generating 
Technologies, Assumptions to the Annual Energy Outlook 2002 (Dec. 21, 2002). 
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B. Many States Cannot Support the Energy Mix Required to Satisfy an RPS 

Ultimately, neither wind nor photovoltaic nor biomass is a “magic bullet” that will meet 
even a 10 percent RPS on its own. It is clear, therefore, that any RPS solution must rely on a mix 
of renewable energy sources. However, putting this theory into practice only serves to highlight 
many states’ inabilities to satisfy such a requirement. 

Recent studies have shown that no one renewable energy mechanism has the capacity to 
fulfill the needs of the RPS. As seen from the calculations above, it is impossible to rely on 
wind, solar or biomass solely to provide the additional 505,214 GWh of energy required to meet 
a 10 percent RPS by 2020. One main limitation is the geographical restraint of these sources of 
energy: determining the share of power generated from wind, solar and biomass sources is 
highly dependent on the geographical location of the plants. Setting up wind farms in landlocked 
areas with minimal wind movement will not produce the total amount of energy required from 
renewables. Placing photovoltaic cells in Northern areas with minimal sunlight will similarly 
fail. Because both wind and solar technologies require large upfront capital investment, these 
options are not viable for the country as a whole. Perhaps most importantly, with renewables 
such as wind and solar power, the conditions and amount of electricity can only be predicted, not 
controlled.^’ 

The energy industry must be able to build reliable, dispatchable baseload and peaking 
capacity electricity-generating plants in order to meet consumers’ electricity demands on a 24 
hour per day, 7 day per week basis, not just when the wind blows or the sun shines. Many states 
tasked with adding renewable capacity to meet an RPS are simply not equipped to generate 
enough capital, clear enough space, institute enough pollution controls, or site enough solar 
panels to do so. Renewable energy facilities presently are not an adequate substitute for (rather 
than in addition to) investment in conventional electricity generating facilities. 

In sura, meeting even a 10 percent RPS by 2020 — significantly less than any option 
currently being considered by Congress — is unrealistic, because (1) the sheer magnitude of the 
electricity that would have to be produced using renewable energy technology is just too great, 

(2) the cost to produce that energy is too prohibitive, and (3) there is not enough uniformity from 
state to state to support any combination of wind, photovoltaic and/or biomass energy. 


29 

Global Energy Technology Strategy, Addressing Climate Change - Phase 2 Findings From An Internationa! 
Public-Private Sponsored Research Program, p. 86 (2007), available at http;//www,pnl.gQv/gtSD/Dublications . 
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TV. Relationship to State Portfolio Standards and UtUltv Regulation: How 
should the federal RPS be structured so as to interact etncientlv with state standards: 
should agencies pass costs through to retail rates. 

Because the Chamber is opposed to a federally mandated RPS, it is not possible to 
address how a federal RPS should interact with state renewable portfolio programs. Like the 
aforementioned discussion of tiers, eligibility and credits, there would be no need to parse 
between conflicting federal and state standards if there were no federal standard to consider. 

With respect to rates, it is obvious that the very large costs of generating electricity using 
renewable energy technologies will be passed on to the consumer. The RPS would be, 
essentially, an indirect, regressive tax on the American public. Even if the required mix of 
renewable technology electricity generating capacity could be put in place — which is highly 
doubtful — -the majority of electricity consumers, unless forced by law to chose otherwise, can be 
expected to opt for the lowest cost option in an unfettered market. And in 2020, the lowest-cost 
electricity generation option is still likely to be electricity generated by conventional means, as 
the price of energy generation by conventional means is low and is expected to lower further 
over the next 20 years. Considering the high costs of renewables and corresponding lack of 
demand, a mandatory RPS will force an additional tax on the consumer for an unnatural outcome 
not supported by the market. 


V" Utllitv Coverage: Should any retail sellers be exempt from the RPS: should any 
standard apply to wholesale power markets or sales: should there be a basis for 
discretionary exemptions. 

The question of exemption is a highly disturbing one, because it highlights the major flaw 
in an RPS: the choice of winners and losers. Regardless, the lack of federal involvement has 
essentially led to a very similar result as an exemption-based mandatory system: states with the 
capabilities to institute an RPS have taken it upon themselves to do so, while those incapable of 
supporting an RPS have not. The latter states, many of which suffer from impossibility of 
attainment, would be the same states seeking exemptions under a federal system. 


VI. Administration and Enforcement: Should the RPS be federally enforced, and, if so. 
by whom; how would this enforcement interact with state portfolio requirement: 
what are recommended penalties for failure to meet the RPS. 

Because the Chamber does not support a federally-mandated RPS, it is not possible to 
address whether an RPS should be federally enforced, and by whom. The Chamber categorically 
disapproves of penalties for failure to meet an RPS. Many states will not meet the RPS because 
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of impossibility; to penalize these states and their constituents would be wrong, and potentially 
even unconstitutional. 

VII. Credits and TradioE: Should tradable credits for qualifying generation be utilized: 
if so. should the system be national in scone: should there be a cap on credit values 
to limit costs; and, how should credits be initially allocated. 

Tradable credits are a particularly bad idea in the RPS context. Because certain states 
will always have to purchase credits (due to inability to produce enough renewable energy 
annually), and others will never have to purchase credits (for the opposite reason), the net result 
is a wealth transfer among states. Again, these costs will be passed on to the consumer, so the 
RPS would amount to a direct tax on electricity used by businesses and other consumers, driving 
up costs and hurting economic growth. There is also the potential for consumers to be double- 
taxed: once from an increase in rates in the state’s attempt to meet the RPS, and again from 
penalties the state must pay or credits it must buy in order to meet the minimum standard. 


In conclusion, the Chamber urges Congress not to pursue a mandatory federal RPS. 
Renewable generation sufficient to meet either requirement is neither cost-effective nor 
achievable nationwide, and a mandatory RPS could raise electricity prices for all consumers, 
result in a wealth transfer among states, and impose significant new burdens on the reliability of 
the nation’s electric grid. Please feel free to contact me if you have any questions concerning the 
Chamber’s response to your query. Thank you again for your interest in the Chamber’s views on 
this very important matter. 


Sincerely, 



R. Bruce Josten 


1234 


Mr. Markey. Thank you, Mr. Kovacs, very much. 

We will now recognize the gentlelady from Wisconsin, Ms. Bald- 
win, for a round of questions. 

Ms. Baldwin. Thank you, but before I begin, I would ask unani- 
mous consent to submit for the record the testimony of Thomas 
Gibson from the American Iron and Steel Institute on the bill. 

[The information follows:] 
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Washington, D.C. 
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U.S. House of Representatives 
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American Clean Energy and Security Act 
April 2009 


Introduction 

My name is Thomas J. Gibson and I am President and CEO of the American Iron 
and Steel Institute (AISI). AISI represents 24 member companies in North 
America, and our members make 75% of the steel produced in the United States. 
Prior to the current economic downturn, the industry directly employed 
approximately 165,000 persons in the United States, supported a total of 1.2 
million jobs oc’erall and contributed $350 billion to the economy annually. , 

First, let me thank committee members and staff for their willing interaction with 
AISI, its members and staff during this process. Because of this interaction, we 
feel that the steel industry's most important issue — competitiveness — is well 
understood. For example, we feel it is clear the committee understands: 

• The domestic steel industry is the lowest C02 emitter among world 
steelmaking nations as a result of billions of dollars of investment in 
process improvements; 

• The steel industry has reduced energy per ton of steel produced by 33% 
since 1990, and as a result of this achievement, our processes are pushing 
against their energy limits as defined by the laws of physics; 

• It is preferable, both economically and environmentally, to produce steel 
in the USA; 

• Steel markets are global, which means that customers ha\’e the option to 
purchase steel from countries not adopting similar climate measures, so 
U.S. manufacturers cannot pass through increased energy costs. 

The new green economy will require a major investment in our infrastructure. 
Steel will be a significant part of that investment. Despite the current downturn, 
the World Steel Association projects that world steel demand will double by 
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2050, Much of this steel will form the backbone of an\' green grid — for example, 
generation sources like wind power are much more steel intensi\’e than their 
fossil-fueled equivalents. The steel for these new energy alternatic'es should be 
built here in the United States, the best place to make steel in the world, from an 
environmental standpoint. 

Our ability to stay competiti\’e in the world econom\' means we need fair and 
strong trade laws that are rigorously enforced. The same is true for cliiuate - we 
need fair climate laws with global reach that can be enforced. It goes without sa\'ing 
that in a market open to imports, such as ours, any legislation that undermines 
the competitiveness of U.S. mills will encourage steel production to leave this 
market in favor of markets with lower environmental standards. Such an 
outcome will necessarih’ result in higher volumes of greenhouse gas emissions 
worldwide. In other words, anv climate change legislation that does not 
adequately account for competitiveness issues will have precisely the opposite 
effect from that intended by its supporters. To prevent this unintended 
consequence, we believe there are fundamental components that must be part of 
any climate policy to ensure fairness and global reach including: 

1. Emission allowances stability: The steel industry has been concerned 
about energv use and C02 emissions for two decades and thus the 
processes we operate today are very near their limits regarding these two 
parameters. Therefore, there is very little incremental C02 emissions 
reduction possible until new technology is available. This means that a 
general pool of free allowances that all energy intensive sectors compete 
for and that declines in size over time does not work. Steel requires a 
sufficient and stable pool of free allowances while we work to develop 
these new technologies. 

2. Energy Costs: Domestic climate policy will increase energy costs, a 
significant competiti%’eness issue for steel for the reasons noted. Our 
industry uses coal, electricity and natural gas in great quantities. The 
increased cost of each of these energy sources, beyond the price of 
allowances themselves, needs to be offset (e.g., through the direct grant of 
allowances) in order that our global competitiveness is not harmed. 

3. Border adjustment: An effective WTO-legal border adjustment mechanism 
must be a significant part of any climate proposal to account for the cost 
burden of more stringent climate policies here vs. our international 
competition. 



1237 


The discussion draft addresses these points to varying extents. We would like to 
bring three key components of the draft to your attention and offer suggestions 
for strengthening these provisions. 

1. Grants of Allowances for Direct Emissions Energy Intensive Manufacturers 

This important pro\'ision of the bill reflects the authors' understanding of the 
challenges facing energy intensive industry and we appreciate its inclusion in the 
bill. Howe\'er, we belie\’e several changes need to be made including: directlv 
designating steel as a trade-affected industry; stabilizing the pool of allowances 
so that the overall size is sufficient to support all industries that qualify and 
ensuring that the siz.e of the pool does not decline until new technologies are 
available commerciallt'. The full measure of allowances needs to be granted to 
energy intensive industries, not 85% of the full amount. The energy efficiencv of 
steelmakers today is such that a 15 % reduction is not possible and would serve 
merely as a penalty and not an incentive. Finally, if additional sectors not 
envisioned b\' the drafters are included in this same pool of allowances, a 15% 
allotment will fall far short of providing the necessary assistance for industry. 

Regarding availability of new technologies, I want you to be aware that the 
domestic steel industry is aggressively de\'eloping technologies that hold the 
promise of a dramatic step-change in performance. To that end, the industr\’ is 
steadily investing in so-called breakthrough technologies. The resulting 
transformational processes being developed over the next 15 to 20 years could 
result in a steel industrt’ that is largely carbon-free. Widespread adoption of new 
technology historically has prox’en to take from two to three decades in our 
industry. We are currently supporting breakthrough technology projects at the 
Ma.ssachu.setts Institute of Technology and the University of Utah. 

2. Energy Price Volatility and Increased Energy Costs 

All forms of energy (coal, natural gas and electricity) have the potential to suffer 
a dramatic increase in cost as a result of climate policy. The bill does not 
presently address coal or natural gas cost increases and uses power plant 
emissions to grant allowances as a proxy for electricity cost increases. 

Power plant emissions are a poor surrogate for electricity cost increases as thev 
only reflect the component of electricity cost attributable to the price of carbon. 
Much of the future increased cost of electricity will come from the cost of capital 
equipment related to any or all of the following: fuel switching, deployment of 
waste gas capture/ regeneration technology, deployment of carbon capture and 
sequestration technology and deployment of wind, nuclear and other clean 
energ\' technologies. 
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Energy costs are 20% or more of the cost of making steel. It is therefore 
unmistakably clear that a sharp increase in total energy cost will affect our 
competitive position in the global marketplace. The bill needs a comprehensi\’e 
energy impact formula that considers coal, natural gas cost increases and 
electricit}' compensates for them for trade-exposed and energ\'-intensive 
industries. 

We have been adx'ised it is difficult to separate historical market forces for 
energy commodities from the influence of carbon policy. We believe that 
sufficient history of regional energy costs exists to readily establish historical 
averages and ranges to compare against costs after a new climate regime is in 
place. 

3. Border Adjustability 

As proposed, the bill has a significant lag before any assessment of comparable 
action by our trading partners is made. Years pass before any counterbalancing 
action is taken to adjust for competitive advantages gained in other countries 
that invest far less in climate policy than domestic manufacturers. Such 
evaluations of comparable action need to occur at the same time domestic 
manufacturers are subject to regulation because an\’ time lag offers significant 
competitive advantage to our competitors. Steel is a very cyclical business and 
even one or two years of legislated advantage wall be enough to damage US 
producers who are, as noted above, world leaders in reducing C02 emissions. 

Finally, we are concerned that the bill as written leaves sole discretion to the 
Executi\'e Branch in determining the continued existence of competitiveness 
issues, developing country compatibility or job loss. Congress should have a 
defined role in this critical process before any competitiveness program is phased 
out. 

Conclusion 

It is very timely to talk about competitiveness issues as the Committee moves 
towards reporting out this bill. As recently as eight months ago, our industry 
was running near full capacity and annually producing more than 100 million 
tons of steel. Toda\', we are producing less than one half of that amount as 
demand for steel and the products that contain steel, such as automobiles and 
appliances, has crashed. But even as demand has plummeted, imports of 
finished steel have hardly changed at all in real terms. The result of this behavior 
by our trading partners is that as a percentage of steel consumed in the United 
States, imports' share of the domestic steel market has doubled versus a year ago 
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at this time. Finished steel import market share in March was estimated at close 
to 30%, with China proc’iding the largest volume of finished imports from 
offshore. Directly rele\’ant to your climate policy considerations, China's steel 
industry now accounts for 50 percent of the world's production of C02 from 
steelmaking — approximately equal to all the other steel mills in the world 
combined. And according to a recent poll, only 18 percent of Chinese companies 
believe the\' could do well economically if they adopted sound environmental 
policies, as reported in a 2009 assessment of environmental regulation of the steel 
industry in China issued bv the Alliance for American Manufacturing. 

In light of these practices, legislation must address the anticipated time lag before 
other nations inc’est similarh’ in reducing carbon emissions. 

Mr. Chairman, we appreciate the opportunity to comment on your discussion 
draft and hope that as this process moves along, you will avoid "one size fits all" 
solutions. What works in one sector of our economy may not work well in 
another. In a real sense, whether domestic energ\'-intensi\’e manufacturers will 
survive is a "transition rule" issue. So long as everyone has to play by the same 
rules, the domestic steel industry will compete and thrive. But if our competitors 
are granted an advantage, steel production will move offshore. The new energy 
efficient economy will require a lot of steel, the most recycled material in the 
world. Mr. Chairman, let's keep making it here in the USA, the best and cleanest 
place in the world to make it. 
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Mr. Markey. Without objection, so ordered. Thank you. 

Ms. Baldwin. Tia, I appreciated your testimony and telling us a 
little bit about the real diversity among the stakeholders on Gov- 
ernor Doyle’s task force on global warming and the fact that you 
were able to reach near consensus on a number of recommenda- 
tions that you note are similar to the provisions contained in the 
draft discussion bill before us. We have also taken in this com- 
mittee testimony from representatives of U.S. CAP that had a simi- 
larly diverse array of stakeholders and they were also able to reach 
substantial agreement around a blueprint for taking action on cli- 
mate change, and I see similarities when I look across the Con- 
gress and this committee in terms of the diversity of interests and 
diversity of districts that we represent. So in many ways we have 
a similar task immediately before us in trying to gather support 
and gain a majority. While we would love to have a nearly unani- 
mous vote in this committee on climate change legislation, I think 
we will be happy if we get a good majority vote on this. But I won- 
der if you can tell us about your yearlong experience leading the 
governor’s task force on global warming with these diverse stake- 
holders, how they were aWe to come together to reach a set of goals 
and reduction targets that satisfied so many varied perspectives 
and if you could tell us particularly what were some of the key 
issues that you had to surmount and the perhaps significant points 
of contention that you were able to overcome. 

Ms. Nelson. Yes. Thank you for your question. Part of our suc- 
cess was, I think we just fatigued everyone. We were at it for — and 
I see that Chairman Markey is pursuing the same strategy, so I 
wish him a lot of luck. We met for — we were originally set to meet 
for 9 months. We met for well over a year and it was a difficult 
process. I think everyone came to the table in good faith, which ob- 
viously helped quite a bit. Ultimately what we did, and I give enor- 
mous credit to my co-chair for this particular strategy, after listen- 
ing to multiple stakeholders about multiple strategies, agreeing 
that we wanted strong targets, recognizing that we would need to 
dramatically increase investments in conservation and efficiency 
and renewables to meet those targets, and then realizing that we 
couldn’t without a cap-and-trade program, it became clear to Roy 
and I that we were going to have to put in front of the group in 
essence a straw man proposal that we hoped was delicately bal- 
ancing the tradeoffs between constituencies without compromising 
the environmental integrity of our product, our report which the 
governor accepted in its entirety, I failed to mention before, and 
which is going to be introduced hopefully in the legislature, we are 
drafting it now, in the fall. 

For industry, manufacturing, utilities, the cost containment issue 
was huge so the way we kept them on board was a very frank, you 
know, recognition that Wisconsin will have challenges in competi- 
tiveness as a heavy coal dependent, heavy manufacturing, and our 
manufacturing sector tend to be more energy intensive. We have to 
be extremely sensitive to global competitiveness. And so by paying 
a lot of attention to the cost containment measure, we moved our 
RPS up, our existing RPS, and then increased it two and a half 
fold, the same as in the chairman’s draft bill, 25 by 25. So really 
the compromise, for the environmentalists the cap and the integrity 
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of the cap was essential, and for industry it was essential to recog- 
nize that Wisconsin is in a very economically vulnerable position 
being so heavily dependent on coal, and this allocation proposal 
that we came up with that allows for a transition — this is just for 
a limited period of time — it allows us to transition. Really that allo- 
cation got us where we needed to go. 

Ms. Baldwin. Thank you. 

I have a question. I will say that I have very limited knowledge 
on the market structure discussion but I find it incredibly impor- 
tant on this and so maybe you can help me understand it better. 
I will start with Mr. Anda and certainly Mr. Royal can comment 
on this. As I understand the futures market, you have hedgers and 
speculators. You have people who would want to possess futures on 
carbon that might actually use them some day because they are 
emitters, and then you have those just want to be a part of this 
market. Do we treat these two groups differently? Do you propose 
that we do? And how do we — especially with speculators, what sort 
of safeguards would you advise us to build into this market as we 
develop it? 

Mr. Anda. Well, I will let Carl perhaps handle the point about 
speculators but it is important that the market be open to all. The 
two points that I wanted to make are, number one, let us have that 
derivative trading in a place where we can see it, not over the 
counter but on listed, transparent exchanges, number one. Number 
two, market-to-market accounting is fine for financial institutions 
and hedge funds. They do that anyway. But let us create something 
for the covered entities where they can effectively cover their car- 
bon risk using futures and options, because we might not give them 
any allowances to bank. Let us let them use those instruments, 
and if their intention is to submit for compliance, let us have ac- 
counting for them that in effect is special because they would treat 
this as a deferred expense whereas a speculator would market to 
market. 

Mr. Royal. Just very briefly, you do need to have speculators in 
the market, otherwise called liquidity providers, because when 
somebody wants to buy you need somebody on the other side to be 
the seller or else you don’t have a market. In terms of treating 
them differently, I think you can. I mean, for example, in the area 
of position limits, an emitter would need to have a larger quantity 
of allowances because, you know, it actually needs it for its busi- 
ness where as a speculator is doing it just to provide liquidity for 
the market and so wouldn’t need to have such a large limit, and 
I think the regulatory agency could, you know, establish different 
standards for those different types of market participants. 

Ms. Baldwin. Do you have any early guidance for us on what 
sort of position limits we would be looking at? 

Mr. Royal. I don’t know the market well enough to how it is 
going to develop to be able to answer that. I think that is probably 
an area that might be delegated to the agency that is in charge of 
the market. 

Mr. Anda. I would just comment that the exchanges today do a 
pretty good job of setting limits because their members don’t want 
to create excessive risk within the exchange, so where things get 
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onto exchanges, you know, things tend to avoid blowups. When 
they are off exchange, that is a different story. 

Mr. Doniger. My colleague, Andy Stevenson, who is in the same 
field as these gentlemen, in our written testimony we rec- 
ommended 5 percent position limits in the futures for any given 
vintage of a future, delivery date, with an adjustment that if an 
emitter had the kind of need that Mr. Royal suggested, that they 
might be holding 5 percent above their own needs. But a 5 percent 
seems to be an adequate amount in our judgment. 

Mr. Markey. The gentleman’s time has expired. Let me turn to 
you, Ms. Mulroy, and I am very intrigued by your blue bank idea. 
I had testimony from the mayor of Philadelphia recently and he 
talked about the need for some way of dealing with his water sup- 
ply problem and the protection of his watershed. Could you tell me 
how, let us say for Philadelphia’s purposes, a blue bank might work 
to deal with those two problems? 

Ms. Mulroy. Yes, sir. I am not as familiar with Philadelphia as 
I am with New York, who shares a similar concern to Philadelphia, 
and actually are a member of the Climate Coalition that eight of 
us have formed in the United States. For them, the question is, in- 
creased flooding will contaminate reservoirs that today feed New 
York City and do not require treatment. At some point in time they 
are going to have to build treatment facilities which will cost them 
billions of dollars for treating water they have never had to treat 
before, because as those flood flows increase, it will contaminate 
those reservoirs. 

Mr. Markey. So how would the blue bank then work for New 
York City? 

Ms. Mulroy. For the blue bank, let us say in the case of New 
York, it would help them finance those treatment plants to protect 
New York City and allow them to build them in a timely fashion 
and not sit through 3 years of a boil order in New York after the 
contamination has occurred. 

Mr. Markey. Interesting. So just so I can understand a little bit 
about this concept that you have, does it have a coalition behind 
it or is this an idea that you have personally? 

Ms. Mulroy. No, there is a coalition of water agencies in the 
United States behind it. I think all of us whether we were in Flor- 
ida, whether we are in New York or whether on the West Coast 
know that the way we have been manning water resources for the 
last 100 years is obsolete and whether it is investments in helping 
our communities make changes, investments in conservation that 
we can capitalize or whether it is new facilities because our water 
supplies are either being contaminated or disappearing before our 
eyes. We know we are facing those challenges. 

Mr. Markey. Thank you. 

Mr. Anda and Mr. Royal, let us take the European marketplace 
right now, and talk a little bit about how the price of a carbon cred- 
it has fluctuated between $40 a euro and $6 or $8 a euro. Is that 
a good thing, a bad thing or that is the way the market works and 
it is better than the government making decisions about where the 
price should be and differing economic circumstances. Mr. Royal? 

Mr. Royal. Yes. I mean, I am not familiar with that exact mar- 
ket but I think in general, I mean, markets do go up and down and 
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that is one of their functions. I think in this context, it could even 
serve a useful purpose because it would be countercyclical because 
in times of booming economies, you would expect more demand for 
the allowances and that would tend to increase prices at a time 
when it could be afforded whereas in times like we are having now 
where industries are closing plants, you would have less need, less 
demand for the allowances which would then tend to drive the 
price down, so in a way having a market-based mechanism would 
be self-correcting and it would, you know, help smooth out some of 
these economic cycles. 

Mr. Markey. See, that is how I view markets, but, you know, 
some people would say that is an indication of a market not work- 
ing, but I would basically argue that is a perfect example of the 
market working. 

Mr. Anda, your comments. 

Mr. Anda. I just think two things. First of all, to highlight the 
point about the major factor in the market is the global economic 
recession. If you look in the EPA’s recent work on evaluating your 
draft discussion, there was an interesting chart in there that 
showed that in 2006 our business as usual or reference scenario for 
emissions in the United States was, we were going to go from 6 bil- 
lion to over 8 billion. The current numbers go from 6 billion to 
about 6.3 billion. So think about the impact. We have really 
changed our assumptions about how much we are going to emit 
without policy where those same factors have driven prices down 
in Europe, point number one. 

Point number two, let us not forget that the European market 
ends on the last day of 2012 and so while allowances are bankable 
into the next period, we don’t really know what the next period is 
going to be so I don’t think it is fair. The world emits, as you know, 
30 billion tons of emissions from CO 2 . A little over 2 billion are cov- 
ered in the European trading system. They were bold enough to 
start with a small market. When we come in, I think we will have 
less volatility and a bigger market. 

Mr. Markey. Thank you. 

Mr. Doniger? 

Mr. Doniger. If I may add two points to that, and partial re- 
sponse also to Anne Smith’s comments about volatility, the $40 
mark was hit at a point in the early experiment with the E.U. 
when they received for the first time accurate information about 
emission levels. In other words, they started their program without 
full information about how much was being emitted in the first 
place and there was a systemic overestimate of how many emis- 
sions there were going to be and people paid more for the allow- 
ances on the basis of that. When the data came in, there was an 
adjustment. This problem will not happen here because we already 
have much better data about actual emissions from the power sec- 
tor, and thanks to the EPA’s proposal of a more comprehensive 
emissions inventory system, even in advance of your legislation, we 
are going to have much better information across the board when 
the program starts. 

The other thing is, as Jon was just mentioning, if a program 
comes to an end, then there is a possibility that the allowances be- 
come valueless near the end. That is the advantage of your sketch- 
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ing out a long-term carbon budget with a declining cap, and since 
there will be long-term continuity, there won’t be that problem of 
the program coming to an end or appearing to come to an end and 
people having doubt about what the allowances are worth. 

Mr. Markey. There is very little likelihood of the European pro- 
gram coming to an end either. 

Let me go to you, Mr. Kovacs. Some of the members on the 
Chamber board, Duke Energy, Alcoa, testified before this com- 
mittee earlier this week, and while your board represents a broad 
coalition, it appears that many and possibly most of your members 
support a domestic policy that would set goals and the means for 
reducing the overall levels of U.S. global warming pollution. How 
do you reconcile the Chamber’s position with those of some of the 
firms that sit on the Chamber board who are testifying before our 
committee asking us to pass a cap-and-trade bill? 

Mr. Kovacs. I guess I thought you would never ask. Look, within 
our federation, we have roughly about 3.5 million members, 3,000 
state and local chambers and 1,000 trade associations. That is an 
enormous difference, so when we analyze a bill like yours, for ex- 
ample, and there was an example I used today, let us just take the 
application of the new source performance review. You have one 
group which is relatively small in numbers, 30, that would sit there 
and literally be exempt from the new source performance review 
because of the caps. Then you have the second tier, you know, 
thousands of members that would be subject to it, and then you 
have the 26 million small businesses out there that in some way 
have no idea whether they are going to be subject or not but could 
be challenged, and every one would be hit by an attorney’s fee, so 
what we tried to do is, we take the entire policy. We apply our 
principles to what it is you are trying to do and we make a deter- 
mination of whether or not it meets those principles, which are, 
does it harm the economy, does it promote competitiveness, does it 
accelerate technology, do we have enough energy in the environ- 
ment and how is it going to affect the international structure, and 
that is how we do it. 

Mr. Markey. Is the Chamber willing to come forward with pro- 
posals that tell us what they would be comfortable with as the reg- 
ulatory scheme? 

Mr. Kovacs. I thought you would never ask. We actually had a 
debate on this issue today, 3 hours, where we had the proponents 
of a carbon tax, the proponents of a cap and trade representing 
U.S. CAP and we had quite a spirited discussion, and you know, 
frankly, it was probably the most optimistic discussion I have had. 
I don’t know that I am free to tell you the results but there cer- 
tainly was a lot of talk and a lot of willingness to find out how it 
is we get reductions in a way that helps the economy. 

Mr. Markey. And your statement that Congress should not man- 
date the use of technologies before they actually exist, we don’t 
have any mandates for any specific technologies in the legislation 
so I am just wondering what you are referring to. 

Mr. Kovacs. I will give you an example. Probably the biggest 
issue that we care about is that we don’t think you can get enough 
energy back in the system as a substitute for what you are going 
to take out. I will give you an example, clean coal, the Bard facility 



1245 


in Ohio. Here was an example where they went through the DOE 
loan guarantee process. They literally got all of their permits. They 
were about to break ground and then they were notified by several 
environmental groups that they were going to sue. DOE then de- 
cided that the risk of that lawsuit was so great, they were going 
to pull the loan guarantees. This is clean coal, and so what hap- 
pened is, the company walked away from the project, and if that 
was the only project, we probably wouldn’t care but we have right 
now looked, and we have only been doing this a month, we have 
got about 300. I mean, there are other, it is not just energy. The 
other day we had a presentation on cell towers and someone said 
well, there are 800 on hold because of this. This is a big issue and 
we have to deal with it, and we got a lot of cooperation in the stim- 
ulus plan when we started off, how do we move this through. We 
wanted a time limit, and Senator Boxer and Senator Barrasso fi- 
nally came to an agreement that we would use the most expedited 
route. But this is an issue that I think if you can solve and start 
making us feel like we are going to have real energy in this country 
and it is not going to get stopped, you are going to then find that 
some of our major concerns are really starting to be addressed. 

Mr. Markey. Again, we are not mandating any particular tech- 
nology in the legislation, but I would say this to you in terms of 
kind of an extension of the optimistic meeting that you had today. 
Were you in two places at once or how did that work today for you? 

Mr. Kovacs. That was from 8:30 to 12. I am not closing in on 
the number of years of hearings that you have had. 

Mr. Markey. No, what I am saying is, I thought that you might 
be, you know, ubiquitous and omniscient, like super Chamber of 
Commerce. In 2008, there were about 9,500 new megawatts of nat- 
ural gas capacity installed in the United States. There was about 
1,500 new megawatts of coal installed in the United States. But 
the really, I think, kind of “O. Henry ending” to this is that while 
there was no new nuclear, there hasn’t been for 15 years and there 
won’t be for another 10 years because it takes that long to build 
a new plant, there were 8,500 new megawatts of wind installed in 
the United States in 2008, 400 new megawatts of solar, 150 new 
megawatts of geothermal and 100 new megawatts of biomass, so 
that is 9,000, more than 9,000 new megawatts from renewables. In 
other words, 45 percent of all new installed capacity in the United 
States in 2008 were renewables, and that is before we pass a na- 
tional renewable electricity standard. That is before we build incen- 
tives for a low-carbon economy. So while we are not mandating any 
specific new technology, it is obvious that the technologies are 
there and would be improved as the economies of scale kicked in 
as the market grew larger and larger. So I am a little bit perhaps 
more of an optimist because of my own experience with the 1996 
Telecommunications Act, which I introduced in 1993 before this 
committee. After it finally passed in 1996, we went from a point 
where not one home in America had broadband in 1996, not one 
home, to a point where 10 years later there is a whole new vocabu- 
lary, YouTube, Google, eBay, Amazon, Hulu, thousands of compa- 
nies, millions of new jobs. They didn’t exist because the market 
wasn’t there before 1996 for broadband. It was all narrowband. 
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So here we are talking about the same kind of a situation where 
there was an equivalent copper wire that we just had to move to 
digital, we had to move to broadband, we had to move to fiber 
optic. Well, we have another copper wire for electricity in America 
and it really hasn’t been improved upon, and I agree with the 
chairman when he says, you know, we might go back 70, 80 years 
and the truth is that Thomas Alva Edison would recognize our elec- 
tricity grid if he came back today. We need a revolution. But I 
think that the problem that I have with the Chamber is that the 
Chamber opposed the Telecom Act of 1996, and it was basically 
making the same arguments, you know, how do you move from a 
black rotary dial phone to a world where everyone has got devices 
in their pockets and you have all these new, you know, companies 
that are going to be created, and so you are right, it does take a 
little bit of a leap but a leap based upon our own American experi- 
ence with technology and the entrepreneurial spirit. So my hope is 
that the meeting that you had today will lead to a more optimistic 
view about what the private sector can do when a new marketplace 
is created and unleash the opportunities for thousands of compa- 
nies that will be created, that will create a whole new vocabulary 
10 years from now when people look back at this antiquated energy 
system which we have. And by the way, I would include in that a 
carbon capture system that probably won’t look anything like any- 
one is talking about today and probably involves enzymes and ace- 
tic acids that are reformulating the way in which coal is burned 
and turning it into a positive product. But we have got to get on 
with that business, Mr. Kovacs, and I really urge the Chamber to 
just look back at its own history, especially with the Telecommuni- 
cations Act and opposing that. 

Mr. Kovacs. Do you want me to respond? 

Mr. Markey. Yes, please. 

Mr. Kovacs. On the telecom issue, first of all, I wasn’t there but 
my recollection is, especially as it had gone into broadband, is that 
they didn’t want regulation on it because the wire system as being 
a regulated system was drying up and they needed a non-regulated 
system to put in $150 billion in investment. Here in this Act, all 
I am trying to say is, you have got a structure here which layers 
cap and trade in two capacities, then you have regulations, then 
you have litigation. What I am saying is, is that I don’t know that 
that structure will work, and the fact that you have 8,500 new 
megawatts of wind capacity, that is wonderful. What we are saying 
is, to get to the 10 percent you need 115,000. That is a long leap 
and it is a lot of land mass and it is a lot of litigation and 

Mr. Markey. Can I say this? It is really not a big leap if you just 
take us from now to 2025 and you add just — well, it is actually 
nine total and just go nine times 15 years or 16 years, we have got 
the number. That is if we don’t do any better between now and 
2025 if we just keep the pace that we are right now before we pass 
a national law. So all I am saying to you, Mr. Kovacs, it is such 
a rear-view-mirror view of what technology can accomplish. You 
know, if we look out the windshield towards the future, just using 
2008 as the metric, we wind up doing it, creating the jobs here and 
just revolutionizing our Nation’s relationship with imported oil and 
with greenhouse gases. So that is really I am — in a lot of ways, you 
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know, we do need the Chamber of Commerce to look at this and 
to look at it optimistically and to realize that the benefits will flow 
right across the whole society. 

And I will just give you one other example and I won’t hold you 
beyond that. I am going to ask each one of you to give us in 30 
seconds what you want us to remember about your testimony. But 
here when I was the chairman, we moved over 200 megahertz of 
spectrum in 1993. Why did we do that? We took it from the defense 
department, we gave it over to the Department of Commerce be- 
cause there were only two cell phone companies in the United 
States. They were both analog. They were both charging 50 cents 
a minute. They both projected relatively limited American use of 
cell phones. Obviously at 50 cents a minute there weren’t a lot of 
people going to be carrying that around in their pocket. So what 
we did was, we moved over the spectrum but said for the third, 
fourth, fifth and sixth license in every marketplace from Philadel- 
phia to Las Vegas, they couldn’t be owned by the first two compa- 
nies. Well, guess what the third, fourth, fifth and sixth companies 
did? They went digital. By 1995, their price was under 10 cents a 
minute and the first two companies, guess what? They both had to 
go digital and they were both under 10 cents a minute and then 
it was a race on to see can we put pictures on that phone, can we 
put data on that phone, can we have a huge basket of minutes, and 
here we are today all walking around, everyone in this room, with 
one or two devices in their pocket, none of it possible before that. 

So I guess what I am saying to you and really I would say to ev- 
erybody who is interested in this issue, is that with just a little bit 
of optimism, not looking at some rocket science or putting a man 
on the moon but just what is already happening in America. If we 
gave the right boost to it, we could have this revolution just so far 
exceed anything that we are even talking about today. That is 
what happened in the telecommunications sector, both wireless and 
wireline, and I think if we give people a chance in a new market- 
place that the same thing will happen, Mr. Kovacs. So that is my 
message and I just hope that it is received in the Darwinian, para- 
noia-inducing, market-oriented way that we are going to try to con- 
struct this bill and put in the right market protections, trans- 
parency, anti-fraud, anti-manipulation and then just step back the 
way we did after 1996 and we don’t know who the winners and los- 
ers are going to be. We don’t know if there is going to be a NYNEX 
or a Bell Atlantic or a Bell South. All we know is that the compa- 
nies that win will be the ones that adapt quickly and that is how 
it should be in our country, really Darwinian, and in a lot of ways, 
I hate to say it, that is what we are talking about for our planet 
too. It is a real challenge for us in this Darwinian moment that we 
can adapt so that we can put in place the incentives that make 
people rich while also protecting the planet. 

So we will come back to you, Ms. Nelson, and we will give you 
an opportunity for 30 seconds to tell us what it is that you want 
us to remember. 

Ms. Nelson. Thank you, sir. You deserve the endurance prize. 
I am grateful for your interest. My message is simple. Help States 
like Wisconsin mitigate costs without compromising the integrity of 
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the emission reduction goal and we will be your partner in finding 
a climate change solution. 

Mr. Markey. Thank you, Ms. Nelson. 

Mr. Becker. 

Mr. Becker. Thank you. I have three points to make. The first 
is that you and Congressman Waxman and others who worked on 
this bill should be very proud of your efforts. It is a very good bill. 
The second point is, as you know full well, this was a compromise 
and yet this will be probably be the high water mark before this 
gets signed into law. It is going to undergo significant change and 
it is going to get weaker. And the third point is, in light of that, 
it is very important that you strengthen the federal. State and local 
partnerships and preserve the rights of States and localities to not 
only fill whatever gaps exist but to be able to address emerging 
problems in the future. 

Mr. Markey. Thank you, Mr. Becker. 

Mr. Royal. 

Mr. Royal. I will be very brief. In a cap-and-trade market, it is 
essential that Congress create a regulatory framework that pro- 
tects the integrity of the market and ensures that the market 
achieve its environmental purpose. 

Mr. Markey. Thank you, Mr. Royal. 

Mr. Anda. 

Mr. Anda. Three technical comments and one other. Increase the 
initial flow, think about a central marketplace to get your best exe- 
cution requirement, the CLOB for carbon I talked about, and make 
sure that emitters can use the exchange-traded derivatives that 
you want to create. Lastly, I would just say I heard a lot of testi- 
mony today. Chairman Markey, I hope that you are in a position 
as Mr. Gore was this morning to be a witness. Your comments are 
great. I think they should be — I would like to see them expanded 
in a nice half-hour, hour format and good luck to you in your work. 

Mr. Markey. Thank you, Mr. Anda, very much. 

Mr. Doniger. 

Mr. Doniger. Thank you, Mr. Chairman. What this committee is 
doing is writing the next generation of the Clean Air Act and we 
have the existing Clean Air Act and what you are doing. We need 
them both and we need these things to merge and it can be done 
in a way that makes for an effective carbon control program and 
an integrated system that takes advantage of the best of the clean 
air laws that we have already. 

Mr. Markey. Thank you. 

Ms. Mulroy. 

Ms. Mulroy. Yes, Mr. Chairman. We in the water industry, 
many of us have been anxiously awaiting this day where we in this 
country take this issue of climate change head on and begin to 
make the necessary changes for us. Because it is a decadal issue, 
we will feel the impacts and we are looking for assistance for re- 
search which is so desperately needed to quantify those implica- 
tions and in making the necessary adaptations that we have to 
make. Thank you. 

Mr. Markey. Thank you. 

Dr. Smith. 
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Ms. Smith. Two points. First, get back to cost minimization by 
stripping out the prescriptive and redundant measures so that that 
market-based approach can work in its Darwinian glory, and by in- 
corporating features that provide price predictability so that you 
can unleash those investments. Second, I would like to correct the 
record. The prices in the E.U. did go up in the range of $40 a ton 
twice, once during the early phase and the second time just about 
a year ago. So it is not just a phenomenon of the learning phase. 
Thank you. 

Mr. Markey. Thank you. Dr. Smith. 

And Mr. Kovacs, you have the final word of our historic hearings. 

Mr. Kovacs. Well, thank you for your good humor, if nothing 
else. I just wanted to say the success of broadband was really due 
a lot to what you did but also you didn’t regulate it and I think 
that that is something we need. I am not saying we shouldn’t have 
a regulatory system here but if you are going to do it, it needs to 
be transparent, understandable. You need to avoid overlapping and 
confusing regulatory structures between the Clean Air Act and 
whatever it is you are going to do. You need to find some way to 
limit litigation so we can get the projects moving, and I think at 
the end you need to appreciate the fact that if we are really going 
to reduce GHGs in the atmosphere, we have to have some way in 
which to engage the international community and we would sug- 
gest that the way to do that is an international treaty. 

Mr. Markey. Thank you, Mr. Kovacs, very much. The paradox 
of telecommunications regulation and regulation here is that you 
actually need new regulations in order to undo all of the old regula- 
tions that protected industries against change and that is the par- 
adox, that in order to create a truly competitive marketplace that 
just doesn’t play into the needs of the largest utilities whether they 
be telephone, cable or electric utilities because all of the laws have 
been written on their behalf at the state and federal level for 100 
years. You actually have to create a whole new set of laws, of regu- 
lations that ensure that the smaller distributed competitors can 
then begin to deploy their technologies. That is the paradox. But 
ultimately you wind up with many, many more, thousands of addi- 
tional competitors trying to provide information services or here 
they will be energy and efficiency services for our country. And so 
that is kind of the paradox here, and while it seems as though we 
are regulating, what we are really doing is undoing the regulatory 
protection that was given to these industries for 100 years while 
the assumption of monopoly on the wires was taken for granted 
when in fact it is just the opposite if you change the regulatory dy- 
namic. So that is what we are trying to do in this legislation. We 
have already done it in telecommunications. We have done it in 
cable. And this is the final wire going into the home. This is the 
final set of issues that we have to deal with across the board, and 
if we do it, then we can get out of the way because people’s inter- 
ests in becoming millionaires and billionaires will completely 
trump anything that we can do because they will be out turning 
green into gold all across our country with their new technologies 
and their deployment. 
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This has been a historic set of hearings. We thank all of you for 
your participation, and please stay close to us over the next month 
or so. We are going to need your ongoing advice. Thank you. 
[Whereupon, at 5:50 p.m., the subcommittee was adjourned.] 
[Material submitted for inclusion in the record follows:] 
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June)?, 2009 


Dr. Daniel Sperling 

Director, Institute of Transportation Studies 
2027 Academic Surge Building 
University of California, Davis 
Davis, CA 95616 


Dear Dr. Sperling: 

Thank you for appearing before the Subcommittee on Energy and Environment on April 
24, 2009, at the hearing entitled “The American Clean Energy and Security Act of 2009". 

Pursuant to the Committee’s Rules, attached are written questions for the record directed 
to you from certain Members of the Committee. In preparing your answers, please address your 
response to the Member who submitted the questions and include the text of the question with 
your response, using separate pages for responses to each Member. 


Please provide your responses by July 8, 2009, to Earley Green, Chief Clerk, in Room 
2125 of the Rayburn House Office Building and via e-mail to Earlev-Green@mail.house.gov . 
Please contact Earley Green or Jennifer Berenholz at (202) 225-2927 if you have any questions. 


Sincerely, 




0^ “v M 


Henry A. Waxman 
Chairman 


Attachment 
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The Honorable Jay Inslee 


1 . Do you agree with Mr. Drevna that an LCFS is redundant with a cap and tr^e 
system, or do you see it as a complimentary policy? 

2. Can you address his point regarding tar sands? Do you believe that the LCFS treats 
them fairly? 

3. Do you believe Mr. Drevna’s statement that the LCFS could be more carbon intensive 
than the RFS? 

4. You said that you consulted with oil companies when developing California’s LCFS. 
Whom did you work with, and what kind of input did they give? Were you able to 
address their concerns? 

5. You mention the need for aggressive reduction targets - do you believe that the 
targets in the bill are sufficiently aggressive? If you believe they could be more 
aggressive, how much more, and how would you propose we achieve those targets? 

6. You recommend integrating the RFS into the LCFS as soon as possible. How do you 
recommend we do this, and under what timeline do you think this is feasible? 
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July 6. 2009 

Honorable Jay Inslee 
c/o Earley Green 
Chief Clerk 

Room 2 1 25 Rayburn House Office Building 
Washington, DC 20515-6115 
Earley, itreenfainail .housc.iiov 


Dear Congressman Inslec: 

1 am responding to your questions regarding the low carbon fuel standard, in response to a letter 
of June 1 7 from Congressman Waxman. regarding testimony on April 24. 

1 . 1 strongly disagree with the assertion of Mr. Drevna that an LCFS is redundant with a cap 
and trade system. Unlike the LCFS, the cap and trade system does not consider the full 
lifecycle emissions of transport fuels. And thus they are not redundant. Moreover, it is 
well understood that there are large market failures and market conditions that impede the 
introduction of low-carbon fuels. With cap and trade programs, as currently conceived, it 
is likely that oil suppliers would respond by buying credits from electricity and other 
GHG emitting sectors and make few investments in low-carbon fuels. The LCFS would 
stimulate much more innovation and investment in alternative, low-carbon fuels than 
would a cap and trade program. The LCFS can be thought of as a complementary policy 
in the sense that it is compatible with cap and trade and that it would lead to further GHG 
reductions, 

2. The LCFS treats tar sands fairly. The LCFS is based on a scientific perfonnance-based 
standard. It treats all fuels in the same unbiased scientific w'ay — based on their lifecycle 
GHG emissions. The LCFS does not preclude or ban tar sands, nor any other fuel source. 
In fact, it stimulates more efficient and low-carbon ways of producing tar sands (and all 
other fuels). I have been told by senior executives in the oil industry that gasoline from 
tar sands could be produced with a smaller carbon footprint than gasoline from 
conventional oil. Lower-carbon fuels from tar sands w'ould cost somewhat more to 
produce, but the cost w'ould still be competitive with most forecasted oil prices. 

3. Mr. Drevna is wrong in stating that the LCFS could result in more carbon intensive 
energy. By its very design, it would not. The LCFS sets a GHG perfomiance standard for 
all transportation fuels that requires fuel suppliers to determine how best to reduce GHGs 
(including carbon emissions). There is no plausible scenario in which an LCFS could 
increase GHG emissions. 
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4. During the initial development of the LCFS in Califomia, our university team of 
researchers invested hundreds of person-hours in meeting with teams of executives and 
experts from ExxonMobil. Chevron, BP, Shell, ConocoPhillips, Valero, Western States 
Petroleum Association, and many delegations from Canada that included industry 
representatives. Wc met with each of these companies multiple times, with most meetings 
lasting many hours and including 3-5 individuals from those companies. Several of the 
companies provided us with strawman proposals for the LCFS, which we spent many 
hours discussing with them. I estimate that we physically met at least 20 times with oil 
industry delegations and that oil companies invested at least 200 person-hours in 
meetings with us — plus untold more hours in phone conversations and email interactions. 
After the University of Califomia team produced its reports in summer of 2007, the 
Califomia Air Resources Board follow'ed up with many more meetings and workshops 
with the oil industry. 1 w'as not involved personally in these meetings, but many were 
held jointly with the Western State Petroleum Association. 

5. 1 believe the LCFS targets included in the early Waxman-Markey bill (0% GHG 
reductions through 2022, and 5% in 2023 when the RFS is rolled into the LCFS) are 
weak. If we arc to reduce oil imports and move on to a trajectory of shrinking GHG 
emissions from the transport sector, it is necessary to be more aggressive. But given 
delayed investment in low-carbon alternative fuels and the long lead time required to 
replace oil use, 1 believe that the target of 5% reduction in 2023 could be justified. 
However, GHG reduction targets after 2023 would need to be steadily tightened to assure 
continuing reductions in oil imports and GHG emissions. 

6. 1 recommend integrating the RFS and LCFS as soon as possible. It could be done easily 
and quickly if there were the willingness to do so. The LCFS is an inherently superior 
policy instrument to the RFS in the sense that it better harnesses market forces, includes 
all low-carbon fuel options (not just biofuels), docs not mandate any fuel or pick any 
winners, and relies on scientifically derived performance standards. The LCFS will 
stimulate more innovation and would reduce GHG emissions and oil use at less cost than 
the RFS. The RFS could be transformed into an LCFS with relatively little effort. The 
regulated parties in the oil sector are the same, and the RFS volumetric requirements 
could be easily converted into GHG requirements. 


Sincerely, 


Daniel Sperling 
Professor and Director 
Institute of Transportation Studies 
University of Califomia, Davis 



